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Highlights

Financial

Sales of £6 3m

83% of revenue from disposable probes (2010 76%)
Gross margins 72%

Operating loss £1 4m

Cash of £0 8m

QOperating cash neutral in second half

Additional £0 6m investment in nventory and R&D

Operating
° ODM cne of six high impact innovations mandated for
implementation by NHS

e  CardioQ-CDM the only haemodynamic monitor
recommended by NICE

[ ] NHS moving into implementation mode
[ “Think Doppler" campaign launched in the UK

® First whole hospital system implementation underway
in Canada

® Substantial investment in R&D

Current developments

) CardioQ-ODM+ launched in UK

° Partnership agreement with Premier, Inc in USA
opens a route to system wide uptake

® In the UK, surgical probe sales growth over 40% for
three consecutive months (December 2011, January
and February 2012)
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Chairman’s Statement

Deltex Medical made significantly greater progress In
all its key markets dunng 2011 than indicated by the
0 4% increase in headline revenues to £6,303,000 as
tha underlying growth in the use of probes In surgery,
the maor market opportunity that wa seek to
address has been very substantal The most
significant elemaents of this growth came from probe
sales In the UK and probe sales to our international
distnbutors, which were ahead of 2010 by £259,000
and £159,000 respectrvely These Increases were
dnven by increased surgical use and the growth rates
for surgical probes in the UK and in cur maor
distnbuted markets remain at around the establshed
20% per annum level Strong growth in surgical
probe sales meant December was a record month for
probe sales in the UK and surgical probes since the
year end have continued to be well ahead of 2011 In
the UK, compared to the comesponding month a
year praviously, surgical probe growth has been over
40% for three consecutive months (December 2011,
January and February 2012) and March has started
strongly Montor sales volumes in the UK in 2012 to
date are also well ahead of 2011 and include an
order of ten CandioQ-0ODMs from one of the NHS
Scotland health board to enable implementation of
enhanced recovery In bowel surgery in1its region

Gross margins were 72% overall and over 80% n our
dwect sales markets Operating expenses were
£55,000 iower than in 2010 at £5,940,000 The
operating loss was £1,402,000 (2010 £1,353,00Q0)

Cash used in operations increased by £546,000 to
£1,337,000 after £430,000 additional investment in
nventory in anticipation of more rapid growth and
increased investment in research and development to
expand our product range Operating cash outfiow
pefore movements in workang capital was £822,000
{2010 £687,000) Cash at 31 December was
£752,000 and the Company was operating cash
neutral In the second half

We mantained our undertying cash cost base ata
similar level to 2010 while iIncreasing nvestment in
research and development and wn our UK ‘Think
Doppler’ marketing campaign which was launched to
coincide with the December announcement that the

NHS is to pnortise fullimplementation of ODM Only
a few carsfully targeted and modest increases in the
cost base are planned for 2012 The momentum
drming our sales growth means the Company is on
track towards consistent generation of cash and
profitability

Probe sales in the USA in 2011 were £125,000 lower
than n 2010 despite us maintaining our share of the
potential market in all our major accounts and
gpening wmportant new accounts The volume of
mayor elective operations in the USA fell sharply in the
rmiddle part of 2011 as fears over the economy grow
and this led in turn to hospstals reducing stocks of
probes

Restncted capial budgets in many of our markets
have held back our reported growth rates Cash
sales of monitors In 2011 were £438,000 {44%) lower
than in 2010 with a maor fall (£350,000) in revenuas
from the Middle East which suffered from polttical
volatiity The trend away from capital sales since
2009 supports our strategic focus on increasing
probe revenues which are both higher quality and
more visible

Important developments in the UK market, our
largest and most developed market, dunng 2011
have reinforced the NHS's approach to establishing
system wide adopticn of a new medical technology
In March 2011 the National Institute for Health and
Clinical Excellence ("NICE’) recommended CardioQ-
ODM be considered for use in alf patients undergoing
mayor and hugh nsk surgery In tha NHS with average
savings of £1.100 per patient Across the whole UK
this equates to an cpportunity to save £1 bihon of
taxpayers’ money through better and faster patient
recovenes CardioQ-ODM s the onty fluid
management monitonng technology recommended
by NICE, which found CardioQ-00M to be
“dominant” over altermative cardiac output monitoning
technologies dunng surgery, as it delivers bath better
outcomes and lower costs

In December 2011 the chief executive of the NHS
announced that ODM was one of s high impact
innovations selected for full implementation Financial
penalties for insufficient progress on implementing




these s Innovations by March 2013 could exceed
£15 mubon per annum in the largest NHS Trusts

The Bepartment of Health and NHS have formed a
‘Task and Finish’ group to develop and launch the
plan for the implementation of fuid management
mondonrg In surgery and this s expected to report n
the coming weeks A number of related actions are
already clear

e intra-operative fluxd management has been
selected as one of three technoiogies to be
pushed nationally by the Departrment of Health's
Innovative Technology Adoption Procurement
Programme ("TAPP") in 201213

¢ [TAPP has authonty through inclusion in the NHS
operating framework for 2012/13 [TAPP
“dentifies mnovative technologies that can be
adopted by local organisations A small number of
evidence-based technologies, including the
Oesophageal Doppler Monitonng, are suggested
for wide adoption by local health econommes”

& NICE has published a case study on ODM
implementation on the NHS Evidence website
within its recommendations to support the NHS's
drive to improve Quality, Innovation, Productmty
and Prevention {“QIPP")

e NICE's most recent cost savings guidance league
table shows CardioQ-QDM as the single ighest
impact technology it has recommended since
2005, accounting for over 40% of total identified
cost savings by NICE

In March 2012 we launched the CardioQ-O0M+, a
prermium varsion of cur monitors which allows
clinicians to pursue an addiional fluid management
strategy, ‘'minimisation of respiratory swing’, to that
normally driven by ODM, ‘stroke volume
optimisation” While the emdence base for this
approach suggests only modest benefits over
tradibonal care when compared to stroke volume
optimisation, we expect it to broaden our products’
appeal to clincians

Cur geal 1s to make oesophageal Doppler monitonng
{ODM) a standard of care for patients undergoing
major surgery and in intensive care We believe that,
n maost modern health systems, it s essential to have
a robust evidence base of both clinical benefit and
cost effectiveness i order to achieve system-wide
adoption of a new medical technology Deltex
Medical 1s one of the very first medical technology
companies to have completed the investment
necessary to build such an evidence base asa
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result, use of ODM dunng surgery has the proven
potential to delver both climeal and economic
benefits that are matenal at each of patient, hospital
and system level

Hawving succeeded i creating an cpportunity for
potentially transformaticnal growth in the UK, our key
prnonties in 2012 are to support the NHS delver its
implementation plan and to create similar
opportunihes for system wide adoption of CardioQ-
CDM mn other healthcare systems In France probe
consumption increased 20% dunng the year following
award of a major tender covenng Pars hospitals late
i 2010 forthcoming chirical gudelines from the
French professiona association of anassthetists are
expected to emphasise the importance of flud
managament and monitonng dunng surgery Doctors
in Spain are making good progress with the world's
largest randomised tnal of fuid management in
surgery to date and preliminary resufts may become
avalable in the coming months In Canada the
Intenor Health hospital system has completed
satisfactonly the first phase of ts CardioQ-ODM
implementation programme and the results of the
project, which i1s already generating considerable
interest in the broader Canadian healthcare system,
are due to be announced shortly

In the USA, {ollowing the presentation of data by
Duke University Hospital showing the mpact of an
enhanced recovary surgical prograrmme using
CardicQ-OBM in Octeber 2011, we have embarked
on a number of projects amed at accelerating clirucal
acceptance and uptaka of QDM guided fluid
management the recently announced partnership
with Premier In¢ 1s the most advanced of these
Meanwhile doctors are continuing to publish research
showing the benefits of CardioQ-CDM in different
types of surgery, enabling us to expand our areas of
focus to addrhional surgical specalties

Deltex Medical 1s in an exciting and unique position
The NHS, the world's largest healthcare prowvider, is
actvely pursuing the raprd and wide-scale
implementation of our products We are making
significant advances In creating similar opportunities
n other major healthcare systems around the world

Nigel Keen
Chairman

7 March 2012
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Operating Review

During 2011 Deltex Medical
strengthened its position as the
global market leader in cesophageal
Doppler monitoring (ODM)

Overview

Dunng 2011 Deltex Medical strengthened significantly
its position as the global market leader in
oesophageal Doppler monitonng (ODM) ODM
benefits substantial numbers of patients, the largest
group being patients undergoing major or high ngk
surgery ODM's potential 1s being recognised
increasingly by each of cirscians, heatth policy
makers and healthcare administrators ODM dunng
surgery can be implemented successfully into routine
clinical practice on a wide scale because it 1s a simple
procedure that 1s easy to leam, quick to perform and
applicable in a very wide range of patients

In the UK, our largest and most developed market,
we completed the proof of concept phase of our
development with a recommendation in March 2011
from the National Institute for Health and Clinical
Excellence ('NICE’} that CardioQ-ODM be considered
for use in all patients undergoing major and high nsk
surgery The announcement in December 2011 that
the NHS s to pnontise full implementation of ODM or
simiar fud management monitonng technology
confirmed the potential for Deltex Medical to move
nto a prolonged phase of accelerated growth
Internationally, we are making good progress in
developing export markets for CardioQ-COM

The robust ewidenca base showing CardioQ-ODM to
both improve patient outcomes and reduce costs
gives Deltex Medical a substantial compettive
advantage CardioQ-0DM s the only fiued
management monitonng technology recommendad
by NICE and, to date, NICE has chosen not to
evaluate any of the three other haemodynamic
monitonng technologies submitted to it by ther
manufacturers NICE found CardioQ-ODM to be

dominant {both better outcome and lower cost) over
the most commonly avalable competrtive
approaches

Probe revenues in 2011 amounted to 83% of total
cash sales (which exclude clirecal research revenues
under barter arrangements), compared to 76% in
2010 Probe growth was strongest in the UK surgical
market and In those international distnbutor markets
where we focused most resource As our business
has developed we have increasingly focused on
generating probe revenues and taking a pragmatic
approach to increasing the installed base of monitors
This transition towards higher guality recurmnng
revenue streams is timely as macro-economic
condihons have meant capital budgets have become
severely restncted in many of our markets

In large part the dnve behind the NHS decision to
implement Cardio-ODM comes because modern
healthcare systems need to defiver higher quality care
at lower costs in order to meet changing
demographic needs NICE estimates that CardioQ-
ODM can save crrca £1,100 per patient on average
this 15 equvalent to £1 billlon saving each year across
the whole UK This emphasts on quality and efficiency
has become more urgent as a result of fiscal deficits
and healthcare inflation In many developed countries
and we beligve that adoption n one system is Likely to
accelerate success in other systems

Rather than let the shortage of capitat budgets slow
down our progress in the UK towards CardioQ-CDM
being widely adopted for use in surgery we
continued to expand the installed base through
lending machines and ntroducing managed care
senice contracts Overall the UK surgical installed




base increased by 66 urits to 512 In addiion the
critical care installed base increased by rune units to
284 Gong into the new NHS financial year and
launch of the NHS implementation plan for ODM our
pronty is to expand the surgcal installed base rapidly
through a combination of monitor prce reductions,
loan programmes and managed care service
contracts

Far those export markets where we work with
distnbutor partners and we see opportunihies for
accelerated growth through overcoming capital
budgetary restnctions holding back monttor
Instaftations, we are actively considenng new
business models which will help rapd growth in the
current environment through facilitating wider
avalability of monitors in operating theatres

Overall, the modest 5% growth in monior revenuas in
the first half turned into a 29% fall in the second hatf
compared to 2010 Whers we had anticipated
difficutties in repeating monitor revenues from 2010,
for example from the Middle East due to poltical
instabiity, we were able to redeploy resources and
replace some of the lost revenue with higher quality
probe revenues backed by exciting growth
opportunties in markets such as Canada,
Scandinavia, Austna and Australia In the UK, moritor
sales volumes fell sharply from the Apnl start of the
NHS financial year and onty started to recover
towards the end of the year

Markets

The CardioQ-ODM has two distinct established
chrical applications firstly, 1o guide flurd management
aunng surgery and secondly, to monitor cardiac
output in critical care settings

Surgical market

In March 2011, the National Institute for Health &
Clirieal Excellence ("NICE') recommended that
Cardo(-ODM be considered for use in patients
undergoing majer and high risk surgery and n tigh
nsk patents undergeing majyor surgery NICE
estimated the applicable number of such patients in
the NHS in England alone to be over 800,000 each
year Clinical evidence to date specifically supports
the use of CarcioQ-O0M In each of cardiac,
orthopaedic, colorectal, renal, urclogical, other
abdominal, gynaecological, plastic, vascular and
transplant surgery furthermore, CardioQ-ODM has
been shown to be effective in both electve and
emergency surgery and with both general and
regional anaesthetics
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The NICE evaluathon and recommendation confirms
that the potential global market for CardioQ-ODM in
surgery includes tens of milkons of patients, even if
confined to developed health economies the most
conservative estimate of the potential value of the
market opportunity Deltex Medical has created 1s 1In
excess of £1 billion per annum The Company’s core
focus 1s on bulding market leading positions in this
surgical market, both geographically and by type of
surgery

Cntical care market

[n cntical care settings, well-equipped hospitals will
often have mors than one cardiac cutput monitonng
technology avalable In this environment, ODM's
strengths are that it 1s quick to set up, easy to use,
safe, low cost and the eal technology for a patient
" ¢nsis requinng rapid or frequent intervention The
potential market for cardiac output monitonng in
cntical care 1s a fraction of the sze of that for intra-
operatve fluid management

Through the recent launch of the CardioQ-ODM+,
Deltex Medical has incorporated pulse pressure
vanation, the best validated parameter from the Pulse
Pressure Waveform Analysis (' PPWA') approach to
monitonng cardiac output Note that, in surgery,
although adding PPWA pararmeters does not expand
per s& the market potential of ODM, the Company's
chnical and market research indicates that t may hefp
accelerate some clinicians' acceptance of the value
of ODM measured flow vanables

NICE's assessment of the evidence supporting
CardioQ-ODM and PPWA concluded that CardioQ-
ODM was dominant e delvenng both better
outcomes and lower costs) over PPWA n both
surgical and crical care applications However, in the
crtical care setting only, there was not sufficient
evidence for NICE to recommend CardioQ-0DM
ahead of PPWA. QOM's being dominant does not
mean no potental value in PPWA the Company
beltevas that future iterabions of the CandioQ-ODM+
will delver clear and substantial competitive
advantages over current PPWA solutions for
monitonng applications in cnical care settings by
combining a best in class mendonng modality with
the best tool for guiding intervention

United Kingdom

Deltex Medical has established a clear market leading
paosition in the UK surgical market as well as a strong
presence In the smaller cntical care market

In total UK sales grew by £443,000 (13%) over 2010
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Operating Review continued

The biggest driver of UK sales growth came from
sales of surgical probes which increased by
£272,000 (16%) over 2010 After adjusting for the
small numbers ¢of hospital bulk orders of surgical
probes in both 2010 and 201 1, growth in surgical
probe sales in the UK has remained broadly in ine
with the compound annual growth rate of 20%
establshed since 2004 ‘While this growth rate puts
ODM amongst the fastest growing broad applicaton
new medical technologies in the NHS, the NHS's rate
of adoption, and consequently the Company’s sales,
will need to accelerate signficantly to meet the NHS's
objective of full implementation

Sales of intensve care probes stabilsed, laveling off
after several years of a trend towards lower usage of
cardiac output monitonng in UK intensive care units
as clinical practice has evolved whereas In the past
maost patients were sedated to the point of
unconsciousness while in intensive care, the
preference now Is to keep them awake and mobile
where possible, thus reducing the need for cardiac
output monitonng

United States of Amenca

Sales in the USA were £154,000 (18%) behind 2010,
with a £125,000 (15%) fall in probe sales probe sales
compnsed over 99% of total sales in the USA where
our normal model 1s to place montors free of charge
in return {for higher probe pnces

The biggest declines i probe sales compared to
2010 came from our two largest accounts in the USA
and werg as a result of sharp falls in volumes of
electiva surgery In the middle part of the year,
compounded by hospital de-stocking Nevertheless,
in both accounts we mantaned or Improved our
penetration rates and in 2012 we are pursuing plans
amed at generating substantal growth bothin these
accounts and in the systems of which they are
members

Recognition of the important impact of
haemodynamic management on surgical outcomes i
the USA has for many years lagged this recognition in
the UK and Eurcpe, however, thare are clear signs of
this changmg with haemodynamic management

featunng mare prominently on the agendas of cinical
meetings for both anaesthetists and surgeons

Our ojectiva n the USA 15 to achieve system-wide
adeption of the CardioQ-0ODM to guide flud
managernent dunng major surgery Qur strategy 1s to
work with a small number of reputable hospitals to
acheve broad penetration wathin them and to
demonstrate the climical and economic benefits of
this implementation

At the annual Amencan Society of Anesthesiolologists
meeting in Chicago i October 2011 doctors from
Duke University Hospital in North Carolina presented
the results of thewr intiad iImplementation of CardioQ-
ODM within a surgical enhanced recovery
pregramme These showed substantial
improvements in patient outcomes as well as good
reductions in lengths of hospital stay of up to 40%
We have been able to use this first contemporary
data from a major US hospital to build a pipeline of
projects for both CarchoQ-0ODM as a stand-alone
improvement in practice and as a cornerstone of
implementing modern approaches to surgery Such
projects are designed both to Increase sales and to
generate compeling evidence for more rapid
adoption and roll-out of CardioQ-0ODM

In February 2012 Premier Inc announced that it had
selected Deftex Medical and the CardioQ-ODM to
participate in its QCEIP ("QUEST Comparative
Effectveness & Innovation Programme”™) programme
This project iIncludes conducting a study and
subsquently producng a peer reviewed abstract,
correlating health outcomes to product performance
This abstract is publicised through a vanety of
Premuier's Communication channets We expect
successfui outcomes from this project to generate
opportunities for us o work In a partnership with
Premier and a leacing teaching hospial to promots
the benefits of CardioQ-ODM to Premier's member
hospitals Premier's members account for
approximately 30% of US hospital discharges

International

Distnbutors sennce export markets, with the
excepuons of those in the USA and Spain, with
support from a small team of our own staff




Sales to distnbutars in 2011 totalled £1,795,000, a
decrease of £142,000 {7%) from 210 This decrease
mainly compnses the net effect of a £159,000 (16%)
ncrease Iin probe revenues and a £305,000 (34%)
decrease In monitor sales Changes in the sales mix
meant average seling pnces for probes were £55
compared to £51 1n 2010 The average seling pnce
of monitors to distnbutors was £3,700 compared to
£4,2351n 2010

Proba growth was generally strongest in our best
established distnbutor markets in France,
Scandinawia, Austna and Peru In addition we
generated substantial growth in Canada as our
distnbutor acquired monitors and probes to support
our first Canackan implementation project in a
medium sized hospital system in British Columbia
feedback to date from this project has been
overwhelmingly positive and we expect to be able to
announce shortly the results and consequent actmty

Probe sales in France were approximately 20%
higher at the end of the year than the start, pnmarily
as a resutt of growth In the Pans area where CardioQ-
QDM was successful in a major tender announced
late In 2010 The latest generation of professienal
practice guidelines for anaesthetists in France are
due to be published in the next few months and are
expected to favour the fluid management strategies
enabled by ODM this would constitute a major
development in France where the adoption of
innovatve medical practice 15 more heavity weighted
towards clinicians than in many other developed
heatth economies

Sales to the Middle East were circa £350,000 lower
than in 2010, dus to lower monitor sales Earty in
2011, as signs of poliical unrest i the region grew,
we chose to redirect resource towards supporting
growth in higher quality probe revenues in more
developed healthcare economies [n recent years the
Middle East had been the easiest market into which
10 sell monitors as capital budgets were largely
unafiected by the global economic slowdown
Looking forward, we expect capital budgets to
reman constrained in most of our markets in the
Middle East and therefore te continue to focus more
on higher quality recumng probe revenue streams

We have a small direct sales team in Spain whose
efforts are focused entirely on two projects amed at
establishing the dnvers necessary for system-wide
adoption of CardicQ-0DM  Sales in 2011 total
£65,000, £123,000 less than in 2010 which benefited
from a small number of one-off orders related to
these projects which are not expected to be repeated
until after completion of the projects
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In the first project leading colorectal surgeons are
infroducing surgical enhanced recovery as a resutt of
its benefits having already been astabhshed within the
programmeé in Span, use of CardioQ-CDM s one of
four mandatory interventions out of the 14 1n total

Wa are also supporting a government sponsored
multi-centre tnal The tnal ncludes patients
undergoing major abdomnal, gynaecological,
urological and trauma surgery and 15 the world's
largest randomised controlled chirical tnal of flud
management dunng surgery The clinical leads have
indicated that preliminary data may be avalable in the
next few months Posrtve results wiill represent a
major milestone towards system-wide adoption of
our products in Spain

Research and Development

Our research and development ('R&D’) actmties are
focused n two areas firstly, the further development
of our CardioQ-0ODM montors and probes with a
particutar objective of making them still easier to use
in broader clinical settings and apphcations, secondly
research ito and development of complementary
and new products In 2011 we increased
substantially our irvestment in R&D and in March
2012 we have launched the CardioQ-ODM+
incorporating additional haemodynamic monitornng
parameters gmng us the most comprehensve
technological offer on the market

Prospects

Wa have started 2012 with confidence Our products
are independently validated as delivenng better care,
better health and lower costs which puts them in the
“sweet spot” of evaiving health policy iIn many
developed heatth economues In the UK our
technology has been prniontised by the NHS as a high
impact innovation and we are making good progress
towards creating smilar cpportunities in a growing
number of major export markets

Ewan Phillips
Chief Executive

7 March 2012
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Financial Review

Revenues from surgical
probes in the UK were 16%
ahead over the whole of 2010.

Trading performance

Revenues for the year grew by £24,000 to
£6,303,000 {2010 £6,279,000) Revenues from
surgical probes in the UK were 16% ahead over the
whole of 2010, continuing a compeund annual growth
increase of 20% since launch of the probes n 2004

Gross margins wera 72% (2010 74%) Gross
margins were affected by changes to margins
achigved on montors as the result of a decision to
aggressvely discount monitors in response to
constraned hospital capital budgets Probe pricing
was mantaned or ncreased i all significant markets
This, combined with no increase in the unit cost of
production of probes resulted in gross margins of
over B0% n each of the Company's diract sales
markets of UK, USA and Spain

Administratve expenses reduced by £334,000 to
£2,012,000 (2010 £2,346,000) Thes nciudes a
reduction in share-based payments charges of
approxmately £58 000 and clinical tnal costs of
£164,000

Sales and distnbution costs have increased by
£165,000 to £3,532,000 (2010 £3,367.000) In the
early part of the year, marketing costs werg
ncreased in order to promote the NICE
recommendation to the NHS In the second half of
the year, additonal investment has been made in
marketing, with the support of an outside agency
This 1s to ensure that the Company 15 well posttioned
to take agdvantage in 2012 and beyond of the NHS
Chief Executive raview as descnbed within the Chief
Executve’s report

Further detaill on the ncrease n Research and
Development expenditure (R30} charge by £114,000
from £282 000 to £396 000 follows

Operating losses increased £49,000 to £1,402,000
{2010 £1,353,000) Operating expenses reduced by
£55,000 to £5,940,000 (2010 £5,895,000) Cf the
£5,940,000 operating costs, 670,000 (2010
£1,053,000) relates to non-cash items including
accounting charges for share-based payment,
depreciation and amortisation of fixed assats and
intangible assets, amortisation of cimcal tnal
prepayments and changes to provisions Cash
operating expenses were kept under tight control in
2011 with a view to accelerating profitability without
affacting the potential long-term market penetration
of CardioQ-ODM  as explaned above towards the
end of the year we launched a targeted marketing
campaign on CardioQ-ODM in the UK to coincide
with the announcement of the actions ansing from
the NHS Chief Executive's report ‘tnnovation Health
& Waealth' Actual cash expenditure has remaned
within the Company’s cost plans, which included a
small ncrease for additional investment actvities

Research and development

Dunng the year, addimonal personnel were recrusted
Into the research ang development department  Thus,
together with the engagement of outside
consuitancies has enabled the Company to
accelerate the development of a2 number of projects
[t 15 broadly intended, that whilst continuing to
improve the current product range, a new product
will be released each year for the next three years
The first of these products, the CardioQ-0DM+ was
launched n March 2012 and 18 descnbed in more
detal within the Chief Executive’s review

Total costs, before capitalisation for research and
development in tha year were £683,000 {2010
£456,000) A reconcidiation between total costs and




the amount charged to the Consoldated Statement
of Comprehensive Income, In accordance with
International Accounting Standard 38 1s given
below

2011 2010
£000 £'000
Total charge for
research and development 683 456
Less amount caprtalised (347) 213)
Add amortisation of amounts
praviously capitalised 60 39
Research and development
charged to Statement of
Comprehensive Income 396 282

The increase In Investment (before capitalisation) of
R&D over the past five vears 1s shown below

The net book value of capitaised R&D at the end of
the financial year was £724,000 (2010 £437,000)
On release of the product, the captabised costs are
charged to the Consolidated Statement of Income
over the Iife of the product in accordance with our
accounting policies

Non-cash revenue and costs

In order for the reader to better understand the effect
of non-cash tems on the Company’s profitabiity and
cash flow, alternative periormance measures are
prowvided on the Consolidated Statement of
Comprehensive Income and nots 24, ‘Notes to the
Cash flow Statement’
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The larger non-cash items are explained in more
detai below

Non-cash revenue

in recent years the Company has completed a
number of transactions on a non-cash basis aimed
specifically at opening new market opportunities
through focused research armed at generating clirucal
and/or economiC evidence of the benefits of the
Company's products In specific circumstances In
2010, the total non-cash revenue associated with
these projects was £319,000

Dunng 2011, a specific project was staried to enable
the acceleration of the davelopment of a new ICU
focused product This product 1s intended to offer
features that are substantially ahead of the current
technology avallable within the ICU and is due to be
released in 2014 Twenty-five development versions
of this monitor were sold under barter arrangements
to twenty key sites around the world These sites
have committed to providing essential data for the
further development of this product to the Company
n return {or ownership nghts of the monitors A
project manager was recruited for this important
project earty in 2011 The non-cash rgvenue
associated with this project in 2011 was £500,000
The value of the projects that are being camed out at
twenty different sites, although difficult to quantify 1s
considered to be substantially more than the
£500,000 recogrised

The spiit of revenue between cash and non-cash
over the past five years 1S as follows
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Financial

Review continued

Non-cash costs

Clinicat tnal and other costs

The costs associated with these projects are intially
capitalised and subsequently amortised over the
length of the clinical tnals or projects with regard to
the amount of progress that has been camed out as
spectlied contraciually between the other party and
the Compary Total costs amortised dunng the year
with respect to clinical tnals amount to £270,000
(2010 £389,000)

Share-based payments

Share based payments are charged to the
Conschdated Statement of Comprehensive Income in
accordance with IFRS2, where the value of the award
{as calculated using the Black-Scholes method) 1s
charged over the vesting penod of the option

Share based payments ansa as a result of
— Grant of options to employees
—  Grant of options to distnbutors or consultants

The Company has two Employee Share Option
Plans The onginal plan was set up 1N March 2000,
but has now expired with regard to the issue of new
awards A new schema, for which authonty was
obtained at the AGM held in Apnl 2011, was
approved by HM Revenue & Customs in September
2011 and awands made from it shortly thereafter

In addition to these schemes, share options are also
granted to employees under the Company's
Enterpnse Management Incentive Scheme (“EMI)

Tha EMI schemg allows the Company to make tax
efficient awards to certain employees, whilst
presenang s cash resources For the years ended
31 December 2010 and 31 December 2011, sales
bonuses to UK based employses were satisfied using
opticns awarded under the EM| scheme The total
share based payrnent charges for 2011, including
bonus awards, was £386,000 (2010 £522,000)

Financial income and expenditure

Financial ncome In the year remained in ing with
2010 at £1,000 pnmanly as a resutt of the continued
low interest recenved on cash balances

Finance costs decreased by £38,000 to £123,000
{2010 £161,000) pnmarily due to a decrease Iin the

interest rate charged on the convertible loan note and
a one-off charge in 2010 of £16,000 relating to
arrangement expenses of both the Increase in the
nvoice discounting facility and the addition of the US
recenvables within the faciity

Taxation

Under the UK Government’s Research and
Development tax credit scheme, the Company will
claim approximataly £102,000 relating to R&0 in
2011 {2010 £50,000) This increase I1s directly related
10 research and development actwty dunng the year

Earnings per share

The reported net loss for the year was £1,421,000
(2010 £1,468,000) With a weighted average number
of shares of 136,608,498 (2010 129,563,192), the
basic loss per share was 1 Op (2010 1 1p)

Cash flow and liquidity

Cash at 31 December 2011 was £752,000 (2010
£699,000) Reported net cash used In operating
actvities increased by £562,000 to £1,352,000
{2010 £790,000) This increase includes an
additional investrment in R&D and inventory of
£339,000 when compared to 2010 The reporied net
cash in operating actvihies includes a number of non
cash tems Restated to exclude non-¢cash items, the
net cash used belore movements in working capital
increased by £432,000 to £732,000 (2010
£300.000)

In Apni 2011, the Company placed 3,684,211 shares
to raise approximately £1,000,000 after expenses
This money was used to enable the Company to
accelerate funding on research and development
actities, build inventory in anbcipation of growth in
the UK and to commence a sustained investment in
direct marketing within the UK market

Sales are normalty higher in the second half of the
year than the first half both because of underiying
growth trends and because of higher than usual
orders from internaticnal distnbutors as they agree
their marketing programmes for the following year n
both 2011 and 2010 the Company achieved circa
20% of the year's sales in December Sales of probes
in the first two months of 2012 have encouraged the




Board that the Company is on track to delver the
levefs of sales growth required to become
consistently cash positive throughout the financial
year The chart below shows the contnbution in cash
sales and cash expenditure companng the first halt ot
2011 with the second half

The Company continues to employ an invoice
discounting faciity in its management of cash and
working caprial At 31 December 2011, the amount
of funds drawn down under the faciity totaled
£723,000 (2010 £659,000)

Balance Sheet

The Group's non-current assets at 31 December
2011 totaled £1,041,000 (2010 £1,004,000)
consisting pnncipally of plant and equipment
nciuding CarchoQ-O0M monitors on contracted loan
to customers £250,000 (2010 £177,000) and
capitalised development costs £724,000 (2010
£437,000) The increase in capitalised developrment
costs relates to the investment in new products
which are arned to be released ¢ver the coming
years The first of these, the CardioQ-ODM+ was
released i March 2012

Net cumrent assets increased by £893,000 to
£2,341,000 (2010 £1,448,000) In anticipation of the
expected demand from the NHS, whem affordable,
the Company has decided to Increase inventory levels
to ensure that such dernand can be met at relatvely
short nobce This has led to a direct impact on the
year-end inventory, which has increased, by £339,000
to £912,000 (2010 £573,000) Trade and cther
recervables have increased by £822,000 to
£2,818,000 (2010 £1,996,000) Approximately
£150,000 of this increase was due to the growing UK
business at the end of the year and a further
£160,000 trom International business in December
324,000 of this movernent relates to the
reclassification from non-cument to curment of a clincal
tnal which 1s expected to be completed in 2012

Current habditres increased by £328,000 to
£2,243,000 (2010 £1,915,000) pnrmanly as a resutt
of the ncrease at the year end of stock creditors and
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a further £64,000 drawn down on the Company’s
Invoice discounting facility

Non-cumrent liabfities increased by £83,000 to
£1,526,000 (2010 £1,443,000) The maonty of this
increase 15 as a result of the movement in the
National Insurance provision for share options

The closing share price at the end of the financial
year was 24 55p, compared with 19 5p at the
beginning of the year The highest and lowest prices
recorded in the financial year were 31 50p and

15 00p respectively

At 31 December 2011, sharehoiders’ funds stood at
£1,856,000 an increase of £847,000 over 2010
{£1,009,000)

Key performance indicators

At this stage of its development, the Group's two key
performance indicators are probe sales and the
underlying cash burn rate (i e the difference between
normalised run-rates for cash flows and outflows)

The directors regutasty monitor the Group's progress
by reference to these two key performance
indicators A summary of the progress made aganst
these indicators dunang the year ended 31 December
2011 18 set out below

Probe sales

Probe sales increased by £205,000 in 2011 from
£4,595,000 to £4,800,000

Rates of regular probe consumption at hospials at
the end of 2011 were higher than at the start of the
year n the maonty of our key target markets
including the UK and France Although decreasing
dunng the year, the USA 1s also showing signs of
recovery within its cora areas of focus coming into
2012 Further details of probe sales are given in the
Operaiing Review on pages 4to 7

Underlying cash burn rate

The underying cash burn rate s based around
management’s estimate of the normalised levels of
sales and costs  increases f the Group increases Its
cost base or sales fall and decreases as the Group's
sales grow or costs fall Dunng 2011, the Company
decded to increase its cost base for investment
purposes only, mvesting in both research and
development and marketing actvities Excluding these
nvestment actvities, the undertnng cost base has
been kept at the low levels that were initiated in 2008

The undertying cash burn at the end of 2010 was
calculated at approximately £46,000 per month
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Financial Review continued

Dunng 2011, the undertying cash burn was
calculated as being approximately £50,000 per
month The difference between undertying and actual
cash burn 15 also affected by changes in the Group's
working capital profile

In addition to these key performance indicators, the
following areas are also regularty monitored and
where necessary appropnate action 1s taken, actual
cash flows, working capital balances (including
Inventory levels and recenvable collections), sales and
other transactions invohng momtors and progress
with research and development projects and with
chinical studies

Paul Mitchell
Finance Director

7 March 2012




Directors

Non-executive directors

Nigel Keen MA FCA
Chaimman

Nige! has been involved with Deltex Medical since
1988, and Charrman since 1996 He s also the
Non-executive Chairman of Bioquell ple, Laird plc
and Oxford Instruments plc Migelis the Chaiman
of the Remuneration Committee and the Audit
Committeg

Dr Edwin Snape MSc PhD
Vice-Charman

Ed has been connected with Deltex Medical for
over ten years and Vice-Chaiman since 1989 He
is currently a Director of Sultan Scientific Limited,
Myoscience inc , Spectra Analysis Instruments,
inc and Lab 21 Limited He has over 30 years'
expenence Investing In medical devices and Ife
sciences businesses In the USA and Europe

Julian Cazalet MA FCA
Julian joined the Board in Apnl 2008 He was unti

JPMorgan Cazenove After graduating in
Economics from Cambndge, he qualified as a
Chartered Accountant before joining Cazenove In
1973 He became a Partner in 1978 From 1989
he worked in Comporate Finance, firstly in Equity
Capital Markets and subsequently adwvising hsted
companies He 1s Charman of Herald Investment
Trust pic and a Director of Charles Taylor
Consutting plc and of The White Ensign
Association Limited

Professor Sir Duncan Nichol

Duncan has been an influential figure in the
prowsion of acute health services in the UK
throughout his career He waorked for the NHS for

roles and was Chief Executve from 1989 to 1994
Duncan has been the Deputy Charman of the

1s also cumently a Non-executive Director of
Synergy Healthcare plc, a prowder of healthcare

of the UK Acadanty for Healthcare Science

2007 a Managing Director — Corporate Finance of

nearty 30 years in a number of senjor management

Chnste NHS Foundation Trust since 2008 Duncan

support services to the NHS and the first Chairman
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Executive directors

Ewan Phillips MA ACA
Chief Executive

Ewan jomed Deltex Medical as Group Finance
Drrector in August 2001 with a background in
corporata finance He tock on responsibility for UK
sales in Cctober 2002 and was appointed
managing director of the UK subsidiary n
November 2005 before being appointed Chief
Executive In September 2009

Paul Mitchell BSc FCA
Finance Director

Paul joned Deltex Medical in August 2002 as
Financial Controller, after qualifying as a Chartered
Accountant with PncewaterhouseCoopers In
November 2004 he was appointed Company
Secretary and was appointed Finance Director in
Septermnber 2009
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Directors’ Report

For the year ended 31 December 2011

The directors prasent their report and the audited
financial statements for the year ended 31 December
2011

Business review and pnncipal activities

The Company 1s the ultimate hoiding company of a
group of subsidiary undertakings (‘the Group')
engaged In the research, develcpment, manufacture
and sale of cesophageal Doppler hasmodynarmic
morngtonng systems ({OOM’)

The Company 1s required to set out In this report a
fair view of the business of the Group dunng the
financial year ended 31 December 2011, the position
of the Group at the end of the financial year and a
description of the pnncipal nsks and uncertainties
facing the Group This information, together with the
Group's research and development actvities and
likely future prospects are reviewed in the Charman’s
Statement on pages 2 to 3, the Operating Review on
pages 4 to 7, and the Financial Review on pages 8

to 12

Results and dividends

The results for the year are shown n the
Consolidated Staterment of Income on page 23 The
directors do not recommend payment of a dwidend
(2010 ENIR

Prnincipal nsks and uncertainties

The Group's strategy has been and continues to be
the estabkshment of ODM-guided flud management
using the Cardiod-ODM as a standard of care firstly
in the Group's home market of the UK, then secondly
in the USA and other major markets for medical
technology both through direct sales and marketing
and, where appropnate, through distnbution
partnerships The Group regularly reviews s strategic
options and financing arrangements to reflect
circumstances encountered from tme to time

The directors have, therefore, dentiied the following
as being the pancipal nsks and uncertamnties facing
the Group

e Changes in the rates of adoption of the
Group's products in key markets
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o The avalability to the Group of resources,
including cash, to pursue its strategy

® The credit nsk in relation to the Invoice
discounting faciity 15 borne by the Company

o Exposure to poltical nsks in certain termtones

The Group has established internal controls to assess
the impact or potential Impact of actual
developments affecting these nisks The Group has
developed internal forecasting and reporting tools
that are used to manage carefully cash flow,
production scheduling and stock holdings

A faster, or slower than expected change in the
adoption of the Group's products coukl expose the
Group to supply chain and production capacity nsks
In addition, supply chain disruptions such as delays
or losses of Inventory also present a potential sk to
the Group's ability to progress its strategic ams The
Group mitigates these nsks through effective supplier
selechon, management and procurement practices

Key performance indicators

At this stage of its development, the Group's two key
performance indicators are probe sales and the
undertying cash burn rate (1 & the difference between
normalised run-rates for revenues and costs)

Research and development

The Group has an active research and development
programme aimed at regularty updating and further
improving existing products and, in the longer term,
broadening the range of the Group's products The
amount charged to the Consolidated Statement of
Comprehensive Income in 2011 was £386,000
{2010 £282,000) The amount capitahised as an
intangible asset dunng 2011 was £347,000 (2010
£213,000), see note 12 Further information 1 given
In the Operating Beview on pages 4 to 7 and the
Financial Revtew on pages 8 to 12

Financtal risk management

The Group's financal Instruments compnse some
cash and vanous items, such as trade receivables,
trade payables and bormrowings, that anse directly
from its operations It 15, and has been throughout
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the year under review, the Group's policy that it does
not undertake any trading in financial iInstruments

The Board reviews and agrees policies for managing
lgudity, interast rate, exchange rate nsks, credt nsks
and capttal nsks The policies have remained
unchanged throughout the year and are summansed
below

Liquidity risk

The Group 15 pnncipally managed to ensure that
sufficient cash reserves and credit facilities are
avallable to meet iquidity requirements The Group
has available to # an invoice discounting facility with
the Group's bankers to supplement working caprtal
needs From time to trme, additonal funding ts raised
to allow tha Group to invest in its strategic projects to
develop the business In its chosen markets

Management monitors rolling forecasts of the
Group's iguidity reserves which compnses undrawn
invoice discounting facilities and cash and cash
equvalents on the basis of expected cash flows

Currency nsk

The Group has overseas subsidiaries in the USA,
Span and Germany and as a result the Group's
sterling balance sheet can be affected by movements
In the US dollar/euro/sterling exchange rates

The Group also has transactional Currency exposures
Such exposures anse from sales and purchasas by
operating units n currencies other than the unit's
functional currency However, given the size of the
Group's operations, the casts of managing exposure
to currency nsk exceed any potential benefits and
therefore the Group does not engage in any hedging
in respect of curmrency nsks The directors will rewisit
the appropnateness of this policy should the Group's
operations change in size or nature

Credit nsk

The Group 15 exposed to credt related losses in the
event of non-parformance by counterparties in
connection with financtal mstruments

The Group takes actions to mitigate this exposure by
ensunng adequate background on credit nsk s

known about counterparties pnor to contracting with
them and through selection of counterparties with
sutable credit ratings and monitors its exposure (o
crednt nsk on an ongoing basis

The Group 1s also exposed to credit related losses
and terrtory speciic credit nsk In the event of non-
performance by counterparties in connection with
financial instruments

The miaxrmum credit risk exposure at the balance
sheet date 15 represented by the carrying value of
financial assets and there are no significant
concentrations of credit nsk For banks and financial
institutions, only iIndependently rated parties with a
minimum rating of ‘A’ ara accepted As at the date of
sigrung the financial statements all cash and cash
equivalents are held with insttutions with an 'A’ rating
as per Standard & Poor's

Interest Rate Risk

The Group has both interest-beanng assets and
interest-beanng kabiities The Group's policy s to
seek the lighest possible return on interest-beanng
assets without beanng sigrificant credit nsk, and to
minimise the rate payable on interest-bearing
llabities

The Group places its cash balances on deposit at
floating rates of mterest Surplus cash balances are
placed on short-term deposit {less than three
months) No interest rate swaps are used

Interest rate nsk compnses both the interest rate
prce nsk that results from borrowing at fixed rates of
interest and also the interest cash flow nsk that
results from borrowing at vanable rates At this time,
the maonty of the Group's borrowings attract floating
rates of nterast and therefore the Group's pnncipal
interest rate nsk 5 a cash flow nsk.

Capital nsk

The Group’s objectves when managing capital are to
safeguard the Group's ability to continue as a going
concern in order to prowvide future returns to
shareholders and benefits for other stakeholders and
to mantamn optimal capital structure




Ordinary shares are classified as equity Incremental
costs directly attnbutable to the 1ssue of ordinary
shares and share options are recognised as a
deduction from equity, net of any tax effects The
Board’s policy 15 to mantan a strong capital base so
as to maintain investor, creditor and market
confidence and to sustan future development of the

Directors’ interests
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business The Board of directors monitors the
demographic spread of shareholders

The Board encourages employees to hoid shares in
the Company This has been camed out through the
Company's vanous executive share option plans Full
details of these schemes are given In note 22

2011 2010

£'000 £'000

Nigel Keen 5,759,660 5,633,804
Dr Edwin Snape 1,116,338 4,392,724
Sir Duncan Nichol 647,416 602,107
Ewan Phillips 1,309,773 1,158,773
Julian Cazalet 3,527,882 3,455,388
Paul Mitchell 148,704 130,501
12,509,773 15,374,297

8.80% 11 64%

Amounts in itakics relate to percentage of 1ssued share capital at 31 December 2011 and 31 December 2010

Dr Edwin Snape 1s a pnncipal of Nexus Medical Partrers i, L P On 19 Apnl 2011, the Company was informed
that Nexus Medical Partners had disposed of its entire holding of 3,367,004 ordinary shares in the Company In
addition, Nexus loaned approxmately $518,518 to the Company’s US subsidiary in 2008 by way of an
unsecured loan note repayable after five years Interest on the loan note s to be charged at 4% per annum with

all interest roling up for settlement on redemption

Directors’ remuneration

Details of the share options of those duectors who served dunng the year are as follows

At Granted At
1 January during Exercised Expirodd1 December  Exarcise Exercise  Exercise
2011 211 2011 2011 price pariod pariod
No No No No £ from to
Ewan Phillips

2000 Executive Share 100 000 - - (100000) Q 025 O7 Nov-04 05 Nov 11
Ooton Scheme 60 000 - - - 60,000 0256 27 Nov-05 26 Nov-12
120 000 - - - 120,000 015 280ct-06 27 Oct 13
400 000 - - - 400 000 024 12-0ct-07 11 Oct-14
400 000 - - - 400 000 02075 28-Mar-09 27-Mar 16
400 000 - - - 400 000 0295 29-Jun-1C  28-Jun17
500 000 - - - 500,000 0185 30-Jun-11  29-Jun 18
500,000 - - - 500 000 01275 12Jun-12 12 Jun 18

2011 Executive Share
Coton Scheme - 1000000 - - 1000,000 01725 2B8-Sep-14 27 Sep 21
EMI Scheme 583 333 - - - 583 333 001 24 Mar-04 27 Oct 13
166,739 - {104 B56) - 52,083 001 15Mar-05 110ct 14
259 225 - (45,344) - 213881 001 15 Mar-07 19 May 16
235 962 - - - 235,962 001 27 Mar-08  28-Jun 17
3423857 - - - 342,857 00 O7-Apr-08  26-Jun 18
510 638 - - - 510638 01 12Juwn-08 12-Jun 19
43 478 - - - 43478 001 30-Dec-089 30-Dec-19
31250 - - - 31,250 001 24-Mar-10 24-Mar 20
34,884 - - - 34 884 001 25-Jun-1C  25-Jun 20
680 104 - - - 690 104 001 183-0ct-10 13 0ct 20
20270 - - - 20270 001 23-Dec-10 23-Dec 20
- 13636 - - 13,636 001  19-Apr-11  1B-Apr 21
- 507692 - - 507 692 Q01 28-Sep-11 27 Sep 21

5388740 1521328 (150,000 (700000) 6660063
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At Granted At
1 January during Exercised Expirod31 Docember Exercise Exarcise Exercise
2011 2011 2011 2011 2011 price period poriod
No. No No No No £ from to
Pau Mitchell

2000 Executive Share 12,000 - - - 12,000 025 27-Now 05  26-Nov-12
Opticn Scheme 28000 - - - 28 000 015 28-Oct-06 27-Oct-13
100 003 - - - 100 000 024 120ct07 11-Oct-14
100,000 - - - 100 000 02075 28-Mar-09 27 Mar-16
125,000 - - - 125,000 0295 29-Jun-10  28-Jun-17
125 000 - - - 125,000 0185 80-Jun-11  29-Jun-1B
125 000 - - - 125 000 01275 12-Jun-12  12-Jun-19

2011 Bxecutive Share
Option Scheme - 300,000 - - 300,000 01725 28 Sep-14 27 Sep-21
EMI Schema® 55 556 - {55 556) - - 001 13-0ct-10 13 Oct-20
- 133,231 (133,23y) - - 001 28 5ep-11 27 Sepn

670556 433231  {168787) 915000

Al shares and options st 31 December 2011 and 31 December 2010 related to ordinary 1p shares
Eniterprisa Management Incentrve Scheme

Directors’ remuneration

Tha remuneration pald to the directors was

Satary
Salary 201t fees and 2010
and fees Bonus Benefits Pension Total benefits Bonus  Pension Total
£ £ £ [ 4 4 £ £ £ £
Jutian Cazalet 24 000 - - - 24,000 24,000 - - 24 000
Niga! Keen 33333 - - - 33333 33333 - - 33 333
Paul Mitchall 86520 - 7.500 3,461 97 481 91317 15 000 3287 108,508
Duncan Nichal 24 000 - - - 24,000 24000 - - 24,000
Ewan Phillips 185 000 - 7500 7400 199800 192500 - 7400 199900
£d Snape 24 000 - - - 24000 24 000 - - 24,000
376,853 - 5000 10,861 402714 389,150 15,000 10681 41483

Throughout the year ended 31 Decernber 2011 alf amounts in raspect of fees payable regarding Migel Keen s senacas as
director werm made to Impenalise Limited, a company of which Mr Keen is the sole director and the majonty sharshoider

Directors’ bonus

Discretionary bonuses have been awarded retrospectively to executive directors, in respect of work camed out
In the year ended 31 December 2010, through an Enterpnse Management Incentive Scheme which allowed the
directors concerned to sacrfice an element of thewr entitlement to cash bonuses in return for share options
exercisable at the nominal value of 1p per ordinary share

Exercise price
Period covered Number of options £
Ewan Phillips January 2010 to January 2011 451 538 oo
Paul Mitchell January 2010 to January 2011 133.231 Q01

In addibon to the amounts charged above Ewan Phillips has elected to sacidfice fus antitierment to a cash Increase n satary n
return for share oplons exercisable at 1p per shares as foliows

Exercise price
Period covered Number of options £
Ewan Phillps January 2011 to September 2011 58 790 o001

These have been charged to the Consolidated Statement of Comprehensive Income 1n accordance with IFRS “Share based
payments”
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Detatls of the serace contracts of the executive directors at 31 December 2011 are set out in the table below

Ewan Phillips
Commencement data

11 September 2001

Notice penod

S months

Agaregats remuneration

£200,000 satary, car allowance, ¢iscretionary bonus,
pensien contnbution of 4% of salary

Compensation on arty termination

None

Non-competition Standard restrictions on soliciting customers or
suppliers or working for competing busingsses
for 12 months

Paul Mitchell

Commencement date 3 September 2009

Notice penod S months

Aggregate remuneration

£86,520 salary, car allowance, discretionary benus,
pension contnbution of 4% of salary

Compensaton on earty termination

None

Non-compatition

Standard resinictions on soliciting customers or
supplers or working for competing businesses
for 12 months

Ewan Philips has elected to sacnfice £15,000 {2010 £15,000) of the aggregate remuneration reported above
in leu of share options  Paul Mitchell aiso elected for ©8,112 (2009 £8,112) of the aggregate remuneration
reported above, to be settled through equity 1ssue dunng the year

Directors' indemmties

As permitted by the Companies Act 2006, the
Company has indemnified tha directors in respect of
proceedings brought by third parties and indemnity
Insurance was In place throughout the year

Major interests in shares

The foliowing are beneficial interests of 3% or more,
of which the directors have been notrfied in
accordance with Chapter 5 of the Drsglosure and
Transparency Rules, of the Company's ordinary share
capital, the only class of voting capital, at 7 March
2012

Percentage

Number of  of issued

ordmnary share

shares capitt

BlackRock, Inc 9,135,789 6 43%
Cazenove Capita!

Management Limited 6,879,749 4 84%
Henderson Global

Investors 6,983,238 491%
Herald fnvestment

Management Limited 9,314,190 6 55%

MNigel Keen 5,759,660 4 05%

Charitable and pclitical donations

No donations were made by the Company or Group
dunng the year for politcal or chartable purposes
{2010 ENI

Creditor payment policy

The Group seeks o abide by the payment terms
agreed with suppliers whenever it 15 satisfied that the
suppher has provided the goods and services
accerdance with the agreed terms and conditions
The average time taken to pay purchase invoices by
the Company dunng the year cannot be calculated as
invoices receved relating to the Company's actmities
were settled on is behalf by subsidianes The
average time taken by fellow subsidianes to satsfy
habilittes was 60 days {2010 60 days)

Going concern

The Group meets its day-to-day working capital
requirements through a combination of operatonal
cash flows, an invoice discounting faciity and the
raising of addtional finance if required The directors
have exanned detaled budgets and forecasts for
the next fitteen months from tha date of approval of
these financial statements This review mdicates that
the Group 1s expected to continue trading at current
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levels as a going concern on the basis of ncreasing
net cash inflows from sales over expenditure of the
Group

Further details of Group’s cash flows are given in the
Charman’s Statement on pages 2 to 3, the Operating
Review on pages 4 to 7, the Financial Review on
pages 8 to 12 and the Directors’ report on page 19
and the Basis of preparation note on page 34

The Board has a reasonabia expectation that the
Group will have adequate resources to continue in
operational existence for the ioreseeable future and
accordingly continues to adopt the gong concern
basis in prepanng the financial statements as dstaled
in note 1

Directors’ responsibilities

The directors are responsible for prepanng the Annual
Report and the Group and parent Company financial
statements in accordance with apphcable laws and
regulations

Company law requires the directors to prepare
financial statements for each financral year Under
that law the directors have elected to preparg the
Group financial staterments in accordance with
International Financial Reporting Standards (IFRS) as
adepted by the European Union and the parent
Company financial statements n accordance with
United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice)
Under Company law the dectors must not approve
the financial staternents unless they are satisfied they
give a true and far view of the state of affairs of the
Company and the Group and the profit or loss for
that penod

In prepanng those financial statements the directors
are required to

e Select suitable accounting policies and then apply
themn consstently

& Make judgements and estmates that are
reasonable and prudent

¢ State that the Group financial statements comply
with IFRSs as adepted by the European Union,

and with regard to the parent Company financial
statements that apphcable UK Accounting
Standards have been followed, subject to any
matenal departures disclosed and explained n
the financial statements

& Prepare the Group and parent Company financia
statements on the going concern basis uniess it 1s
inappropnate to presume that the Group and
parent Company will conttnue as a going concern
in business, n which case there should be
supporting assumptions or qualifications as
necessary

The directors are responsibie for keeping adequate
accounting records that are sufficient to show and
explain the Company and Group's transactions and
disclose with reasonable accuracy at any tme the
financial position of the Company and Group and
enable them to ensure that the financial statements
comply with the Companies Act 2006 They are also
responsible for safeguarding the assets of the
Company and Group and hence for taking
reasonable steps for the prevention and detection of
fraud and other irregulanties

The directors confirm that they have complied with
the above requirements in prepanng the financial
statements

Each of the directors, whose names and functions
are listed on page 13 confirm that, to the best of
each person’s knowledge and belief

8 The financial statements, prepared in accordance
with IFRSs as adopted by the EU give a true and
fair vew of the assets, labilites, financial position
and loss of the Company and the Group, and

& The directors’ report contained in the annual
report includes a fair review of the developrnent
and performance of the business and the posrion
ot the Company and the Group, together with a
descnpbion of the principal nsks and uncertainties
that they face

The directors are responsible for the mantenance
and integnty of the Company and Group website,
www deltexmedical com Legislation in the United




Kingdom governing the preparaticn and
dissemination of financial statements rmay differ from
legistation in other unsdictions

Disclosure of information to auditors
In the case of each director in office at the date the
Directors® Report 5 approved, that

(a) so far as the director 15 aware, there 15 no
relevant audit information of which the
Company's auditors are unaware, and

b

he has taken all the steps that he ought to
have taken as a director in order to make
imself aware of any relevant audit
mforrmaton and to establish that the
Company's auditors ara aware of that
information

Independent auditors

The auditors, PncewaterhouseCoopers LLP have
indicated therr wilingness to continue in office and a
resolution concerning thewr reappointment will be
proposed at the Annual General Meeting

Annual General Meeting

The notice convening the Annual General Meeting,
which will take place on 2 May 2012 at 11 O0am at
Laytons, 2 More London Riverside, London SE1 2AP,
accompantes this report

By order of the Board

Paul Mitchell
Company Secretary

7 March 2012

%ZM
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Independent Auditors’ Report

to the members of Deltex Medical Group plc

We have audited the Group financial statements of
Dettex Medical Group pic for the year ended

31 December 2011 which compnse the Consohdated
Statement of Comprehensive Incoma, the
Consolidated Balance Sheet, the Consolidated
Statement of Changes in Equity, the Consolidated
Statement of Cash Flows and the related notes The
financial reporting framework that has been applied n
therr preparation 1s applicable law and international
Financial Reporting Standards (IFRSs) as adopted by
the European Union

Respective responsibilities of directors
and auditors

As explained more fully n the Directors’
Responsibilities statement set out on pages 20 and
21, the drrectors are responsible for the preparation
of the financial statements and for being satisfied that
they gwe a true and fair view Qur responsibility 15 to
audit and express an opinien on the financial
statements in accordance with applicable law and
International Standards on Auditing (UK and Ireland)
Those standards require us to comply with the
Audrting Practices Board's Ethical Standards for
Audrtors

This report, Including the opinions, has been
prepared for and only for the Company's members
as a body in accordance with Chapter 3 of Part 16 of
the Companies Act 2006 and for no other purpose
We do net, 1n gving these opinions, accept or
assume responsibility for any cther purpose or to any
other person to whom thes report 1S shown or into
whaose hands ¢ may come save where expressly
agreed by our pnor consent in wnting

Scope of the audit of the financial
statements

An audit involves obtaning evidence about the
amounts and disclosures in the financial statements
suificient to gve reasonable assurance that the
financial statements are free from matenal
misstatement, whether caused by fraud or error This
includes an assessment of whether the accounting
policies are appropnate to the Group's circumstances
and have been consistently appled and adequately
disclosed, the reasonableness of significant
accounting estimates made by the directors, and the
overall presentation of the financiad statements

Opimion on financial statements
In eur optnion the Group financial statements

e gve atrue and far view of the state of the
Group's affars as at 31 December 2011 and of its
loss and cash flows for the year then encled,

& have been properly prepared in accordance with
IFRSs as adopted by the Europsan Union, and

e have been prepared in accerdance with the
requirements of the Companies Act 2006

Opimon on other matter prescnbed by the
Companies Act 2008

In cur opinion the information gven in the Chaiman's
Statement, the Operating Review, the Financial
Review and Directors’ Report for the financial year for
which the Group financial staterments are prepared 1s
consistent with the Group financial statements

Matters on which we are required to report
by exception

We have nothung to report in respect of the following
matters whera the Companies Act 2006 requires us
to report to you if, In our opinion

& certan disclosures of directors” remuneraticn
specified by law are not made, or

o we have not receved all the information and
explanations we require for our audit  Cther
matter We have reported separately ¢n the
parent Company financial statements of Deltex
Medical Group plc for the year ended
31 December 2011

Wz San S

Miles Saunders {Semor Statutory Auditor)

for and on behaif of

PncewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
Reading

7 March 2012
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Consolidated Statement of Comprehensive Income

for the year ended 31 December 2011

Dettex Madical Group pic

2011 2010
Note £'000 £000
Revenue 2 6,303 6,279
Cost of sales 4 {1,765) (1,637
Gross profit 4,538 4,642
Administrative expenses 4 {2,012) (2,346)
Sales and distnbution costs 4 {3,532) 3,367)
Research and development costs 4 (396) (282)
{5,940} (5.,995)
Cperating loss 3,4 {1,402) (1,353)
Analysed as
Operating loss before exceptional iterms {1,402) {1,374)
Exceptional items 5 - 21
Operating loss {1,402) {1,353}
Finance income 7 1 1
Finance costs 7 (123) (161)
Loss before taxation (1,524) (1,513)
Tax credit on loss 8 103 45
Loss for the year 23 {1,421) {1.468)
Other comprehensive income
Exchange differences taken to reserves 23 (14) 6
Other comprehensive income for the year, net of tax (14) 8)
Total comprehensive loss for the year {1,435) {1.474)
Loss per share — basic and diluted {1 Op) (11
The notes on pages 27 to 57 form an integral part of thesa consolidated financial statements
Alternative performance measures {nota 1}
2011 2010
£000 £ 000
Adjusted operating loss
Operating loss including non-cash items {1,402) (1,353)
Sharg-based payments 522
Equity settled costs 182 116
Net non-cash clinical tnal {credits)/charges (387) 70
Deprecation and amortisation 191 154
Net ncrease in provisions, inciuding recevables 305 136
Sundry non-cash charges/{credits) 1] &5
Adjusted operating loss before non-cash items (732) (300)

These supplementary disclosures do not form part of the Consolidated Statement of Comprehensive Income
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Consolidated Balance Sheet

at 31 December 2011

2011 2010

Note £'000 £'000
Assets
Non-current assets
Property, plant and equiprnent 10 309 239
Intangible assets 1 724 437
Trade and other recesvables 14 8 328
Total non-current assets 1,041 1,004
Current assoets
Inventories 13 912 573
Trade and other recevables 14 2,818 1,996
Current income tax recoverable 102 95
Cash and cash equivalants 15 752 699
Total current assets 4,584 3,363
Total assets 5,625 4,367
Liabilities
Current liabilitles
Borowings 16 (743) (689)
Trade and other payables 18 (1,500} (1226)
Total current labilities (2,243) (1,915)
Non-current liabilities
Borrowings 16 {1,389) {1 335)
Provistons for other llabilities 19 (167} {108)
Total non-current liabilities (1.526) (1,443)
Total liabilities (3,769) (3,358)
Net assots 1,856 1,009
Equity
Share capital 21,23 1,421 1320
Shara prarmium 23 21,901 20,116
Capital redemption reserve 23 17,4768 17,478
Other reserves 23 3,288 2,890
Translation reserva 23 9) 5
Retaned deficit 23 (42,219) (40,798)
Total equity 1,858 1,009

The notes on pages 27 to 57 form an integral part of these consohdated financial statements

The financial statements on pages 23 to 57 were approved by the Board of Duectors on 7 March 2012 and werg Signed on its behalf

by

N J Keen
Chagmnan
Deltex Medical Group plc (3902895)

P J Mitchell
Finance Dwector
Deltex Medical Group plc {3902895)
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Consolidated Statement of Changes in Equity
for the year ended 31 December 2011
Capltal
Share Share redemption Other Translation Retained Total
capital  premium reserve reserves reserve deficit aquity

£000 £000 £'000 £000 £'000 £'000 £:000
Balance at 1 January 2010 1269 19,974 17 476 2,389 1" {39 330) 1,799
Comprehensive income
Loss for the year - - - - - {1,468) (1.468)
Other comprehensive income
Exchange movements
takan to reserves - - - - © - (&)
Total comprehensive Income
for the year - - - - {6) {1 468) (1474)
Shares Issuad dunng the year 51 - - - - - 51
Premuum on shares 1ssued
during the year - 142 - - - - 142
155U eXPENses - - - - - - -
Cradit In respect of service costs
settied by award of opticns - - - 497 - - 491
Balance at 31 December 2010 1,320 20,1186 17,476 2,890 5 (40,798) 1,009
Comprehensive income
Loss for the year - - - - - (1,427} (1,427}
Other comprehensive income
Exchange movements
takan to reservas - - - - (14} - {14}
Total comprehensive incoma
for the year - - - - (14) (1,421) (1.435)
Shares 1ssued during the year 101 - - - - 101
Prermium on shares
Issued dunng the year - 1,838 - - - - 1,838
Issua expenses - (53) - - - - (53}
Credit in respect of ssmice costs
settled by award of options - - - 396 - - 396
Balance at 31 Decomber 2011 1,4 21,901 17,476 3,286 (9) (42,219) 1,856

The notes on pages 27 to 57 form an integral part of these consolidated financal statements
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Consohdated Statement of Cash Flows

for the year ended 31 December 20111

2011 2010

Note £'000 £ 000
Cash flows from operating activities
Net cash used in operations 24 (1,337 791
Interest pad (112 €7
Income taxes received a7 98
Net cash used ih operating activities {1,352) {790)
Analysed as
Net cash used in operating actmties before exceptional items {1,352) 679)
Exceptional tems - (11
Net cash used In operating activities {1,352) {790}
Cash flows from investing activities
Purchase of property plant & equipment 10 (194) (143}
Capitaitsed development expenditure 1 (348) (213)
Interest received 7 1 1
Net cash used in invasting activities (539) (355)
Cash flows from financing activitites
Issus of ordinary share capital 23 1,939 193
Expenses In connecton wath share 1ssue (53) -
Proceeds fromincrease i borrowings 70 187
Effect of exchange rate fluctuations on borrowings L] 8
Expenses in connection with new borrowing - (16)
Repayment of cbligations under finance leasas )
Net cash generated from financing activities 1,848 366
Net increase/(decrease) in cash and cash equivalents 57 780
Cash and cash equivalents at beginning of the year 699 1,480
Exchange losses on cash and cash equivalents ) 1)
Cash and cash equivalents at end of the year 752 699

The notes on pages 27 to 57 form an integral part of these consolidated financial staterents
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Notes to the Financial Statements

Principal accounting policies

The pnncipal accounting policies adopted in the preparation of thasa consolidated financial staterments are set out below
Thesa polices have been consistently applied to all the years presented, unless otharwise stated

General Information

Thesa financial statements are the consolidated financial statements of Daltex Medical Group plc, a public limited
company registered and domciled in the Urited Kingdom and its subsidianes ('the Group } Deltex Medical Group pic i1s
listed on the Alternate Investment Market The address of the registared office is Deltex Medlcal Group pic, Terminus
Road Chichester PO19 8TX, registered number 3902895

Basis of reporting

The consolkiated financiat staternents have bean prepared in accordance with International Financial Reporting Standards
{IFRS) as adopted by the European Union {(EU) with interpretations issued by the International Financ:al Reperting
Interpretations Committes (IFRIC} and with those parts of the Companies Act 2006 applicable to companies reporting
under IFRS The consolidated financial statements have been prepared under the historical cost convention, and on a
going concem basis as discussed in more detail under the 'Basis of Preparation’ section of this note

The followang standards, amendments to standards and interpretations whuch have been endorsed by the EU have been
adopted with effact from 1 January 2011 or as stated below No changes to previously published accounting policies or
other adjustrments were required on their adoption

L] Rewvised 1AS 24 Related Party Disclosures
[ ] Amendment to IFRIC 14, Prepayments of a Minimum Funding Ragquirement

L] IFRIC 19, Extinguishing Financial Liabilities with Equity instrurnents

) Amendment to IFRS 1, Lmited Exarmption from Comparative IFRS 7 Disciosure for First-ime Adoptars
. Amendment to IAS 32, Financial instruments classification of nghts 1ssues

. Annual Improvements to IFRSs 2010

Accounting standards not yet effective

Certan new standards and amendments to existing standards have been published that are mandatory for future
accounting penods, subject to EU endorsement Thosa which the Group has not adopted early and eflective date (penods
begmnning) are as follows

[} Amendments to IFRS 7, Financiat Instruments Disclosures on Derecognition — 1 July 2011

. Amendment to IFRS 1, First time adoption on fixad dates and hypennflation - 1 July 2011

. Amendment to 1AS 12, Income taxes on deferred tax - 1 January 2012

L] Amendment to IAS 1, Financial statement presentation regarding other comprehensive Income - 1 July 2012

IAS 19 {revised 2011}, Employee benefits, eiimnating the cormdor appreach — 1 January 2013

IFRS 9, Financial nstruments - 1 January 2015

IFRS 10 Consolidated financial staterments - 1 January 2013

IFRS 11, Joint arangements ~ 1 January 2013

IFRS 12, Drsclosures of interests i cther entiies — 1 January 2013
IFRS 13 Far value measurement ~ 1 January 2013

IAS 27 (revised 2011), Separate financial statements — 1 January 2033

IAS 28 (revised 2011) Associates and joint ventures - 1 January 2013

MNone of these ara expected to have a matenal impact on the Group
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Notes to the Financial Statements continued

1 Principal accounting pelicies continued

Basis of consolidation

The Consolhdated Financial Statements include the financial statements of the parent Company and all of its subsiciaries
All intra-group transactions, balances, iIncome and expenses are sliminated on consolidation Subsidianes are fully
consclidated from the date on which control Is transferred to the Group They are de-consolidated from the date that
control ceases

Ravenus recognition

Revenue 1s measured at the far value of tha considerabon recenvable and represents amounts receivable for goods and
services provided In the normal course of businass, net of discounts VAT and other sales related taxes and exclude
Intercompany sales

Mortor and probe revenue

Revenue on monitors and probes 1s recognised at the point when substantially all of the nsks and rewards of
ownership are transferred to the customer normally this Is on dispatch

Chinical tnal data

Whera goods are exchanged for trial data the exchange Is treated as revenue under a barter transaction The
revenue IS measured at fair value of the trial data or at the fair value of the goods supplied, where the far value of
the tnal data cannot be reliably measured The corrasponding assat I1s recorded as a prepayment (see clinical trials
accountng policy)

Operating leases
When assets are isased out under an operating lease, the asset 1s Included in the balance shest based ¢n the
nature of the asset Leass income IS racognised over the term of the lease on a straight-line basis

Managed care service contracts

Whera contracts exist which prowvide for a specified number of probes over a penod of ume for a total contract fes,
revenue is recogrised on a a ‘per probe basis Vanations between this percentage of completion accounting and
the monihly contract fee charged i1s recognised as deferred or accrued income on the balance shest

Other service contracts

In respect of service contracts and other agreements for oNGOING SUPPOR, revanug 1S recognised in equal monthly
Instalments over the penod of the coniract to mateh the benefits to the customer

Operating segments

An operating segment 15 a componant of an entity that engages in business actmlies for which discrete financial
informatien is available

For reporting purposes, the resulls of the Group are allocated between four operating segments which equate to specific
geographical areas and are as described in note 2 The Group accounting policies are applied consistently across the four
segments Head office and other costs, which cannot be faity aflocated are shown separately

The Group has a single group of refated products and services beng the supply of monitors and probes and refated
services Segment information Is provided on the basis of geographic areas where we have direct operatiens and
distnbutor markets which is the basis on which the Group Chief Cperating Decrsion Maker manages its worldwide

actvities The Chief Operating Decision Maker 1s the executive Board Revenus Is attnbuted to the UK, USA and Span as
being the country where the sales s made through our direct oparations All other revenue which is derived from sales to

distnbutors 1S classified as Internatonal

Whilst Span dees not meet the quanutative critena for disclosure as a separate segment, it 1S expected to become a

significant contnbutor to the Group's performanca n future years as the Group expands its opporiunities In this country
Consequently the Group has chosen to include Spain as a reportable segment as 11 1s felt that such nformation would be

useful to the users of the financial statements
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Notes to the Financial Statements continued

Principal accounting policles continued

Operating segments continued

Segment operating result 1s the measure of segment profit/(loss) and compnses gross profit, seling and general
administrative expenses Research and non-capitalised development costs, other net operating income/expense), as well
as other net financial Income/{expense) are not allocated in calculating the segment/operating result

Exceptional items

Exceptional items relate to matenal non-recumng items of incormne and expense ansing from crcumstances such as
disposals of property, plant and equipment, discontinued operations, disposals of investrnents, onerous contracts and
Iitigation settlements The separata reporting of exceptional items helps prowide a better understanding of the Group's
undertying performance during the penod

Foreign currency translation

The functicnal and presentational currency for the parent Company is UK pounds sterling Group comparues use their
local currency as their functional currency Transactrons denominated in currencies other than the funchional currency ars
recorded at the rates of exchange prevathing on the dates of the transactions At each balance sheet date, monetary
assets and liabilites that are denominated in foreign currencies are retranslated at the rates prevailng on the balance sheet
date, with any gaing or losses being included in the net profit or loss of the period Exchange differences ansing on non-
monetary assets and habiities are recognised directly in equity

On consolidation, the assets and labiities of the Croup's overseas operations are translated at exchange rates prevailing
on tha balance sheet date Income and expense Items are translated at the average exchange rates for the penod
Exchange differences ansing 1f any are dealt with through the Group's reserves, until such a tme as the subsidiary 1s scid
whereupon the cumulative exchange differences relating to the net investment in that foreign subsiciary are recogrised as
part of the profit or loss on disposal in the Consolidated Statement of Comprehensive Income However, cumulative
exchangs differences ansing prior to 1 January 2006 remain in equity as permitted by FRS 1

Goodwill and farr value adjustments ansing on the acquisition of a foreign entity are treated as assets and liabilites of the ‘
foreign entity and transtated at the closing rate The Group has elected to treat goodwill and far value agjustments ansing ‘
on acquisitons before the date of transition to IFRS as stering denominated assets and liabiities

Compound financial instruments

Compound financial instruments 1ssued by the Group compnse convertible notes that can be converted to share capital at
the option of the holder or subyect to certain conditions at the option of the Group and the number of shares to be 1ssued
does not vary with changes in therr fair value

The liability component of a compoung financial instrument 1S recogrised sutially at the far value of a similar liability that
does not have an equity conversion optton  The equity companent 1s recogrised inibally as the difference between the far
value of the compound financial Instrument as a whole and the fair value of the liability component Any directly attnbutable
transaction costs ara allocated to the kabidity and equity components n proportion to ther iniial carmying amounts

Subsequent o wabal recognition the hability component of a compound financial nstrument is measured at amortised cost
using the effective Interest method The equity component of a compound financeal nstrument ts not re measwred
subsequent to mibal recognition except on conversion or expiry

Borrowings are classified as current labilities unless the Group has an unconditional right to defer settlement of the liability
for at Isast 12 months after the end of the reporting penod
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Notes to the Financial Statements continued

1 Principal accounting policies contnued
Trade receivables

Trade recewables are recogrusaed wibally at far value and subsequentty measured at amortised cost using the effective
Interest method less provision for impairment A provision for imparment of trade recevables 1s established when thera s
objective evidence that the Group will not be able to collect all amounts due according to the onginal terms of the
receivables Significant financial difficuities of the debtor probabiity that the debtor will enter bankruptey or financial
reorganisation, and default or delinquency In payments {more than 60 days averdue) are considered indicators that the
trade recevable may be impared The amount of the provision 18 the difference between the asset’s carrying amount and
the present value of estimated future cash flows, discountad at the original effective interest rate The carrying amount of
the asset 1s reduced through the use of an allowance account, and the amount of the loss 1S recognised mn the
Consolidated Staternent of Comprehensive Income within 'sales and distnbution’ costs When a trade receivable 1s
uncollectable, it 1s wntten off against the allowance account for trade recevables Subsequent recovenes of amounts
previously written off are credited aganst ‘sales and distnbution costs' in the Consolidated Statement of Comprehensive
Income

Provisions

Provisions are recognised when the Group has a present tegal or constructive obligation in respect of a past event and it 1s
probable that settiement will be required of an amount that can be reliably estmated Provisions are measured at the
present value of the axpenditures expected to be required to settle the obligation using a pre-tax rate that reflects cumrent
market assessments of the ime value of money and the risks specific to the obhgaten The increase in the prowsion due
to passage of time 15 recognised as interest expense

A prowsion for national nsurance that may become payable on share option gans 1s calculated based on the closing
share pnce

Property, plant and equipment
Property, plant and equipment are stated at cost, net of depreciation and any provision for impairmment The cost of
purchased assats Includes the cnginal purchase pnce together wath any incidental expenses of acquisition

Depreciation s calculated so as to wnte down property plant and equipment to therr estimated realisable values, by equal
annual instalments over ther expected useful economic ives at the following rates

Leasehold property and improvements five years or to the end of the lease penod if less
Plant and machinery three to five years

Machines loaned to customers five years

Fixtures, fithings and equipment threg 10 five years

Estimated residual values and useful ives are reviewed annually and adjusted whera necessary

Machines loaned to customers

In order to support key accounts and increased probe usage, CardioQ-ODM monitors may be placed on long-term loan
with customers Wharse these monitors are expected to be placed for a penod longer than 12 months, the monitors are
transtermed at book value to property plant and equipment and amortised over five years Where monitors are placed on a
short-term loan of tess than 12 months and it 15 expacted that the monitors will be sold thereafter, the monitors are
ncluded wathin inventones and a provision for refurtashment cost is charged to the Consclidated Statement of
Comprehensive Income

Intangible fixed assets
Research and development expenditure - internally generated

Costs for self-inbated research and development actmbes are assessed as to whether they qualify for recogmtion as
nternally generated intangible assets Apart from complying with the general recogrition requirements and iniial
measurement of an intangible asset, qualification cntena are met only when technical as well as commercial feasibility can
be demonstrated and cost can be measured reliably It must also be probable that the intangible asset will generats future
economic benefits and that it 1s clearty identifiable and allocatable to a specific product
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Notes to the Financial Statements continued

Principal accounting policies continusd

Research and development expenditure - Internally generated continued

Further to mesting these cntena, only such costs that relate sclely to the development phase of a self-nitiated project are
capitalised Any costs that are classified as pan of the research phase of a self-initiated project are expensed as incurred I
the research phase cannot be clearly distinguished from the development phase, the respactive project related costs are
treatad as If they wers incurred In the research phase only

Amortisation s cajculated so as to wnte down the value of the intangible assets by equal annual instalments over their
expectad useful econormc lives at the following rates

Monitors five years
Probes fiva years

The costs in respect of trialing for cimical, econemic and other purposes Is not considered to be research and
development expenditure The accounting policy for this 1s detalled below

Loans and receivables

Loans and recenvablas are non-dlervative financial assets with fixed or determinable payments that are not quoted in an
active market They are ncluded n current assets except for matunties greater than 12 menths after the balance sheet
date Such assets are camed at amortised cost using the effective interast method Gans and losses are recognised in the
statement of comprehensive INcome when the loans and recevables are derecognised or mpaired as well as through the
amortsation process

Loans and borrowings

Al loans and borrowings are Inibially recognised at the farr value of the consideration received less directly attnbutable
transaction costs After initial recognition, interest-beanng loans and borrowings are subsequently measured at amortised
cost using the effective interest method Gains and losses are recognised in net profit or loss when the ltabilities are
deracogmised as well as through the amortisation process Borrowing costs are recogrused as an expense when incurmed

Impairment of property, ptant and equipment and intangible assets excluding goodwill

At sach Balance Sheet date the Group reviews the camying amounts of its property, plant and equipment and intangile
assats to determine whether thers 1S any indication that those assets have suffered an rmpairment loss f any such
indication exists, the recoverable amount of the asset ts estimated to deterrmine the extent of any iImparment loss The
recoverable amount s the fugher of the asset's value in use and its far valus l8ss costs to sall Value in yse 1S caiculated
using cash flow projections for the asset (or group of assets where cash flows are not identfiable for specific assets)
discounted at the Group s cost of capital

If tha recoverable amount of an asset (or cash generating urit) is estimated to be less than its carrying amount, the
carrying amount of the asset {cash generating unit} is reduced to 1ts recoverable amount

Retirement benefit costs
Retrernent benefit costs are accounted for In accordance wath IAS 19 (amended}

The Group provides pension arangements to the majenty of ful-me UK employees through a mongy purchass {(defined
contnbution) scheme Contnbuttons and pension costs are based on pensionable salary and are charged as an expenss
as they fal due The Group has no further payment obligations once the contnbutions have been pad

The Group mantains a dafemed contrbution Salary Reducthon Simpidied Employee Pension Ptan ( SABSEP') for US
employees which alows eligible employees io have a percentage of ther before tax compensation contnbuted to an
Indradual Retrement Account Under the terms of SARSEP the Group may make discretionary contnbutions on behalf of
the empioyees that are charged to the Consolidated Statement of Comprehensive Income in the year in which they are
payable Thers are no post-rebrement obligations In respect of this scheme payable by the Group
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Notes to the Financial Statements continued

1 Princlpal accounting pollcies contnued

Investments
Investments are stated at cost less any provisions for impalrment

Inventories

Inventories are stated at the lower of cost and net realisabie value Cost s determined on a first in, first out basis Work in
progress and finished goods are iIncluded on a basis appropriate to the state of completion of the various indmdual items
aking account of production matenals and components together with an appropriate share of directly attnbutabie labour
and overheads Net realisable value represants the estimated selling pnce less all estmated costs of completion and costs
10 be incurred in marketing, sefling and distribution Prowvision 1s made for obsolste, slow-mowvng or defectve items where
appropriate

Finance and operating loases

Costs In raspect of operating leases are charged to the Consolidated Statement of Comprehensive Income on a straight-
Ine basis over the lease term Whers property, plant and equipment are financed by finance lease agreements, which
transfer to the Group substantally all the benafits and nsks of ownership, the assets are treated as f they had been
purchased outnght and are included in property, plant and equipment Such amounts are witien off over the penod of the
lease The capital element of the finance lsase commitment 1s shown as obligations under finance leases within
borrowings The finance lease payments are treated as consisting of capital and interest elements The capital elemant 1s
applied to reduce the outstanding obligations and the interest element s charged to the Consolidated Statement of
Comprehensve Incoma on a straight-ine basis over the lease term

Clinical and other trials

The cost of tnaling for clirical, acanomic and other purposes 1o support the Group’s sales and promotional activity, or the
¢ost of purchasing the rights to the use of the data ansing from such tnals, is written off as the tnal 1s dalivered At each
Balance Sheet date any asset rslating to prepad clinical and other tnals, or prepayments recognised from barter
transactons, are assessed for impaiment and where necessary an impaiment [oss is recognised as an expense in the
Consolidated Staternent of Comprehensive income

Curvent and deferred taxation

The tax expenss reprasents the sum of current tax and deferred tax Tax 1s recognised In the Consolidated Statement of
Comprahansive Income except to the extent that i relates tc items recognised In equity, In which ¢ase it 1S recognised in
equity

The current tax is based on taxable results for the year calculated using tax rates that have been enacted or substantially
enacted by the Batance Sheet date

Deferred tax 1s provided using the Batance Sheet date liability method on temporary differences betwesn the canying
amounts of assets and liabiities in the financial statements and the corresponding tax bases used in the computation of
taxable profit In principle defered tax liabilities are recogrised for all taxable temporary differences and deferred tax
assets are recogrised to the extent that it 1s probable that taxable profits will be avalable aganst which deductible
temporary differences ¢an be utiised Such assets and latilites are not recogrused if the tempcrary difference anses from
goodwll or from the wmtial recognition (other than in a business combination} of other assats or liabilities In a transaction
that affects naither the tax profit nor the accounting profit

Tha cammying ameunt of deferred tax assets is rewiewsd at each Balance Sheet data and reduced to the extent that it 1s not
probabla that sufficient taxable profits wall be avaidabie to allow all or part of ihe asset to ba recovered

Deferred tax 1s calctéated at the tax rates that are expected to apply ¢ the penod when the fiability 1s settled or the assat 5
realised Tax assets and flabiites are offsel when there 1s a legally enforceable nght 10 offset cument tax assets against
current labditres and whaen the deferred income taxes relate to the same fiscal authonty
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Principal accounting policies continued

Share-based payments

The Group awards directors, employees and certain of the Company's distnbutors and advisers equity-settied share-based
payrments, from time to time, on a discretionary basis In accordance with IFRS 2 *Share-based payments’, equity-settied
share-basad payments are measured at far value at the time of grant Fair value 1s measured by use of a Black-Scholes
model The fair value datenmened at the grant date of the equity-sattied share-based payments Is expensed on a straight-line
baws over the vesting period, based on the Group's estimate of the number of shares that will eventually vest The optons
are subect to vesting conditions of up to six years, and thelr far value 1S recogrused as an expense with a corrasponcding
increase in ‘other reserves’ equity over the vesting period The proceeds receved net of any directty attnbutable transaction
costs are credited to share capital (nominal value} and share premum when the options are exercised

The far value of the equity-settied shars-based payment is recharged by the Group company to the subsidiary operating
company at farr value The expense s, therefore, recognised in the subsidiary operating company, with the equity reserve
being recognised in the Group company

The grant by the company of options over Its equity instruments to the employees of subsidiary undertakings in the Group
Is treated as a capital contribution The far value of employee senaces receved, measured by reference to the grant data
far value is recognised over the vesting pericd as an ingraase to investment in subsidiary undertakings, with a
cofmesponding credit to equity

Cash and cash equivalents
Cash and cash equivalents includes c¢ash in hand and deposits held with banks with a matunity of less than three months

Share capital

Crdinary shares are classifiect as equity Incremental costs directly attributable to the 1ssue of new shares or options are
shown in equity as a deduction net of tax, from the proceeds

Trade payables

Trade payables are recognised initially at farr value and subsequently measured at amortised cost using the affactive
nterest mathod

Bommowings

Borrowings are recognised inially at far value, net of transacton costs incurred Borrowings are subseguently stated at
amortised cost, any difference between the proceeds (net of transaction costs) and the redemption value 1s recognised in
the Consolidated Statement of Comprahensive Income over the period of the borowing using the effective Interast method

Bomrowings are classified as curent liabilities unfess the Group has an unconditional right to defer settiement of the Habiity
tor at least 12 months after the balance sheet date

Significant judgements, assumptions and astimates

In the process of appiying the Group s accounting pelicies, the directors have made a number of jJudgements In addition,
tha preparation of financial statements in conformity wath generally acoepted accounting prnciples requirss the use of
estimatas and assumptions that affect the reported amounts of assats and liabihbies at the date of the financial statements
and the reported amounts of ravenues and expensas during the reparting perod Although thesa estimates are based on
tha dwectors’ best knowledge of the amount, event or actions, actual results uturmately may differ from thoses estimates
The key assumptions at the balance sheet date that have a sgruficant risk of causing a material adjustment to the carmng
amounts of assets and liabiliies within the next financial year are discussad below

L] Clinical trial data

The Group exchanges goods for tnal data and this exchange 1s treated as revenue under a barter transaction
These represent non-cash transactions Whera the far value of the tnal data carnot be reliably measured, the
clincal tnal cost 1s measured at the farr value of the goods being supplied The determination of this fair value
nvolves some judgement of what is an appropnate comparabte sales value The trming of completion of the tnals is
estimated at the start of the tnal, and the prepaid costs spit accordingly between non-current and current assets
However, unforaseen future events may adversely impact on the value and trming of the mals which would resutt i
potential impairments or changes in balance sheet classification of the assets
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1 Principal accounting policies continued

) Valuation of share-bagsed payments

In order to determing the value of share-based payments, management are required to make an estmation of the
effacts of non-transferability, exercise restrictions and behavioural considerations Falr value 1s measured by use of a
Black-Scholes moddl and the inputs are set out i note 22

. Trade receivables recoverability

Judgements have been made In respect of vanous ovarseas tamitones in which the Company operates in order to
assess the recoverabiity of receivables from these temtones

. Research and development

Costs for research and development activities are only capitalised as intangible assets if the qualification cnteria are
met These cntena are meét only when the techmical as well as commercial feasiility ¢an be damonstrated and cost
can be measured relably The amounts capitalised represents the Group's estimate of what costs have met this
critaria There ts a nsk that the intangible asset will not genarate the required future economic benefits and therefore
could result in potential Imparments

Alternative financlal measures

The Group uses a number of alternative (hon-Generally Accepted Accounting Practce (non-GAAF) financial measuras,
which arg not defined by IFRS The directors use these measures in order to assess the undertying operational
performance of the Group and as such these measures are Important and should be considered alongside the IFRS
measures The following non-GAAP measures are referred to in these Financial Statements

@ Adjusted operating i0ss bengath the Consoidated Statement of Comprehensive Income
This 18 defined as operating loss before non-cash charges to the Consoldated Staternent of Comprehensive
income A reconcihaton of the operatng 1oss 10 the adiusted operating loss is shown beneath the Consolidated
Statement of Comprehensive Income

)  Adiusted operating cash fliow before movermant i working capital
This 1s defined as the operating cash flow before movement in working capital which relates to cash transactions
only Therefore any non-cash working capital elements have been removed A reconciliation of the adjusted
operating cash flow before movemant in working capital to the operating cash flow bafora movement in working
capital rs shown beneath tha Notes to the Cash Flow Statement (note 24)

Basis of preparation

In common with many companies of Its size and which are at its stage of devetopment, the diractors manage carefully the
Group's Isruted resources to develop the opporturuties open te it without overstretching the funding capabilibes of the
business

The funds the Group has avalable 10 it are provided both by the results of its commergial activities and through the new
funding prowided to 1t by the capital markets and secured lending and the Group dnves its devetopment of the market in
keeping with this level of funding, having sufficient flexibity i 1ts cost structure to tatlor expenditure to accord wath income
lavels

As noted in the Cirsctors’ Report, in prepanng these financial staternents the drectors have reviawed detalled budgets and
cash flow forecasts for the next 15 months rom the date of approval of these financal staternants  This review indicates
that the Group Is expected to continue trading at cumrent levels as a going concern on the basis of increasing net cash
nfiows from sales over expenditure of the Group

The directors believe it 1s appropnate to prepare the financal statements on the going concam basis
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Operating sagments

For management purposes, the Group 18 currentty organised into four operating segments UK, USA, Spamn and
International These segments are the basis on which the Group reports its segment information

The pnncipal activities of each segment ars as follows

- the UK segment employs a direct sales tearn in the marketing, sales and support of the Group’s CardioG
monitor and associated probes wittin the UK termitory

- the USA segment employs a direct sales tearn in the marketing, sales and support of the Group’s CardicQ
monitor and asscciated probes within the USA territory,

- the Sparush segment employs a direct sales team in the marketing, sales and support of the Group s
CardioQ-ODM monitor and associated probes within the USA temitory,

- the intermational segment supports distributors in setected temtones to promote the marketing, sales and
support of the CardioQ-0ODM and 1ts associated probes wathin these territones

The reportable segment results for the year ended 31 December 2011 arg as foliows

UK USA Intemational Spain  Unallocated Total
£'000 £°000 £'000 £°000 £'000 £'000
Total segment revenue 3,910 710 1,795 85 - 6,480
Inter segment revenue (77 - - - - (177
Revenue from external customers 3,733 710 1,795 65 - 6,303
Segment operating result 1,143 (556) 309 {153) (2,145) (1,402}
Finance income 1
Finance costs (123
Loss before taxation {1 524)
Tax credit on loss 103
Loss for the financlal year {1421

Included within the segment cperating rasults are the {ollowing significant non-cash itemns

UK USA intemnational Spain Unallocated Total

£'000 £'000 £'000 £'000 £000 £'000

Depreciation and amorhisation 45 43 5 15 B3 191
Equity-settled transactions 143 (2) 46 1 198 386
Recervablas provision 1 - 246 - - 247
Amortisation of chinical tnal costs - - - - 13 13
Capitahisation of cinical tnal costs 340 - {(140) (20} - {500}

Total {151) 41 157 4) 394 437
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Operating segments continued

The reportable segment results for the year ended 31 December 2010 are as follows

UK USA International Spain Unallocated Total
£'000 £'000 £'000 £'000 £000 £'000
Total segment ravenue 3,562 864 1,937 188 - 6,551
Inter-segment revenus 272) - - - - 272)
Revenue from external custorners 3,290 864 1,937 188 - 6,279
Segment oparating result 996 (509) 568 48) (2,360) {1353
Finance income 1
Finance costs (161}
Loss hefore taxation (1513
Tax credit on loss 45
Loss for the financial year (1,468)
Included within the segment operating results are the following sigrificant non-cash items
UK USA Intemnational Spain Unallocated Total
£'000 £'000 £'000 £'000 £'000 £'000
Depreciation and amortisation 31 54 1 - 67 153
Equnty-settied transactions 138 31 47 - 306 522
Recevables provision - - 100 3 - 103
Amortisation of climical tnal costs - - - ~ 389 389
Capitalisation of clinical tnal costs {29 - {102) {118) - (319)
Total 70 85 48 (115 762 8ag

Unallocated costs include those costs that cannot be spiit between segments, incfuding expenditure on research and

development and ¢linical tnals

Inter-segment transfers or transactions are entered into under the nommal commercial terms and conditions that would

also be avalable to unrelated third parties

The reportable segment assets and habilitres at 31 December 2011 and capital expenditure are as follows

UK USA Intemational Spain Unallocated Total
£'000 £'000 £'000 £'000 £'000 £'000
Assets 1,667 257 1,092 215 2,394 5,625
Liabdities 262 265 83 20 3139 3,769
Assets Liabilities
£'000 £'000
Segment assets/liabilities 3,231 630
Unallocatad
Intangible assets 724 -
Praperty, plant and equipmant 57 -
Taxation recewvable 102 -
Prepayrmants and accrued income 802 -
Cther debtors 1 -
Cash and cash equivalents 708 -
Bomowings - 1,983
Trade and other payables - 866
Provisions - 290
5,625 3769
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Operating segments continued
The reportable segment assets and liabiities at 31 December 2010 and capita) expenditure are as follows
UK USA intemational Spaln Unallocated Total
£'000 £:000 £'000 £'000 £000 £'000
Assals 1,050 an 1,019 233 1,764 4,367
Liabilities 115 292 81 20 2,850 3,358
Assets Liabiltties
£'000 £000
Segment assetsMiabiities 2,603 508
Unallocated
Intangible assets 437 -
Property, plant and equipment 60 -
Taxation recaivable 95 -
Prepayrnents and accrued mcome 518 -
Other debtors 1 -
Cash and cash equvalents 653 -
Borowings - 1911
Trade and other payables - 848
Prowisions - 91
4,367 3,358

Segment assats consist pnmarily of nventories and trade and other receivables Unallocated assets comprise primarily of
intangtble assets, property, plant and equipment, prapayments and accruad Income, cash and cash eguivalents and

taxation recenvabls

Segment iiabihties primarity comprise deferred income and accrued employes costs Unatlocated liabilities comprise trade

and other payables, provisions and other borrowings

The following table provdes an anatysis of the Group's sales by revenue stream

2011 2011 2011 2011 2010 2010 2010 2010
Probes Monitors Other Total Probes  Monitors Other Total
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Direct markets
UK 2,870 678 185 3,733 261 500 179 3,280
USA 705 - 5 710 830 29 5 864
Span 43 2 - 85 131 57 - 188
Distnbutor markets
Rest of Europe 667 322 ] 995 597 326 10 933
Rest of the World 515 270 15 800 A26 571 7 1,004
4,800 1,292 211 6,303 4585 1,483 20 6,279

It 15 not practical to split the assets and liabditias between the diferent revenue steams
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3 Auditor remuneration
Seraces provided by the Group's auditors and network firms

Dunng the year tha Group (including its overseas subsicianes) obtained the following services from the Group's auditors at

costs as detaled below
2011 2010
£'000 £'000
Audit sevices
— Fees payable to Company auditors for the audit of the
parent Company and the consolidated financial statements 20 20
Other seraces
Fees payable to the Company's auditors and associates for other services
- The audit of the Company's subsidianes pursuant to legislation 58 58
- Qther services pursuant to legisiation 3 -
- Taxaton advice - 15
81 93
4 Expenses by nature
2011 2010
£'000 £'000
Changes in inventories of finished goods and work i progress 255 32
Raw matenals and consumables used 1,338 1,320
Employee benefit costs 3,737 3,53t
Other employee costs 615 554
Depreciation and amortisation charges 191 154
Net research and development expenditure (exciuding employee costs) 29 66
Net clirweal trial costs 17 447
Operating lease commitments — land and buldings ar 91
Foragn exchange loss/(gain) 54 (1
Charge in respect of service costs 2 17
Audit and accountancy "7 106
Meeting and other PR costs 223 227
Professional and consultancy fees 528 598
Loss on disposal of property, plant and equipment - 26
Other 212 464
7,705 7 632

5 Exceptional itams

Charges relating to exceptional items totalled Trul (2010 €(21,000)) in the year In the pror year these were with respect to
the settlement for the early termination of a contract
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Employees
The averagse monthly number of persons, including executive directors by function was as follows

2011 200
Number Nurnbwer

By activity
Sales and marketing 33 32
Production 14 15
Office and management 15 12
Research and development 4 2
86 &1
Empioyee benefit expense 2011 2010
£:000 £'000
Wages and salanes 3170 2913
Social security costs 273 236
Other pensicn costs — defined contribution plans 68 47
Share-based payments 258 324
Other post-employment benefits - 11
3,757 3,531
Directors' emoluments 2011 2010
£ £
Aggregate emoluments 358,520 370,817
Sums paid to third partes for directors’ seracas 33,333 33,333
Contributions to directors’ personal pension schemes 10,861 10,681

402,714 414,831

Bensfits are accruing to two (2010 two) directors under personal pension plans

Included in the above figure 15 an amount paid to the employing company, imperlalise Limited, of a Non-executive director
for the senwces of that director of £33,333 (2010 £33,333)

Highest pald director 201 2010

£ £
Aggregate emoluments 192,500 192,500
Contnbutions to directors’ personal pension schemes 7,400 7,400

199,900 199 800

Director share sales dunng the pencd relate to shares in lieu of £21,650 bonus and salary entifament sacnfice, resuiting in
anetgan of £16,657 Exercisable at 1p per share, the gross gain was £44,259 No shares were sold by the highest paid
director dunng the penod
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7 Finance income and costs
2011 2010
£'000 £'000
Flnance income
Bank interest recenabla 1 1
1 1
Finance costs
Finance lease intarest payable 1 2
Interest payable 100 134
Facility and loan arrangement fees 2 25
123 161
8 Taxatlon
2011 2010
£'000 £'000
Current tax
Research and development tax credit (102} (50
Adjustment in rgspact of pnor years {1} 5
Total current tax and tax on loss on ordinary actvities {103} (45)

The taxable receipt for the year I1s lower than the effective rate of corporation tax in the UK of 26 5% (2010 28%) applied
to the Group's 10ss on ordinary actraties before tax

The tax differances are explaned below

2011 2010
£'000 £'000
Loss on ordinary actvites before tax {1,524) {1.513)
Loss on ordinary actiis multiplied by the standard rate
in the UK 26 5% { 2010 28%) (404) (424)
Effects of
Expenses not deductible for 1ax purposes 105 138
Difference between depreciation charges and capital allowance claims 32 17
Losses camed forward 338 346
Tax rate on difference on receivable research and development tax credit {83) {43)
Higher rates of oversaas losses (90} {89)
Adjustments in respect of prior years (1) 5
{103) {50)

The standard rate of corporation tax in the UK changed from 28% to 26% with effect from 1 Apn! 2011 Accordingly, the
company's profits for this accounting penod are taxed at an effective rate of 26 5% and wili be taxed at 26% in the future

Deferred tax

At 31 December 2011, the Group had an unrecogrused potential deferred tax asset of £12 343,000 {2010 £12,005,000)
representing accumuiated trading losses camed forward which are avallable against future profits depreciation in axcess
of capital alowances of £54,000 {2010 £24,000) and share option charges of £371,000 (2010 £404,000)

Finance (No 2) Act 2010 was substantively enacted on 21 Juty 2010 and imcluded legislation to reduce the man rate of
corporation tax from 28% to 27% A further reduchon to 26% with effect from 1 Apnl 2011 was enacted wia a resolution
passad by Parliament on 23 March 2011 On 5 July 2011 Finance Act 2011 was substantively enacted, reduang the
man rate of corporation tax to 25% with effect from 1 April 2012 Closing deferred tax balances have theretore, been
valued at 25% (2010 27%;} as thisis the tax rate that will apply on reversal

The June 2010 and March 2011, Budget Statements also included proposals for further reductions of the main rate of
corporabion tax by 1% per annum to 23% on 1 Apnl 2014 These changes had not been substantvely enacted at the
balance sheet date and, therefore the effects of these are not included it these financial staternents

Loss relief 15 avatable indefinitety
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The loss per share calculation 1s based on the loss of £1,421,000 and wenghted average number of shares in issue of
136,698,498 For 2010 the loss per share calculation was based upon the loss of £1,468,000 and weaighted average
number of shares in issue of 123,563,192 Whilst the company 1s loss-malang the diluted 10ss per share and the loss per

share are the same

Property, plant and aquipment

Machines
Plant and Fixtures loaned to
equipment and fittings customers Total
£'000 £'000 £'000 £'000

Cost
At 1 January 2010 414 302 439 1,155
Exchange - 1 8 g
Addiions 10 - 133 143
Disposals - - (45) 45)
At 31 Decamber 2010 424 303 535 1,262
Exchange - - (4} @
Addibons 31 - 163 194
Disposals - - - -
At 31 Decamber 2011 455 303 694 1,462
Accumulated Depreciation
At 1 January 2010 381 251 291 923
Exchange - 1 3 4
Charge for the year 22 10 82 114
Disposals - - (18) (18)
At 31 December 2010 403 262 358 1,023
Exchange - - {11 1)
Charge for the year 24 10 97 131
Disposals - - - -
At 31 Decomber 2011 427 272 444 1,143
Net book value
At 1 January 2010 33 51 148 232
At 31 December 2010 214 41 177 239
At 31 December 2011 28 <3 250 309

Depreciation expense of £107 000 (2010 £9,000) has been charged in cost of sales, £4 000 (£2010 4,000} In rasearch and
development, €nd (2010 £81,000) 1n sales and distnbution and £20,000 (2010 £20 000) in admenstrative expenses

The net book value of property plant and equipment includes amounts of £7,000 (2010 £11,000) n respect of assets
held under finance leases The depreciation charge ior the year relating to assets held under finance leases was £4,000

(2010 £4,000)
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Intangible assets

Davelopmant

Expenditure
£'000

Cost
At 1 January 2010 347
Additions 213
Al 31 December 2010 560
Additons 347
At 31 Decomber 2011 807
Accumulated amortisation
At 1 January 2010 84
Charge for the year 39
At 31 December 2010 123
Charge for the year 60
At 31 Decomber 2011 183
Net book value
At 1 January 2010 263
At 31 December 2010 437
At 31 December 2011 724

Amortisation of £60,000 (2010 £39,000) has been inciuded In research and developrment in the Consolidated Statement

of Comprehensive Income Amortisation 1s charged on a straight-ine basis over five years

Subsidiary undertakings

Detais of the Group's pnncipal trading subsidianes are set out below n all cases the direct holding ts 100% of the

ordinary shares

- Deltex Medical Limited, mcorporated and operating in the Urited Kingdom {UK}, manufactures and markets

medical dewvices

- Deltex Medicat {Chuchester) Limited, incorporated in the United Kingdom UK provided employee servicss, until

1 Apnl 2010, now considered to be dormant

- Deltex Medical SC Inc ncorporated and operating in the United States of Amenca markets and seils medical

devices in the USA which are manufactured by the Group in the UK

- Deltex Medical, Espana incorparated and operating in Span, markets and sells medical devices in Spain which are

manufactured by the Group in the UK

- Deltex Medical, GmbH, incorporated and operating m Germmany, markets medical devices in Germany which are
manufactured by the Group In the UK. Deltex Medical GmbH 1s itself a 1009% owned subsidiary of Deitex Medical

Limited
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Inventories
2011 2010
£'000 £'000
Raw matenals and consumables 188 114
Work In progress 56
Firnished goods 632 403
912 573

There I1s no matenal difference between the book valua and the replacement cost of the inventones shown Based on
inventory holdings and sales history, no speafic or general provisions for cbsoleta or slow-moving inventory (2010 £nil) ars

cansidered necessary

Trade and other receivables

2011 2010
£'000 £'000
Amounts falling due within one year-
Trade recevables 2,143 1831
Less provision for impairment of trade recenvables (297) @41)
1,848 1 680
Other recevables - 1
Prepayments and accrued income 972 305
2,818 1,996
Amounts falling due after more than one year
Trade recewables 8 4
Prepayments and accrued income - 324
8 328
2,826 2,324

All non-current recevables are due within two to five years (2010 two to five years) frorn the Consolidated Balance Sheet

date

Included within current prepayments and accrued income 1s £324,000 which represents clinical tnal costs ansing from
barter sales (2010 £324,000 n non-current prepayments and accrued ncome) The amount 1S fully expected to be

recovered through the successful completion of the related tnals

Trade recevables that are less than two months past due are not considered impaired As at 31 December 2011 trade
recevables of £143,000 (2010 £108 000) were more than two months past due but not mpaired These related to a
number of ndependent customers for whom there 1s no recent hestory of default The ageing analys's of these trade

recewvables Is as follows

2011 2010
£'000 £'000
Up to two months a7 3
Two to six months 39 12
Mere than six months 57 93

At 31 December

143 108
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Trade and other receivables contnued

As of 31 December 2011 specific trade receviables of £297 000 (2010 £241,000) were impared and provided for The
ageing of these receivables was as follows

2011 2010
£'000 £'000
Over six months 207 241

Included in the £297.,000 provision above Is approxmately £200 000 provided aganst recervables from the Middle East

The carmyng amounts of the Group's trade raceviables are denominated In the following cumencies

2011 2010
£'000 £'000
Pounds 662 636
Euros 669 390
US dollars 523 668
At 31 Decernber 1,854 1,694
Movements on the Group provision for Impairment of trade recenvables ars as follows
2011 2010
£'000 £000
At 1 January g ) 138
Prowigion for recevables imparment 2 108
Recevables wntten off dunng the year as uncollectibte (8n 5)
At 31 December 146 241

The creation and release of provision for mparad recenvables have been included in sales and distnbution costs in the
Consolidated Statement of Comprehensive Income Amounts charged to the allowance account are generally wntten off,
when there 1S no expectation of recovenng addtional cash

The other ctasses within trade and other recevables do not contain impawed assets
The directers consider that the camyung amounts of trade and other recevables approximate their falr value

The maximum expasure to credit nsk at the reparting date Is the carrying value of each class or receivable mentoned
above

The Group does not hoid any collateral as security

Cash and cash equivalents
Cash and cash equvalents compnse sotely of cash in hand held by the Group
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Borrowings
2011 2010
£°000 £'000
Current borrowings
Invoice discounting faciity 723 659
Other loans 20 26
Finance lease - 4
743 689
Non-gurrent borrowings
Cther loans 1,359 1.335
2,102 2,024

Involce discounting facility

Tha amount shown reprasants the cash drawn down under an invoice discounting facility, £1,000 remanad undrawn
(2010 £Ni) The amount cutstanding under this faciity 1s secured by way of a fixed charge over the Group's UK and a
proportion of the international trade dabtors Armounts drawn down under the facility are repayabde from the end of the
month of Invoice This is an ongoing faciity and 1s separated into three accounts baing Sterling, US$ and Euro currencies

The facility 15 subject to six months’ notice on either ssde and is not subject to annual review

Other loans

£1,001,000 of the amount shown relates to Loan Notes, of which £881,000 are repayabie in full on 27 February 2014
being five years from the date of issue although they may bs repaid in whole or in part at the Company's discretion in
certan circmstances If such repayment 1s made the Company will issue the Loan Notes holder with warrants over 8
millon 1R erdinary shares gach at a price of 12 5p The Loan Notes are convertible into 8 million 1p ordinary shares in the
Company ('Ordinary Shares’) at the effective price of 12 5p, being a premium of 26 6% over the share price at dose of
business on 26 February 2008 The Company can also anforce conversion if the ordinary share prica is equal to or
exceeds 37 Sp for any period of 90 consecutive days The Loan Notes are unsecured and interast 1s payable at 10 5% per
annum for the first two years and at 5 5% above LIBOR thereafter

This loan note represents a compound financal Instrument under the disctosure requirements of 1AS 32 Financial
Instruments — Fresentaton’ The directors have assessed tha portion which would be classified as equity, rathar than debt
and have concluded that the amount 15 rot matenal to cause the instrument to be disclosed seperately between iis aguity
and debt components

included wathin the £1 001 00015 an armount of £18,000 relating to captalised transaction costs In setting up the joan
note This 1s being amortised over the Iifa of the loan

The remaining £378 000 of the amount shown relates to a US dollar loan mads in the US to the Group's US subsidhary It
Is repayable on 31 May 2013 and bears nterest calculated on the simple method at 4% per annum The interest is
repayable on the maturity date The loan is not secured on the assets of the Group

The directors consider the camyng value of the fixed rate borrowings approxamate to markst rate and the fioating rate
borrowings are at markst rate and therefore these borrowings approamate to ther fair value

Borrowings in toreign currencies
The camang amounts of the Group's borrowings are denominated in the following currencies

2011 2010
£°000 £'000
Pounds 1,453 1,346
US dollars 478 472
Euros 171 208

2,102 2,024
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Borrowings continued
The average effoctive interest rates paid, after taking into account the impact of hedging, were as follows
2011 2010
% %
Invoice discouting facility
- Stering 300 30
- Euro 400 375
- Dollar 363 363
Other loans — US Dollar loan 400 400
Loan nota 800 1025
Finance leases n/a 17 00
Borrowings are held under both fixed and floating rates as follows
2011 2010
£'000 £'000
Fixed rates
Finance laases and hire purchase agreements - [}
Other loans 378 1,361
Floating rates
nvoice discountng facility 723 659
Other loans 1,001 -
2,102 2,024
Obligations under finance leases
2011 2010
£'000 £ 000
Wittun ona year - 5
In the second to fifth years incluswe - -
- 5
Less future finance charges - (1)
Presant value of lease cbhigations - 4
Less amounts due for settlemant within 12 months (shown under current liabilibes) - 4)
Amount due tor settlerment after 12 menths, but less than five years - -
Leasa obligations ars denominated in UK stering
Trade and other payabies
2011 2010
£'000 £°000
Current liabilities
Trade payables 729 453
Tax and social secunty payable 153 229
Other payables 57 43
Accruals and deferred income 581 501
1,500 1,226

Trade payables are non-interast beanng and on average have 30 to 60 day setiement terms The directors consider that

the carrying amount of trade payables approximates to thewr far value
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Provision for other liabilities

2011 2010
£'000 £'000
At 1 January 108 87
Charged to the Consolidated Statement of Comprehensive Incormea 4 50
Provision utllised (39) (29)
At 31 December 167 108

The above provision iIncludes national nsurance that may become payable on share option gains on share share options
that are exercisable over the next one 1o ten years and s therefore included as a non-current liabidity

Pension obligations

The Group cperates a defined contribution pension schema for its UK employees The assets of the scheme are heid
separately from those of the Group In Independently administered funds The Group also mantans a defined contribution
Salary Reduction Smplified Employee Pension Plan ('SARSEP ) for US employees Under the terms of the SARSEP, the
Group rmay make discretionary contributions on behalf of the employses The pension cost represents the contributions
paid and payabte by the Group to these schemes and in aggregate amcunted to £58,000 (2010 £58,000)

Share capital
2011 2010
£'000 £'000
6,568 546,210 authonsed ordinary shares of 1 pence each 65,685 65,685
2011 2010
£'000 £'000
142,069,365 Callec up allotted and fully pad (2010 132,025,866} 1,421 1,320

The movement in the Company § issuad share capital durng the year 15 as follows

Dunng the year, the Company issued 3,731 027 1p ordinary shares pursuant to the exercise of options The Company
placed 3 684,211 1p ordinary shares with institutional and other invastors In addition, a total of 176,509 1p ordinary
shares at an average pnce of 18 62p were 1ssuad to certan of the Company's adwvisers who elected to take shares in ey
of cash payment for ther services to the Company Also 1,785,000 1p ordinary shares at an average price of 17 B9p per
sharg werg 1s5uad to certan of the Company's distnbutors as a resuit of option axercises

A further 686,752 1p ordinary shares at an average pnce of 10 69p per share were issued to certain of the Company's
drrectors who efected to take shares in ieu of cash payment for therr services to the Company

Employee options

Current and former employaes of the Group hold options to subscriba for shares in the Company The following table sets
out movemants in share options during the year
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Called up share ¢apital continued

Employee share options
Executive EMI
Surnmary Scheme Scheme Total
No No No.
At 1 January 2011 8,602,300 4,435,477 13,037,777
Additions 3,095,000 1,934,753 5,029,753
Exercised {2,450,0000 (1,495,796) (3,945,796)
Lapsed {105 000} - (105,000}
Expired (221,000 - {221,000)
At 31 December 2011 8,921,300 4,874,434 13,795,734
All opieons relate to one 1p ordinary share
Further details of the above plans are grven in note 23
As at 31 December 2011 the following options to subscnbe for ordinary shares of 1p each were cutstanding under
employee share schemes
Exercise Exercise Exarcise
Number of pnce period period
options £ from to
Current employees 4,000 025 19-Mar-05 18-Mar-12
320,000 025 27-Nov-05  28-Nov-12
345,000 015 28-Oct-06  27-Oct-13
625,000 001 24-Mar-04 27-0ct-13
916,000 028 12-Oct-07 11-Oct-14
117,300 om 01-Mar-05 01-Oct-14
43,000 02075  28-Mar-06  27-Mar-13
374,628 001 19-May-06  19-May-16
302,840 00t 27-Mar-08  29-Jun-17
1,085,000 0205  29-Jun-10 28-Jun-17
1,214,000 0185 01-Jul- 11 30-Jun-18
478,571 om 01-Mar-08  30-Jun-18
1 249,300 01275 t2-Jun-12 12-Jun-19
689,412 oo 12-Jun-09 11-Jun-19
275,206 001 24-Mar-09  23-Mar-19
43,478 001 30-Dec-08 30-Dec-19
31,251 001 24-Mar-10 24-Mar-20
34,884 001 25-Jun-10 25-Jun-20
867,881 oo 13-Oct-10 13-Oct-20
20270 001  23-Dec-10  23-Dec-20
16 720 001 15-Mar-11 15-Mar-21
23 124 oo 15-Apr-11 15-Apr-21
927,721 Q01 27-Sep-11 27-Sep-21
46,154 001 27-Sep-11 29-Sep-21
2 845,000 01725  27-Sep-14  27-Sep-21
13,795,734
Notes

8) Options exerisable subject to cntenon set by the Board that the shares of Dellex Medical Group pi¢ should have
outperformed the FTSE Medical Eguipment Supplies Sector between the date of grant and the date of exeraise of

the option
[io)] Enterpnse Management Incentive Scheme
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Other options
At 31 December Exercise Exercise Exercise
2011 price period period
No £ from to
Company contractor™ 20 000 025 19-Mar-05 18-Mar-12
Company distributors® 60,000 01925  31-Jan-11 30-Jan-12
Company contractors® 252,000 01875 O1-Mar-11  28-Feb-18
Company contractor™ 250,000 0215 01-Nev-10 31-Oct-17
Company contractor® 100,000 0235 16-Apr-10 15-Apr-17

682,000

{1} Options are exercisable in whole on any one occasion dunng the exercise period
2} Options are exercisable In part or in whola at any time due dunng the exercise penod

All options refate 1o one 1p ordinary share

Share-basad payments

The Group has three share option schemes, the Deitex Medical Group plc 2000 Approved Share Option Scheme, the

Deltex Meckcal Group pic 2011 Approved Share Option Scheme and the Deltex Medical Group plc Enterpnse

Management Incentive ptan {‘EMI'")

Options granted under the Approved Share Option Schemes are valued at the market price on the date of grant Options
are conditonal on the employea complating thrée years service {the vesting penod) The options are exercisabla starting
three years fram the grant date, subject to the Group achieving certain performance conditions, the options have a
contractual term of ten years The Group has no legal or constructive obhgation to repurchase or sattle the options in

cash

Options granted under the EMI schame are granted at 1p per option Options are granted in lieu of ¢ash for bonuses or
salary obligations relating to past achuievemant therefore there is no vestng perlod The options have a contractual term of
ten years The Group has no legal or constructive obligation to repurchase or settle the options in cash

Details of share options outstanding dunng the year for the Approved Share Options Schemes are as follows

2011 2010

2011 Weighted 2010 Wesghted

Number of average Mumber of average

share exercise share exercise

options price options pnce

No ng) No ing)

QOutstanding at beginning of the period 8,802,300 o021 9 066,343 023
Granted dunng the pencd 3,085,000 017 - 000
Lapsed dunng the penod {105,000} o (421,000) 20
Exercised dunng the period (2,450,000) o - -
Exprred dunng the perod {221,000) 047 (43,043) 270
Qutstanding at the end of the penod 8,921,300 020 8,602,300 o2
Exercisabls at end of pariod 4,827,000 0.23 5,102,000 Q25

The options outstanding at 31 December 2011 had a weighted average exercise pnce of 19 5p (2010 21 3p), and a
weighted average remanng contractual kfa of 78 months (2010 57 months) On 27 September 2011, 3,095,000 options
were granted with an estimated fair value of 7 7p per share and £237 077 in aggregate
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22 Share-based payments contmuad
The inputs into the Black-Scholes model ara as follows

September
2011
Fair valye at measurement date 7 B8p
Share pnce 17 25p
Exercise price 17 25p
Expected volatility 59 10%
Expected option life
(expressed as waighted avarage life usad in modsliing) 374 yaars
Fusk-free interest rate 113%
Datals of share options outstanding guring the year for the EMI Scheme are as follows
2011 2010
2011 Weighted 2010 Waeighted
Number of average Numbar of average
share axercise share exareise
options price options price
No {ing) No ing)
Qutstanding at beginning of the penod 4,435,477 oo 8,062 929 001
Granted dunng the penod 1,834,753 001 2,472,740 oot
Lapsed dunng the penod - - {61 153 00t
Exercised during the pencd (1,495,7986) om {4,039 039) 00t
Qutstanding at the end of the penod 4,874,434 oo 4,435,477 o,
Exercisabie at end of penod 4,874,434 oM 4,435,477 001

The optrons outstanding at 31 December 2011 had a weighted average exerclse pnce of 1p (2010 1p), and a weighted
average remaining contractual ife of 83 months (2010 88 months} On 15 March 2011, 402,265 options were granted
with an estimated fair value of 17 50p per share and £70 432 in aggregate On 15 April 2011, 32,559 options wera
granted with an estimated far vatue of 27 50p per share and £8,957 in aggregate On 27 September 2011, 1,421,753
options were granted with an estimated farr valus of 16 3p per share and £231 113 n aggregate Alsc on 27 September
2011, 78 177 options ware granted with an estmated far value of 16 3p per share and £12,708 in aggregate

Enterprise Management Incentive Scheme
The inputs inte the Black-Scholes model are as follows

September April March

2011 2011 2011

Faur value at measurement date 16 30p 27 50p 17 50p
Share price 17 25p 28 50p 18 50p
Exercise pnce 10p 10p 10p
Expectad volatility 59 60% 55 00% 54 80%
Expected option life 1 year 1 year 1 year

(expressed as waighted average hifg used in modeling}
Risk-frea mterast rate 055% 088% 088%
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December Octaber June March

2010 2010 200 2010

Falr value at measurement date 18 50p 16 00p 10 75p 12 00p

Shara pnce 19 50p 17 00p 11 75p 1300p

Exerciss price 10p t0p 10p 10p

Expectad volatility 54 80% 64 40% 51 00% 56 50%
Expected option life

(expressed as weighted average life used m modelling) 1 yaar 1 year 1 year 1 year

Risk-free interest rate 088% 0 68% 071% 101%

Where appropnate, for both schemes the expected volatility has been based on historical volatlity over a period of the
sama length as the expected option life and ending on the grant date Where the historic period 1s shorter than the
expectad option life, volatility has been measured over the maximum amount of tme historic information can be obtained

The fakr value of the equity-settled share-based payment is recharged by the Group company 1o the subsidiary operating
company at far value The expense Is therefore recogmised in the subsidiary operating comparny, with the equity reserve

being recognised in the Group company

Share capital and other reserves

Capital
Share Share redemption Other Translation Retained
capltal premium reserve reserve reserve deficit

£'000 £'000 £000 £000 £000 £'000
Al 1 January 2010 1,269 19,974 17 476 2,309 11 {39,330}
Shara issued dunng the ysar 51 - - - - -
Prarmurn on shares 1ssued during
the year - 142 - - - -
Loss for the financial year - - - - - {1.468)
Cradit in respect of senice cost
satifed by award of options - - - 491 - -
Exchange movements taken
to resen/es - - - - {5) -
At 31 December 2010 1320 20,116 17,476 2,890 5 {40,798)
Share issued dunng the year 101 - - - - -
Pramiurn on shares issued dunng
the year - 1,838 - - - -
Issug expenseas - B3 - - - -
Loss for the financal year - - - - - (1421)
Credit In respect of service cost
sattled by award of options - - - 396 - -
Exchange movernents taken
to reserves - - - - (14} -
At 31 December 2011 1,421 21,901 17478 3,288 {9} “2,218)

The Capital redemption reserve represents the nominal value of shares repurchased and then cancalled during the year
ended 31 December 2001 The Other reserve represents the resarve for cumutative share-hased paymeant charges smce
1 November 2002 The Fanslation reserve comprses all foragn exchange differences arising since 1 January 2006 from

the translation of the Group's net investments i foreign subsidiaries into sterling

The cumulative goodwil relating to acquisitions made pror to 1998, which has been elminated aganst resarves, 1§

£6,400 000 (2010 £6 400 000
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Notas to the Consclidated Statement of Cash Flows

2011 2010

£'000 £'000
Operating loss (1,402) {1,353)
Adjustments for
Deprecration of property, plant and equpment 13 114
Amortisaton of intangible assats 1] 38
Exchange loss/(gaing on property, plant and equipment - 5
{Ganyioss on disposal of property, plant and equiprment m 27
Share-based payments 396 491
Operating cash flows before movement in working capital {822) 687
Increase In nventories (339) 61
Increase In trade and other recavables (509) (6}
Increasa/(decrease} in trade and other payables 274 (38)
InCreass In provisions 59 N
Net cash usad in operations (1,337 (791)
Operating cash flows before movement In working capital
Alternative performance measures 2011 2010

£'000 £'000
Adjusted operating cash flow before movement In working capital
Operating cash flow before movement in working capital (822) (687)
Equity settied costs 172 147
Net increase In prowvisions, ncluding recesvables 297 136
Net non-cash clinical tnal (credits)/charges (38T 70
Sundry non-cash charges 2] 34
Adjusted operating cash flow before movement in working capital {732) (300)

These supplementary disclosures do not form part of the note {0 the Consolidated Statement of Cash Flows and these
tables are not included in the notas to the financial statements

Commitments

Operating lease commitments

The Giroup leases land and buildings and vancus plant and machinery under non-cancellable cperating lease agreements
The lsase tenms are between five and seven years and the maponty of lease agreements are renewabia at the end of the
lease penod at the market rate The leass expenditure charged to the Consolidated Statement of Comprehensive income
during the year 1s disclosed in note 4

The future aggregate minimum lease payments under nen-cancellabla cperating leases are as follows

2011 2010

£'000 £'000

No later than one year a1 B1
Later than one year and no later than five years 123 197

204 278
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Financial Instruments

The Group's financial instruments comprise some cash and vanous items, such as irade receivables and trace payables
that arise directly from its operations

Itis, and has been throughout the penod under review the Group s policy that no trading in financal mstruments shall be
undertaken

Tha Board reviews and agreas pohicies for managing liquidity, interast rate, exchange rate risks credit sk and capital risk
The palices have rermaned unchanged throughout the year and are summansed bafow

Liquuchty nsk

The Group 15 princpally managed to ensure that sufficient cash reserves and credit facilibes are avalable to meet liquidity
requirements The Group has avalable to it an invoice discounting facifity with the Group s bankers to supplement working
capital needs From time to time, additional funding 15 raised to allow the Group to Invest in its strategic projects to develop
the business In its chosen markats

Management monitors rolling forecasts of the Group's liquidity reserves which compnses undrawn nvaice discounting
facilites and cash and cash equivalents on the basis of expected cash flows

Currency nsk

The Group has overseas subsidiaries in the USA, Spain and Germany and as a result the Group's stering balance sheat
can be affected by movements in the US dollar and euro exchange rates

The Group also has transactional currency exposures Such exposures anse from sales and purchases by operating units
in currencies other than the unit's tunctional currency In general all overseas operating units trade and hold assets and
habilities n their functonal currency

The Group dees not engagse In any hedging in respect of currency nsks

Credit sk

The Group is exposed to credt related losses in the event of non-performance by counterparties in connection with
financial Instruments

The Group takes actions to mitigate this exposure by ensunng adequate background on credit risk is known about
counterparties pror to contracting with them and through selection of counterparties with suitable credit ratings and
monitors IS exposure to credit nsk on an ongoing basis

The Group is also exposed to credi related losses and territory specific credit risk in the event of non-performance by
counterparties in connection with financial Instruments

The maximum credit nsk exposure at the balance sheet date 15 represented by the carrying value of financral assets and
there are no significant concentrations of credit nsk For banks and financial institutions only ndependently related parties’
with a muinimum rating of ‘A’ are accepted As at the date of signing the financal statements all cash and cash equivalents
are held with institutions with an *A’ rating as per Standard & Poors

Interest Rate Risk

The Group has both interest-beanng assets and nterest-beanng labifities The Group's policy 1s to seek the highast
passibie return on interest-beanng assets without beanng significant credit nsk, and to mirumise the rate payable on
interest-beanng liabdities

The Group places Its cash balances on deposit at floating rates of interest Surplus cash balancas are placad on short-
termn deposit (less than three months) No intarest rate swaps are used

Interast rata nsk compnses both the interast rate price nsk that results from bomowng at fixad rates of mterest and also
the interast cash flow nsk that results from borrowing at vanabie rates At this teme the majonty of the Group's borrowings
attract flcating rates of interest and therefore the Group's principal interast rate ngk s a cash flow nsk
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26 FInancial instruments continued

Caprtal sk
The Group's objectives when managing cagital are t0 safaguard the Group's ability to continue as a going concern in

order to provide future returns to shareholders and benefits for other stakeholders and to maintain optimal capital
structurg

Ordinary shares are classified as equity Incremental costs directly attrnbutable to the issue of ordinary shares and shara
optiong are recognised as a deduction from equity, net of any tax effects The Board s policy is to maintain a strong capital
base s0 as to mantan investor, craditor and market confidence and to sustan future development of the business The
Board of directors monitors the demographic spread of shareholders

The Board encourages employees to hold shares in the Company This has been carried out through the Company s
varous executive share option plans Full detalls of these schemes are given In note 23

The Board seeks to mantain a balance between the higher returns that might be possible with higher levels of borrowings
and the advantages and securlty afforded by a sound capital position There wera no changas to the Group s approach to
capital management during the year Neither the Company nor any of its subsidanes are subyect to externally imposed
capital requirernents

Liabllities — by maturity

Financial Instruments pnneipally compnse the Group s borrowings under an involce discounting facility with the Royal Bank
of Scotland, net obhigations under finance leases and long-temm loans

in February 2009, the Group raised £1 001,000 before expenses by the 1ssue of a convertble loan notes to Amat Global
Investors, a ventura capital trust managed by Amat Global Partners LLP

The Loan Notes are repayable in full on 27 Fabnuary 2014 baing five years from the date of 1ssus although they may be
repad earlier at the Company's discratton in certain crcumstances If such rapayment 15 made the Company will issue the
Loan Notes holder with warrants over 8 milion 1p ordinary shares at a prics of 12 5p per share

The Loan Notes are convertble into 8 mifllon ordinary shares in the Company {"Ordinary Shares”) at the effective price of
12 5p, being a premium of 26 6% over the share price at close of business on 26 Fabruary 2008 The Company can also
enforce conversion if the ordinary share price 1s equal to or exceeds 37 Sp for any penod of 90 consecutive days

The Loan Notes are unsecured and interest Is payabla at 10 5% per annum for the first two years and at 7 5% above
LIBOR thereafter

Interest on the nvorce discounting facility 15 payable at floating rate of 2 5% to 3 25% above LIBOR and on the long-term
US subsidiary loan at a rate of 4% per annum

The table below summarises the Group's financial llabiiies into the relevant matunty groupings bassed upon the remaning
penod at the balance shaet 10 the contractual matunty data The amounts disclosed are the undiscounted cash flows

Year ended 31 December 2011

Less than Between1 Between2 Over
1year and2years and 5 years 5 years
£'000 £'000 £'000 £'000

Boraowings
Invorce drscounting facility 723 - - -
Other loans 20 378 931 -
Trade and other payables 1,500 - - -

2,243 378 931 -
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Financlal Instruments continued
Year encied 31 December 2010
Lessthan  Between 1 Between 2 Over
1year and2years and5 years 5 years
£'000 £000 £'000 £'000
Bomrowings
Invoice discounting faciity 659 - - -
Other loans 26 - 1,335 -
Finance lease kabittes 4 - - -
Trade and other payables 1,238 - - -
1,927 - 1,335 -

Fair value of financial assets and llabilites

There 1s a close approximation between the book values and the far values of the Group's financial assets and liabiiitles
Far valug 15 the amount at which a financial nstrument could be exchanged in an arm's length transacbon between wiling

parties other than a forced or iquedation sale, and excludes accrued nterest

Year ended 31 December 2011 Fair value
Loans through Total
and profit Amortised carrying
receivables and loss cost amount
£000 £'000 £'000 £'000
Financial assets
Trade and other recervablas 1,846 - - 1,848
Cash and cash gquivalents 752 - - T52
2,508 - - 2,598
Financial kabdties
Trade payables - - 1,397 1,397
Invorce discounting faciity - - T23 723
Other loans - - 1,379 1,379
Finance lsase labiites - - - -
- - 3,499 3,499
Year ended 31 December 2010 Fair value
Loans through Total
and profit Amortised camying
recervables and loss cost amount
£'000 £ 000 £000 £'000
Financial assets
Trade and other recervables 1,690 - - 1,690
Cash and cash equivalents 699 - - 699
2,389 - - 2,389
Financial liabiities
Trade payables - - 997 aar7
Invosce discounting factity - - 659 659
Other loans - - 1361 1,361
Finance lease liabiites - - 4 4
- - 3021 3,021
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26 Financial Instruments continued
Financial Instruments disclosure
Financial assets and habilities are measured at fair value according to the following three levels of farr value hierarchy
The tevels of the farr value hierarchy and its application to our financial assets and liabditas are descnbed below
Laval 1 quoted prices in active markats for identical assets or llabilihes,

Level 2 inputs other than quoted prices that are cbsarvable for the asset or llability, either directly (| e as prices) or
indirectly | @ derived from pnces), and

Lavel 3 inputs for the asset or hability that are not based on observable market data

All financial assets and liabidmes are considered to be Level 3 The drectors belisve that therg 1S no materlal ditference
between book value and far value as at 31 December 2011

Sensitivities

The following table detalls the Group's sensitvties to changes in stering against the respective foresgn currencies The
sensitvities represent managemant's assessment of the effect on monetary asssts of the passible changes in foreign
exchange rates The sensitmty analysts of the Group s exposure to foreign currency risk at the year end has been
determmed based upon the assumpion that the iIncrease in Euro and US dollar exchange rates 1s effective throughout the
financial year and alt other vanables reman constant

2011 2010
Sensitivity Profit Equity Profit Equity

£'000 £'000 £'000 £'000

Euros 10% (85) {85) 78) 78)
US dollar 10% 21 21 5 5

Tha followang table details the Group's sensitmty to an increase of 1% in interest rates throughout the year, with all other
vanables remaning constant

2011 2010

Protfit Equity Profit Equity

£000 £'000 £'000 £000

Sterling 1o (10} 2 2
Euros 1) (i) 2 {2
US dollar {1 4 m b

Transactions within the Group are camed out on an arm's length basis and not disclosed as all such transactions have
been eliminated on consolidation

Directors’ interests in the share capital of the Company are disclosed on page 17
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Related party transactions
The following transactions were camed out with related parties
Koy management compensation

Key management parsonnel comprise members of the management team as defined by IAS 24 ‘Related Party
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Disclosures
2011 2010
£'000 £000
Aggregate emotuments 692 745
Sums paid to third parties for directors’ services a2 33
Contributions 1o key managerment’s personal pension schermnes 22 22
747 800

Equlty issue
Dr Edwin Snape a director of the Company, 1s pancipal of Nexus Medical Partners I, LP

In April 2008 Nexus Medical Partners ll, L P loaned $518,518 to the Company's US subsiciary by way of an unsecured
loan note repayable after five years Interest on the koan note is 10 be charged at 4% per annum with all interast roling up

for settlernent on redernplion

In addition to the above, there 1s an amount of £236,000 (2010 £269,000) charged to the Consolidated Statement of

Comprehensive Income with respect to IFRS 2 ‘Share-based payments’ for key management
Further details of directors’ interest In the Company are given in the Dwectors’ Report on page 17
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Independent Auditors’ Report

to the members of Deltex Medical Group plc

We have audited the parent company financial
statements of Deltex Medical Group plc for the year
ended 31 December 2011 which compnse the
Company Balance Sheet, the Accounting Policies
and the related notes  The financial reporting
framework that has been applied in ther preparation
15 applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted
Accounting Practice)

Respective responsibilities of directors
and auditors

As explained more fully in the Directors’
Responsibiities Statement sat out on pages 20 and
21, the diractors are responsible for the preparaton
of the parent company financial statements and for
being satisfied that they give a true and far iew Our
responstbility 1S t0 audit and express an opinion on
tha parent company financial statements in
accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those
stangards requirg us to comply with the Auditing
Practices Board's Ethical Standards for Aucitors

This report, including the opinicns, has peen
prepared jor and only for the company’s members as
a body In accordanca with Chapter 3 of Part 16 of
the Companias Act 2006 and for no other purpose
We do not, in gving these opnions, accept or
assume responsibility for any other purpose or to any
other person to whom this report 1s shown or into
whosa hands it may come save where expressly
agread by our pror consent i wnting

Scope of the audit of the financial
statements

An audit involves obtaining ewvidence about the
amounts and disclosures i the financial statements
sufficient to give reasonable assurance that the
financial statements are free from matenal
misstatement, whether caused by fraud or error This
inciudes an assessment of whether the accounting
policies are appropnate to the parent company’s
crrcumstances and have been consistently apphed
and adequately disclosed, the reasonableness of
significant accounting estimates made by the
directors, and the overall presentation of the financial
statements In addion, we read all the financal and
non-financial nformatien in the annual report to
identify matenal inconsistencies with the audited
financial statements If we become aware of any
apparent matenal misstatements or INconsistencies
wa consider the implications for our report

Opinion on financial statements

In our gpinion the parent company financial
statements

¢ give a true and fair view of the state of the
company’s aftars as at 31 December 2011,

e have been propery prepared in accordance with
United Kingdom Generally Accepted Accounting
Practice, and

e have been prepared in accordance with the
requirements of the Companies Act 2006

Optnion on other matter prescnbed by the
Companies Act 2006

In cur opirion the informaton given in the Directors’
Report for the financal year for which the parent
company financial staternents are prepared Is
consistent with the parent company financal
statements

Matters on which we are required to report
by exception

We have nothing to report in respect of the following

matters where the Companies Act 2006 requires us
to report to you if, In our opinion

e adequate accounting records have not been kept
by the parent company, or returns adequate for
our audit have not been recened from branches
not visited by us, or

e the parent company financial statements are not
in agreement with the accounting records and
returns, or

e certain disclosures of directors' remuneration
specified by law are not made, or

o we have not recetved all the information and
explanations we require for our audit

Other matter
We have reported separately on the group financal

statements of Deltex Medical Group plc for the year
ended 31 December 2011

Miles Saunders (Senior Statutory Auditor)
for and on behalf of
PncewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
Reading

7 March 2012
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Company Balance Sheet
at 31 December 2011
2011 2010

Note £'000 £'000
Fixod assets
Investments 4 37,001 35,202
Current assets
Debtors
Amounts falling dus within one year 5 12 13
Cash at bark and in hand £58 458

8§70 471

Creditors
Amounts faling due within one year 8 {134) {103)
Net current assets 438 368
Total assets less current liabilitles 371,437 35,570
Creditors
Amounts faling due after more than cne year 9 (880) 72}
Net assets 36,457 34 598
Capital and reserves
Called up share capital 7 1,421 1,320
Share prermium account 10 21,901 20,116
Capital redemption resarve 10 17,476 17,476
Other reserves 10 3,286 2890
Profit and loss account 10 (7,627) {7,204)
Tota! shareholders' funds 1 36,457 34,598

The notes on pages 60 to 64 form an integral part of these financial statements

These financial statements were approved by the Board of Cirectors on 7 March 2012 and were signed on its behalf by

N J Keen
Chamnan
Deltex Meckcal Groupr pic {3802895)

P J Mitchell
Finance Dwrector

4
Deltex Medical Group pic {3802885) %/(
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Notes to the Financial Statements

Principal accounting policles

These financal statements have been prepared on the going concern basis under the historical cost convention and in
accordance with tha Companies Act 2006, and the accounting policies set out below, all of which have been applied
consistently throughout the year and in accordance with applicable Urited Kingdom accounting standards

Investments

Investments are stated at cost less any prowisions for diminution in value At each balance sheet date the Company
reviews the carmang amount of the investrnents to deterrmine whether there 1s any indication that those assats have
suffered an impairment loss If any such indication exists, the recoverabie amount of the assat is estimated to determine
the extent of any impaiment loss The recoverable amount 1S the higher of the investments value in use and its far value
less costs to sell Value in use I1s calculated using cash flow projections for the investments discounted at the Company s
cost of capital

If the recoverable amount of the Investment 1s estimated to be less than its carrying amount the carrying amount of the
investment 1s reduced to its recoverable amount An impaiment loss 18 recognised as a charge to the profit and loss
account, unless the relevant investment ts carried at a revalued amount In which case the impaiment loss 1s traated as a
revaluation decrease

Deferred taxation

Deferred tax is recognised In respect of all iming differences that have originated but not reversed at the batance shest
date Where transactions or events that result in an obligation to pay more tax in the future or a nght to pay less tax m the
future have occurred at the balance sheet date

A net deferred tax asset 15 recognised as recoverable and therefore recognised only when, on the basis of all avalabte
ewdence, ¢ can be regarded as more kely than not that there will be surtable taxable profits agamst which to recover
camed forward tax Josses and from which the future reversal of underying timing differences can be deducted

Deferrad tax 15 measured at the average tax rates that are expected to apply in the periods in which the tming differences
are expected to reverse, based on lax rates and laws that have been snacted or substantvely enacted by the balance
sheet date Deferred tax 1Is measured on a non-discounted basis

Farelgn currency translation

Foreign currency monatary assets and hiabilities are translated into sterling at the rate of exchange ruling at the batance
sheet date Transactions in overseas currencies are translated at the rate of axchange ruling on the date of the transaction
or at a contracted rate If applicable Any gans or 108s6s anang dunng the year have been dealt with through the profit and
loss account

Share-based payments

The Company awards directors, employeas and certan of the Group s distnbuters and advisers equity-settied share-
based payments, from time to time, on a discretionary basis in accordance with FRS 20 'Share-based payments’, equity-
settled share-based payments are measured at {ar value at the time of grant Far value I1s measured by use of a
Black-Scholes model The far value determined at the grant date of the squity-settled share-based payments is expensed
on a straight-ling basis over the vesting penod, based on the Company's estmats of the number of shares that will
aventually vast The oplions are subyect to vesing condibions of up to s years, and tharr fair valug 15 recognised as an
expense with a corresponding increase in other reserves’ equity aver the vesting penod The proceeds raceved net of any
directly attnbutable transaction costs are credited to share capital {nominat vatue) and share premium when the options are
exercised Prowvision for National Insurance payable on such gains 15 recognised in accordance with UITF 25

The farr value of the equity-settled share-based payment (s recharged by the Company 1o the subsidiary operating
company at far value The expanse is therefore rscogrised in the subsidiary operating company, with the equity reserve
beng recogrised in the Group company

Related party transactions and cash flow statement

The Cormpany 15 the ulbmate parent undartalang of the Deltex Medical Group and 1s therefore included in the consoldated
financial staterments of that Group winch are on page 26 of the consolidated financial statements The Company has
taken advantage of the exempuons under FRS 8 ‘Related Party Disclosures’ relating to the disclosure of transactions with
other Group companigs
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Notes to the Financial Statements continued

Principal accounting policies continued

Cash and cash equivalents
Cash and cash equivalents includes cash in hand and deposits held with banks with a maturity of less then three months

Share capital

Ordinary shares are dassified as equity Incremental costs directly attnbutable to the issue of new shares or options are
shown in equity as a deduction net of tax, from the proceads

Terms of loans to subsidiaries

The Company uses its cash to fund the operations of its subsidiaries until such a time that the subsidiaries are in a position
to return the monies to Group These loans are interast free and have no fixed repayment date

Compound finaneial instruments

Compound financial mstruments rssued by the Group comprise convertible notes that can ba converted to share capital at
the option of the holder, or subject to certan condibions at the option of the Group and the number of shares to be issued
does not vary with changes In their far value

The liabiity component of a compound finanaial nstrument 15 recognesed inbially at the far vatue of a smilar ability that
does not have an equity conversion option The aquity component 1s recognised inihially as the difference between the far
value of the compound financtal nstrumeant as a whole and the far valus of the hability component Any directly attnbutabie
transaction costs are allocated to the habiity and equity components in proportion to their initial carmang amounts
Subsequent to initial recognition, the iability component of a compound financial nstrument 1s measured at amortised cost
using the effective interest method The equity component of a compound financtal instrument 15 not re-measured
subsequent to nitial recogniion except on conversion or expiry

Borowings are classified as current llabiditties uniess the Group has an unconditional nght to defer settlement of the liability
for at least 12 months after the end of the raporting penod

Loss for the year

As permitted by Section 408 of the Companies Act 2006 the Company has elected not to present its own profit and loss
account for the year Deltex Medical Group plc reported a loss for the financial year ended 31 December 2011 of
£423 000 (2010 £421,000}

Directors’ emoluments
The rernuneration of the Non-executive directors was as follows

2011 2010

£ £

Aggregate emoluments 72,000 72 000
Sums paid to third parties for directors’ sericas 33333 33.333

105,333 105,333

There are Nil (2010 Nil) benefits accruing to drectors under parsonal pension plans

included in the above figure 1s an amount paid to the employing company, impenalise Lmited of a Non-executive: director
for the services of that director of £33,333 (2010 £33,333)

All Exacutive directors in office at the year end receve therr emoluments from Deltex Medical Limited, a subsidlary
undertaking of the Group Except for financing actvities, thew services to the Company are incidental 1o ther serces to
the Group as a whole

The average number of Non-executive ciretors Dy function was as follows

2011 2010
No No
Administraton 4 q

The Gompany had no additional employses other than the directors (2010 None)
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Notes to the Financial Statements continued

4 Investments

2011 2011 2011 2010 2010 2010

Investments Loans Investments Loans

in subsidiary to subsidlary in subsiciary to subsidiary
undertakings undertakings Total undertakings undertakings Total
£'000 £'000 £'000 £'000 £'000 £'000
At 1 January 846 34,358 35,202 848 33,191 34,037
Additions - 1,799 1,799 - 1,165 1,165
At 31 Decamber 846 38,155 37,001 B4B 34,356 35,202

The directors believe that the carmying value of the investments 1s supparted by therr underlying net assets

Loans to subsidiary undertakings in the amount of £36,155 000 relate to long-term balances with Deltex Medical Lymited
and Deltex Madical Holdings, Inc The directars consider that these balances are intended to be, for all practical purposes,
permanent equity and do nat expect them to be repayable in the forseeable future These loans have therefore been
treated as part of Deltex Medical Group pic net investmant i these subsicianes, with exchange difference arising on the
long-tem balance with Deltex Medical Holdings, Inc being dealt with as adjustments to reserves Dunng the year
additonal long-term debtor balances have been reclassified as long-term investments as this follows tha substance of the
transactions

Details of the Company's pnncipal trading subsidtary undestakings are set out below In all cases the holding 1s a direct
holding of 100% of the ardinary shares

Deitex Medical Limited, Incoporated and operating in the Uruted Kingdom (UK}, manufactures and markats
medical devices

Deltex Medical {Chichester} Limited, incorperated in the UK, provided employee sences until 1 Apal 2010, now
considerad to be dormant

Deltex Medical SC, Inc incorporated and operating in the United States of Amenca, markets and sells medical
davices in the USA which are manufactured by the Group in the UK

Deltex Medical, Espana, incorporated and operating n Spain, markets and sells medical devices in Spain which are
manufactured by the Group in the UK

Deitex Medical GmbH incorporated and operating in Gemmany, markets and sells medical dewvices in Germany
which are manufactured by the Group in the UK Deltex Meical GmibH 1s itseli a 100% owned subsidiary of Deltex
Medical Limited

5 Debtors
2011 2010
£'000 £°000
Amounts falling due within one year
Other debtors 5 3]
Prepayments and accrued incorme 7 7
12 13
8 Creditors Amounts falling due within one year
2011 2010
£'000 £°000
Qther creditors 85 53
Accruals and deferred income 69 50

134 103
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Notes to the Financial Statements continued

Called up share capital

See note 21 of the Consalidated Financial Statements on pages 47 to 49 for full detals of the share capital and share
schemes held

Share-based payments

See note 22 of the Consolidated Financlal Siatemenits on pages 49 to 51 for full detals of the Company’s share-based
payments

Creditors Amounts falling due after more than one year

The amount of £980 000 (2010 £972,000) relates to Loan Notes that are repayable in full on 27 February 2014 baing five
years from the date of issue although they may be repaid earlier at the Company’s discretion in certain crcumstances If
such repayment 1s made the Company will issue the Loan Notes holder with warrants over B milllon 1p ordinary shares at
a pnece of 12 5p per share

The Loan Notes are convertible mto 8 milion 1p ordinary shares in the Company (*Ordinary Shares") at the effective price of
12 5p, being a premuumn of 26 6% over the share price at close of business on 26 February 2008 The Gompany can also
entorca conversion If the ordinary share pnce 1S equak to or exceads 37 Sp for any penod of 90 congecutive days

The Lean Notes are unsecured and interest 1s payable at 10 £% per annum for the first two years and at 7 5% above
LIBOR thergafter

Reserves
Share Capital Profit
Other premium redemption and loss
reserves account resarve account
£000 £'000 £000 £'000
At 1 January 2011 2,890 20,116 17,476 (7 204)
Pramiurm on shares 1ssusd dunng the year - 1,785 - -
Loss for the financial year - - - (423
Credit in respect of service cost settled by award of
sharg options 396 - - -
At 31 December 2011 3,286 21,901 17,476 {7.627)
Reconciliation of movements in shareholders’ funds
2011 2010
£°000 £000
Opering shareholders' funds 34,558 34335
Increasa in share caputal dunng the year 101 51
Premium on shares issued dunng the yaar 1,838 142
ISSUB BXpENSEs {53) -
Loss for the financial year (423) 421)
Credit in respect of serace cost settled by award of shame options 396 491

38,457 34 598
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Notes to the Financial Statements continued

Ultimate controlling party
There are ne shareholders with overall contral of tha Company as at 31 December 2011 or 31 Dacember 2010

Related party transactions

Exempton hag been taken under FRS 8 from disclosing retated party transachon between the Company and its subsickary
undertakings

Dr Eawin Snape, a director of tha Company, 1s pnncipal of Nexus Madical Partners i, L P

In Apnl 2008, Nexus Medical Partners i, L P loaned US$518,518 to the Gompany's US subsidiary by way of an
unsecured ioan note repayable after five years Interest on the lean note 1s to be charged at 4% per annum with afl interest
roliing up for settlement on redemption

The directors of Deltex Medical Group pi¢ had no other material transacton with the Cormpany dunng the year, other than
as a result of senice agreements Detals of the directors’ remuneration are disclosed in the Diractors’ Report in the
Consolidated Financial Statements on pages 17 to 19
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