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Surgical Innovations Group plc specialises

in identifying and addressing the “clinical need”,
with the design and manufacture of creative
solutions for minimally invasive surgery.

We listen

Our innovative medical devices are designed to meet
the “clinical needs” of surgeons around the world
but most importantly, improve patents’ quality of life

We innovate

Designed and manufactured in the UK, our medicat
devices are pioneering, ergonomic, easy to assemble
and easy-to-use

We improve

Our expert designers work hand-in-hand with global
surgeons, as well as our UK and international Clinical
Advisory Board (CAB) to continually improve our devices

We export

We are an export-focused company with over
40 mdependent distributors selling our pioneermg
products and solutions 1n all major markets

Learn more at www sigroupple com
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Review of the year
Our business

Products dedicated to meeting the “clinical
needs” of forward-thinking surgeons.

Our pioneering, user-oriented technologies are created through expertise in design
and specialist In-house manufacturing The result Is creative surgeon-led solutions for MIS

Clinical need

Working with members of our
Clinical Advisory Board (CAB),
we scope the project area

for clinical need, intellectual
property landscape and new

business opportunity
Concept
Manufacture We develop blue-sky ideas according
to opportunities identified in the
Our in-house manufaCtUrlng faCl'.lty research phase This includes
1s made up of a machine shop,
assembly, clean room and Injection e Generating working prototypes
moulding Our state-of-the-art for Key Opinion Leaders' (KOLs)
machinery allows us to produce expert and CAB feedback
precision-engineered products in close
collaboration with our design and e Evaluating cutting-edge innovations
quality teams with all users
e Protecting novel ideas through
intellectual property patents
Design

Qur designers are put through the
same core skills surgical training
exercises as surgeons, allowing
them to truly immerse themselves
In the role of the end user and
understand how prototypes can
be mproved and refined

02 wiww sigroupplc.com
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Focusing on delivering high quality products
to meet the patient need.

Si's Clinical Advisory Board (CAB) helps to identify clinical need ensuring our continual
commitment to meet the “patient need”

184 8Y) JO MBIASY

S| Brand

We design and manufacture
our own successful brand of
Resposable® medical devices

2012 revenue

£5.33 million

Percentage of Group revenue

69.8%

OEM

We are proud to be an OEM supplier
to several leading internationat
medical device businesses

2012 revenue

£2.20 million

Percentage of Group revenus

28.9%

Industrial

Sl's pioneering segment technology 1s ideally
surted to provide industrial solutions for
major tnternational companies

2012 revenue

£0.10 million

Parcentage of Group revenue

1.3%

Product improvement

With the patient need firmly i1 rmind,
product development 15 a key part
of our design and manufacturing
process This involves

o Refining the designs using CAD

® Ensunng that products
are effectively engineered
for manufacture

e Collaborating with our regulatory
team so products are compliant
with today's international, stringent
regulatory standards

Supply

We bulld and maintain relationships
with our distribution network to
ensure that Si has a strong reputable
global presence Sl also licenses its IP
over fixed penods and manufactures
products on behalf of OEM partners
who are committed to minimum value
and volume orders

www sigroupplc.com 03
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Review of the year
Our progress

A defining year of strengthening

our global reach.

2012 was a progressive year
for Surgical Innovations (S)

March
SAGES US - driving the Si brand

This month saw success at US Society of American
Gastrointestinal and Endoscopic Surgeons (SAGES)
conference and, as the only British company

in attendance, Sl has truly made an impact

on the US market

Meeting international distributors at SAGES

April
Strengthening the Clinical Advisory
Board (CAB)

Sl was pleased to announce the appointment of two new
surgeons to its Clinical Advisory Board (CAB), James Halstead
and Chns Sutton The surgeons are both highly expenenced
in minimally invasive surgery (MIS) and, since joining the CAB,
have worked closely with our design team on product testing
and feedback

04 www sigroupplc.com

May
Strategic UK partnerships

May saw the signing of a five-year extension to the
distribution agreement with UK distributor Elemental
Healthcare The agreement, which 1s based on minimurm
contracted volumes, will be worth £5 millen over the five
years and provides Elemental with continued excluswve
distribution nghts to Sl's entire: product portfolio within
Great Britain under the Sl brand

June

Key OEM alliance

An eght-year distnbution agreement with Carefusion,
aleading, global medical device companty, was signed,
gving it exclusve nghts to sell PretzelFlex® in the US
PretzelFlex® has been developed by Sl for the
effective elevation or retraction of organs and tissue
during MIS procedures to provide better access as
well as visualisation of surgical sites The device will
be marketed under the CareFusion brand and Slwill
retain the nght to manufacture and distnbute the device
under the Sl brand m all other markets
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July November

Sl hosts annual clinical meeting Launch of new website

Some of the best minds in UK surgery came together in SI's new Ltd website was launched The websrte has
July to attend the Company's annual Clinical Advisory Board  been especially designed with a vanety of users in mind
({CAB) meeting Throughout the two day event, Sl's concept  ~ including distributors, surgeons, patients and the
designers and product development engineers were given  media tt features an Online Distributor Resource Centre
the opportunity to liaise with surgeons to gain clinical where our network of international dealers can access
feedback on both the innovative Company’s existing and everything they need to promote S| branded products

planned product portfolio and gan inspiration for new ideas

Sl hosts its annual CAB meeting.

August
“Ultra” MIS

www surglnno com

December
Record month of delivery

S made strong stndes into the Paediatric Surgery By working with our Tep 10 dealers and establishing
market afier successfully exhbrting at its first paediatnc them as “strategic partners”, Sl was delighted to fulfil
congress The am of the event was 10 raise the global a record-breaking maonth of delivery Creating these strategic
profile of Si's new range of 3mm instrumentation for allances and working together to drive St branded products

“Ultra” MIS

3mm

Is & key part of our sales strategy and has seen an ncrease
of 51% in revenue from these key dealers

omm
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Review of the year
Our opportunities

Responding to clinical need and market
opportunities with new technologies.

We are recognised as highly innovative and progressive in the laparoscopic surgery field
and our award-winning technologies are ideally suited to be adapted in other areas of MIS

Development

Innovation

Strategic OEM partnerships

We continue to work with some of the world's leading healthcare
companies through OEM partnerships Our speed to market and
unique design proposition make Sl's design team an effective sales
and marketing tool

An example of one of our strategic OEM collaborations 1s our partnership
with Advanced Medical Solutions (AMS) Working with the AIM-listed
company, Sl has developed an applicator that applies adhesives and
sealants internally into the body using minimal iInvasve techniques
Slwill develep manufacture and hold the intellectual property rights
for the device

New areas of MIS/surgical techniques

The technologies used in SI's laparoscopic products can be adapted
to meet the needs of surgeons in other specialities We are currently
working with leading clinicians, acadernics and other medical companies
in these fields to identify emerging areas of surgery, where our skills
and expertise can be easily translated

Orthopaedics  Cardiovascular  Orthopaedics Thoracic surgery
thip) theart) {spine) (urgs)

Intetlectual property portfolio

We will continue to enhance our intellectual property portfolio
in the field of MIS with a view to ensuring competitive advantage

24

Cumulative total of UK
patents filed since 2009

06 www sigroupplc.com

Hip arthroscopy

Our concept design team 1s working on new innovations in hip
arthroscopy to Improve safety, visualisation and access into the hip
joint with assistance from our hip arthroscopy CAB surgeons

“Ultra” Minimally Invasive Surgery (MIS)

To satisfy the continuing clinical trend towards less collateral damage,
we have pioneered a 3mm range of instrumentation for “Ulira™ MIS
that significantly reduces post-operative pain and trauma for patients
Making smaller incisions promotes quicker healing and can negate the
need for port site closure suturing at the end of procedures
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Expansion

United Kingdom

As the NHS continues to reduce costs, SI's cost
effective solutions are perfectly placed to support
the NHS's cost reduction programme

United States

Being the biggest medical device market
n the world, the United States offers real
opportunities for Sl

34 7

Increase in UK UK hospitals
Si branded sales converted to
YelloPort+plus™

% 28.1%

Increase in sales
to the US

Percentage of total
revenue accounted
for by US sales

How the NHS 1s changing the UK market

Healthcare systems around the world are expected to make
significant savings during this time of austerity In the UK
the NHS aims to make savings of up to £20 billion by 2015
SI's Resposable® concept, which combines high quality
reusable and disposable components, 1s ideally positioned
to suppert the NHS and other global healthcare bodies in
therr cost-saving measures

How SI's market is growing in the US

Sl continues its focus on the development of US opportunities
and has been delighted to further increases revenue streams
in this market OEM distribution, direct sales of Sl branded
products through our master dealer (S! USA Inc) and the use
of third party “tray comparnies”™ have all contributed to a growing
market presence in the US and a 22% increase in sales

Jeek ayy Jo mejasy
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UK Sl branded sales (Em)

£0.88m

Diract US revenue (Em}

£2.15m

12 038 12 215
1 067 T 176
10 065 10 141

See how we will develop opportunities
through our strategy on page 11
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Review of the year

Chairman’s statement

"We remain confident about the
future growth prospects of the
business as our existing Sl branded
products continue to gan international
clinical recognition.”

Doug Liversidge CBE, Charrman

08

Summary

e The majority of sales continue

to corme from our higher

margin Sl branded products
which now represent 70% of
overall revenues (2011 62%)

e The US remains our largest

opportunity and now accounts
for 281% of total revenue

increasing YelloPort+plus™
cannula sales provides the
platform for longer term high
margin revenuas from the
disposable elements

www sIgroupplc com

Results

We have made good progress throughout
the year and the second half was particularly
strong, with substantially mproved trading
across both Sl Brand and OEM segments
against the first half As a result we saw a
considerable increase In contracted orders

in the second half of £6 62 million, which
represented an 85% improvement on our first
half performance (H1 2012 £302 million)

However as explained in our February trading
update, £1 million of these orders will be
recognised as revenus In the first week of the
financial year ending 31 December 2013 f the
addional orders had have been recognised in
the year under review | am configent that we
would have seen strong double digrt growth in
revenues, adjusted EBITDA and pre-tax profits
for that period Whilst it 1s frustrating that
the tremendous efforts of the team at the end
of the year are not being recognised in this
financial year t does mean that we will start
the current financial year with a sound platform
to buld on

As a result of the recognition discussed above,
Revenue for the period was £764 million
(2011 £760 million} and Adjusted EBITDA
{excluding exceptional irems) was ahead of the
previous year at £289 millon {2011 £2.83 rmillion}

The majority of sales continue to come
from our higher margwin Sl branded products
where we saw revenues Increase by 12 9%

to £5 33 million (20117 £473 million) Again we
expenenced particularly strong sales in the final
quarter of the year and this growth was driven
by our flagship Resposable® products. S branded
products now represent 70% of overall revenues
(2011 62%) OEM sales for the year decreased
215% to £2 20 million (2011 £2.81 million),
reflecting our policy to focus purely on our
strategic OEM partners whitst allocating
resources to promaotion of the 51 branded
products The Industriat business continues

to operate at historic levels with sales of
£101,000 (2011 £70,000)

We centinue our focus on the development

of US opportunities as we further increase
revenue streams in this important market
Direct sales to the US increased by nearly 22%
to £215 million (2011 £176 million) and now
account for 28 1% of total revenue (2011 232%)

An impertant measure of our performance

1s the growth n sales of the higher margin
consumable element of our Resposable®
products Total sales of these Sl brandad
consumakles increased by 67% to £317 millon
(2011 £2 97 milllon) which now represents 59%
of Sl Brand sales (2011 63%) There is a clear
correlation between long-term valve sales and
the nurnber of reusable cannulas in the market
| am delighted to report that YelioPort+plus™
cannula sales increased to 10,124 units
(2011 5272 units) and this provides the platform
for longer-term high margin reverwes from
the disposable elements
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Gross profit increased by 73% to £3.86 millon
(2011 £360 rnillion) with Gross margins Improving
to 505% {2011 473%) Due to the exceptional
items and increased amortisation and depreciation
costs, operating profit reduced to £132 million
(2011 £177 million) As a result profit before tax
was £123 million 2611 £171 millon} Earrungs
per share adjusted for exceptional iterns and
deferred tax adjustrments decreased to 0 35p
2011 044p)

Cash flow and investment

The Group generated net cash from operating
activities of £612,000 (2011 £178 million)
which reduced due to an increase in working
capital of £196 million ansing primarily as a
result of significant sales in December 2012
As expected, nvestment in caprtalised intangible
and tangble assets reduced during the year
to £198 millicn {2011 £2.84 rmillior)

At 31 December our net debt stood at £263
millien (2871 £111 milion) In addition to existing

! finance lease faclities, the Group secured a
£2 million overdraft faciity from HSBC and at
31 December 2012, £142 million of this facility
was utilised

Dwvidend

The Board maintains the belief that at this stage
in the Groug's development it would be maore
appropriate to centinue its focus on strong
inward investment and does not Intend to pay
a dwvidend for the year ended 31 December 2012

Regional Growth Fund (RGF)

In 2012 we announced Government approval
to our final bid for RGF monies of £5.05 million
These funds are specifically allccated to our
capital expansion strategy comprsing a new
R&D and traning facility within the Leeds City
Region We are aware that any caprial buld
programme must be in the best interests cf
Surgieal Innovations and we are in the process
of working with our professional advisers on
both site location and specification | will be
providing further updates over the course

of the year as the project progresses

Qutlook

Trading in the period since the year end has
been encouraging and 1s in line with our
expectations for the first quarter

Our strategy of focused innovation and product
developrment within new growth areas of

laparoscopy; fluid delivery and 3mm ultra-MIS,
coupled with cur move into new therapeutic
markets such as hip arthroscopy, ensures

we rermain at the forefront of MIS it also provides 8 April 2013
a solid platform from which we have a growing
pipeline of new products to be launched, which

will drive additional growth in the coming year
and beyond

We reman confident about the future growth
prospects of the business as our existing Sl
branded products continue to gain nternational
clrical recognition The US remains our largest

opportunity where we have established multiple
routes to market Continued investiment in
developing these routes will provide quicker
and easter access to this key market for both
current and future products We expect to see
a regular flow of new products througheut the
year, which will help to drive future revenues,
as well as the developrment of new and existing
relationships with our strategic OEM partners,
whilst retaining our pnmary strategic objective
of growing our Si Brand

I would like to thank the Board and staff for
their hard work in 2012 and their undoubted
contnbution to the strong performance of the
business, particularly In the second half of the
year We start 2013 well posiioned to take fult
advantage of the cpportunities that are avalable
to us and | look forward to reporting on the
continuing success of the Group over the
coming year

Liversidge CBE

www sIgroupple com 09
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Review of the year
Operating review

“We remain confident about the future growth
prospects of the business, particutarly from
our Sl branded products which offer an
attractive value proposttion to both clinicians
and procurement managers In these times

of austenty.”

Graham Bowland, Chief Executive Officer

Summary

e Strong demand for our
Resposable® instruments
has driven Sl branded revenue
up 128%

# Increased penetration of UK
hospital market

e Dnve further growth in the
business and to capitalise
in the US

10 www sigroupple.com

Operationally, we dnide the Group inte
three segments

§1 Brand - our own branded laparoscopic
minimally invasve devices These include

aur port access systems YelloPort® and
YelloPort+plus™, our instrument ranges
Log™Range, Logk®Reusabte and Quick®Range,
as well as our retraction systems FastClamp™
and PretzelFlex® New products are under
development to move the business into other
areas of MIS beyond laparoscopy

OEM - original equipment manufacturer
contracts with third party medical device
companies to supply minimally invasive
technology products through either own
labe! or co-branding

Industrial - provides minimally invaswve
technology for industrial applications This
remains a non-core element of our business

S| Brand

Revenues from Sl branded products increased
over the period by 12 9% to £5.33 million
(2011 £473 rilion} This growth was driven
by Sls flagship Resposable® products
YelloPort+plus™ and Log®Range

We continue to see strong dernand for our
Resposable® instruments, where some elements
are disposable and others reusable, The success
of this approach reflects a culture change
within the medical device industry and provides
cost-saving solutions within an increasingly
cost-conscious environment We believe that,
whilst the laparoscopic market remains highly
competitive, dermand for our cost-effectve

St Branded products 1 being driven by the

widespread austerity measures now expenenced
within the general surgery erwironment

Qur “razor/razor blade” model continues to
provde us with growing recurnng revenues from
the on-going sales of consumables In2012 we
saw unit sales of our YelloPort+plus™ valves and
SwingTop®s (the higher margin disposable elements)
increase by 33%, in direct relation to the increased
placng of the cannula urits (the reusable element)
sold in the previous year in 2012 we sold a total
of 10124 YellcPort+plus™ cannula units, up 92%
on the previous year (2011 § 272 units) As a
resuit, we expect to see a consistent pattern of
nsing consurnable revenues In 2013 and beyond

The Sl branded products are now sold through
a network of specialist laparoscopic distributors
across 31 countries As part of our sales strategy
we have established strategic alllances with ten
key distributors As a consequence we have seen
revenues from these particular distributors
increase by 51% These allances will provide
improved clinical feedback with links to the
International Clinical Advisory Board, greater
focus on device solutions for the “clinical need’
in each specific market together with enhanced
sales and marketing support and atiendance
at local clinical mestings

In February we receved approval from the US
Food and Drug Administration {FDA) for our
Logic® range of reusable instruments and our
US master dealer, S| USA Inc, was awarded a
three year contract by the Premier Healthcare
Allance (Prermien) for the sale of our Resposable®
Logi®Range, and Logic®Reusable range

of instruments Importantly this provides

Sl USA Inc with the opportunity to present our
technologies to the 2,800 plus hospitals and
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Review of the year

Our strategy and Key Performance Indicators (KPIs)

Driving sustainable growth.

Our strategy

e Delivery of sustaned growth
of 8l Brand revenue

® Promotion of the
Resposable® concept

e Continuous expansicn nto several
areas of surgery all encompassed
under the umbrella of MIS

@ Position Sl as a leader in 3mm
“Ultra" MIS instrumentation

Objectives

® Leverage the established routes
to market in the US

o Continue expansion through
organic growth of the reusable
cannula platform

e Launch hip arthroscopy preducts
and flud delivery device 1n 2013

o Create complete range of viable
3mm instrumentation

Progress

e Focus on increased sales and
marketing actmvity in international
key markets

e Growth in sales of the higher
margin, consumable element
of Resposable® products

e Pre-production hip arthroscopy

devices and AMS glue delivery
device on track

e New products launched include
PretzelFlex® 3mm and the
YeltoPort+plus™ 3mm range

Si Brand segment revenue {Em)

£5.33m 9%

Adjusted EBITDA (Em)

£2.89mM 21%

Adjusted earnings per share (p)

0.35p -205%

12 533 12 289 12 035

1 473 n 283 b 044

10 385 0 255 10 048
09 296 o9 084 6.1} 014

20112 saw continued growth in S Brand revenues
which remains our primary strategrc objectve

Adusted EBITDA increased by 2 1% reflecting
careful cost control

Adjusted earnings per share fell due partly to increased
nan-cash costs for amortisation and share-based payments

Number of YelloPort+plus™ cannulas

10,124 +92%

Direct US revenue (Em}

£2.15m +22%

Sl Brand Resposable® product revanue (Em)

£3.18m %

12 10,126 1 218 12 318
n 5,272 n 176 1 297
10 3213 10 141 10 236

09 2203 09 062 09 176

YelloPort+ptus™ provides a continued platform for growth
with a direct colligation between the reusable cannula
and the disposable valve

We conunue to leverage our established routes to market
In the US which remains our largest target market

Continued growth in Si Brand Respasable® revenues
demonstrates the financial benefit of our concept.

www sigroupplc.com 1"
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Review of the year

Operating review continued

S| Brand continued

90000 other sites within the Prermier Allance and
15 a significant benefit to ary perspective sub
distnibutor of Sl USA Inc We rermain committed
o drving our US business and with cost saving
at the very heart of US procurerrent thinking,
we believe the US will remain our key market
in the foreseeable future

Cur advanced laparoscopic retractor, PretzelFied®,
was launched in Europe at the end of 2011
We have recenved posive clinical feedback from
surgeons and distnbutors on the product and
it has sold well As a reusable device we will
experience revenue growth from new markets,
both geographical and climical, supptementad by
new PretzelFlex® line extensions It was pleasing
to announce the launch of the new 3mm
PretzelFlex® at the end of 2012, this adds value
to the range and enhances our move into
3mm surgery

Following the recent five year extension {o our
distribution agreement with our UK distributor,
Elementat Healthcare, we have seen extremely
strong growth in UK sales of Sl branded products,
up 34 3% on the previous year This increase In
sales has been driven by a greater penetration
of the UK hospital market with a number of
hospttals converting to St branded products

In the last year seven UK hosprals corverted
to using YelloPort+plus™ and eight hospitals
converted to using Log®Cut scissors

With the NHS having to report future

annual savings In the region of £20 billion,

our cost-effective devices are beginning to make
a positive iImpression with both procurement
management and clinicians prepared to support
the UK healthcare industry One NHS hospital
in West London changed to Sl's Resposable®
nstrumentation and this has brought savings
of £250,000 in the first year alone, compared
with the previous year's cost of using fully
disposable instruments.

QOur 3mm nstrument range has been developed
In response to the continuing trend to less Ivasve
surgery within the MIS space The benefits of 3mm
surgery are wentified through smaller incisions
thus reduaing collateral damage to the abdorminal
wall, negating the need for port site closure with
sutures and ultimately prowding near “scarless”
surgery Sls objective 1s to become a leader in
3mm surgery, we are well positioned to do so
with our unigue offering of 3mm ports,
instrurments and PretzelFiex®

12 www sigroupple.com

Our UK Clinical Advisory Beard 1s a key element
within eur growth strategy By addressing the

clinuical need” within each area of laparoscopic
surgery through our clinical relationships we
are able to develop devices that wilt be widely
accepted within the surgical community, both
national and international We are proud of our
close links with UK clinicians and highty value
therr feedback and input which has enabled us
to launch several new product line extensions
over the final quarter of 2012

OEM

Revenues from OEM decreased 215% to
£220 million (2011 £281 milliory) reflecting
our focus on strategic OEM partners whilst
focussing resources on the promotion of
Sl branded products

Qur OEM contracts business, whereby we
license our intellectual property over fixed
periods and manufacture the products on our
customer’s behelf, 1s very much reliant on our
partners driving business on our behalf and 1t
can, on occasion, be unpredictable in terms of
initial product launches, supply chain inventory
requirements and clinical adoption of new
dewvice technology

In the US we sell the PretzelFlex® laparoscopic
retractor through an OEM partnership with
CareFusion Following FDA 510(k) clearance
in March 2012 the first batch of PretzelFlex®
devices were shipped under this agreement
with a second batch shipped in December

In addition we receved FDA 510(k) clearance
for our reusable 3mm PretzelFlex™ device I
January 2013, which will enable CareFusion
to address the growing 3mm general surgery
market as well as paediatnc surgery We have
shipped a number of these nstruments to
CareFusion for evaluation purposes with thew
key opirwen leaders Following the successful
conclusion of these evaluations sales to the
US have now commenced

2012 also saw the launch of the Vikon branded
laparoscopic instrument range for Integrated
Medreal Systems Inc. (iMS) and we expect to see
stronger sales of this product ine with a full
contribution in 2013, with the opportunity to
develop further line extensions thus enhancing
the overall Vikon product portfolio

In September 2011 we signed a development
agreement with Advanced Medical Solutions
Group plc (AMSY) to develop a nove! device for

internal deployment of their branded achesive,
LiquiBand® This product, described by AMS as
therr "Hernia Mesh Fxation device’ 1s still on
track for a late 2013 laurch intially focusing
on key European laparoscopic hernia markets

Industrial

Revenues for our non-core Industrial business
remain at histeric levels at £101,000 (2011
£70,000) These revenues relate to the use of
technology In on-wing inspectien of et engines,
as well as a feasibility project for a possible
bespoke solution for a device delivery system

Product development
and new product pipetine

New product development and proguct
enhancement for the S| Brand continues apace
and 1s driven by the R&D team's close working
relationshtp with our Clinical Adwisory Boards

We have continued to invest significantly in new
products with a total nvestment of £2.23 million
relating to product development (2011 £2 90
million} to generate a regular flow of nnovative
products to bring to market

The Concept and Developrment tearms have been
working cn & number of new products which
will launch under the Sl brand during 2013

Our man focus has been on the development
of our 3mm ultra-MIS range, delivery systems
— the AMS device being the first for glue
deployment, as well as our efforts to dversify
our product portfolio from laparoscopy into
new climcal areas and in the first instance the
hip arthroscopy market We are already working
with our Cinical Adwisory Board (CAB) members
to create a gold standard in 3mm surgery

by developing best practices in laparoscopic
cholecystectomy {gallbladder removat) and
herna surgery

A dedicated team within our R&D department
continues to work with our CAB arthroscopy
specialists and having launched pre-production
devices for evaluation at the end of 2012 we
are confident that will be in a posttion to have
ports and instruments avalable for clinical use
N 2013 It 1s beleved that hip arthroscopy 1s the
fastest growing area within orthopaedic surgery
and as surgeon proficency and patient outcomes
improve we look forward to being able to service
the increasing demand for the required high
qualrty, cosi-effective Instrumentation
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Case study

What 1s the Regional
Growth Fund?

The RGF 1s a £2 4 biltion fund
operating across England to
be invested over a three year
penod The fund supperts
projects and programmas
that lever private sector
INVESUTENE Crealing ecoromic
growth and sustanable
employment It ams
particularly to help those
areas and communities
currently dependent on the
public sector to make the
transition to sustainable
private sector-led growth
and prosperty As part of the
agreement Sl will commit

o0 E8 7 million in capital
investment by the end of 2015

Ceputy Pnme Minister Nick Clegg wisiting Surgical Inmovations to congratulate them on the RGF offer

Regional Growth Fund (RGF)

Surgical Innovations to benefit from £5.05 million RGF grant

“It will allow Sl's profile to grow
Internationally, deliver sustainable
Jobs and achieve future growth for
the Company and the Leeds City
Region through establishment of
the Leeds Medical Technology Park”

Graham Bowland, Chief Executive Officer

Surgical Innovatians Group plc has formally signed the RGF
Final Grant Offer Letter, worth up to £505 milkon to SI
in Government funding The grant will be used to develop
a state of the art research and development facility and
clinicat training centre, with a reasonable expectation

of creating over 300 jobs In the Leeds City region over
the next twelve years

The RGF grant will benefit Sl by contnbuting infrastructure
funding to implement the Company’s long term strategy
for growth through enhanced product development in
new clinical areas of Minimally Invasive Surgery It will
enable the creation of a clinical training centre allowing
Slto further the relationships it has with leading clinicrans,
both UK and international, and will act as a magnet for
picneering surgeons looking to develop new skills and
instrumentation i minimal Invasive surgery
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Operating review continued

Product development
and new product pipeline continued

Our product development roadmap has

been well documented and we continue to
explore possibiliies of technology transfer
from laparoscopic to other areas of MIS

We commenced with hip arthroscopy and this
will be followed with moves Into thoracic, cardiac
and spinal surgery Thoracic MIS techniques
centre around video assisted thoracic surgery
(VATS) and we have commenced discussions with
key opinien leaders on how we can utilise our
tachnologies in this Innovative area of surgery

Clinical Advisory Boards

The UK CAB now consists of eight
highly-experienced laparoscopic surgeons
covering a wide range of specialisms within
{aparoscopy together with three key opinion
leaders in hup arthroscopy and spinal surgery
This structure ensures that Sl is able to both
address the clinical need 1n all areas of laparoscopy
and mplement the strategy to transfer our core
MIS technology into new areas of the body
across a broad range of clircal disciplines

We have alse started to develop the
International Clinical Advisory Board, (ICAB), a
group of key opinion leaders around the world
who can offer advice about therr local markets
and feedback on our products In Mareh this year
we announced the appointment to the ICAB

of Sean Barnett, a US paediatric and thoracic
surgeon specialising in core frauma and bariatnc
surgery This appointment 1s significant given the
launch of our new 3mm laparoscopic devices
which are aimed at all areas of general surgery,
but which could be particularly advantageous
for mirimal rwasive surgery in children

Manufacturing

We continue to implement cur programme

of gross margin improvements throughout
the manufacturing process As part of this
process we have commenced working with
the Manufacturing Advisory Service (MAS) on
a long-term lean manufacturing programme
This has already provided tangible benefits in
2013 and will be a key drver in our manufactunng
obyectives for further in-house manufacture of
critical, yet currently outsourced components

Follewang substantial investment in 2011 to
ensure the continued growth and optim:sation

14 www sigroupple.com

of our manufacturing arm 2012 saw a planned
reduction 1n this Investment to £117000
(2011 £124 milbon)

Post period end events

In January 2013 we formally signed the Regional
Growth Fund (RGF) Final Grant Offer Letter
This provides us with up to £5.05 million in
Government funding and will be used to develop
a state-of-the-art research and development
facility and clinical training centre

We expect that the RGF grant will provide
Infrastructure funding to Implement our long term
strategy for growth through enhanced product
development In new clinical areas of MIS It will
also enable the creation of a climcal training
centre which we believe will act as a magnet for
proneenng surgeons looking to develop new skills
and instrumentation in minimal invasive surgery

Outlook

Our strategy remains firmly in place to become
a leading innovator within the laparoscopic
surgery field and to continue to focus on product
development for our existing markets as well
as new therapeutic markets within MIS

We continue to work with our partners to
bring our technology to market, be it through
OEM agreements with major medical devices
companies or through our extensive international
distribution network that promotes our own

Sl branded products

The R&D team continues 10 work on gererating
both a wider range of new products and
enhancements to exsting product ines, We expect
to see a regular flow of these In 2013 partoularty
within the 3mm ultra-MIS range, as well as the
launch of our new hip arthroscopy products

We continue 1o receive interest from global
medical device companies to develop innovative
laparascopic products on an exclusve OEM basis,
Such enquires are testament to the high regard
in which our design team i3 held, we assess each
enguIry on its merits, taking nte consideration
the impact on our own S| branded products
against the strategic positiomng of Sl with

the potential partner

We expect to see further sales in the US of our
PretzelFlex® through our exclusive arrangement
with CareFusion, and with the planned 2013

launch of the laparoscopic "Hermia Mesh Fianor™
device for Advarced Medical Selutions we should

see the commencement of a revenue stream
in the final quarter of 2013 and the full benefit
In 2014 as the clinical berefits of glue foation
become accepted across the MIS space

We continue to be well placed to drive
further growth in the business and to caprialise
particularly on the opportunities that are
presented to us in the US, which is our fargest
target market We will continue to promote

Sl branded products through our master dealer
for instruments and through specialist tray
companies for our ports It 1s our intention to
allocate rescurces to support the promotion
of our US business, therety ensuring we fully
caprtalise on the current opportunities opening
up to Sl as a result of the economic pressures
being applied to the US heatthcare system

We rernam confident about the future growth
prospects of the business, particularly from our
Sl branded products which offer an attractve
value proposition to both clinicians and
procurement managers in these times of
austerity With the increased placement of
cannula units in 2012 we anticipate the benefit
of pull through of higher margin consumable
sales In 2013 UK sales for Sl branded products
have started well 1n 2013 and already in the
first quarter nine UK hosprtals have converted
to using YelloPort+plus™ and a further three
hospitals have started using Logi®Cut scissors

The strong performance in the final quarter of

the year was a great achievernent by the team
and | would like to thank my colleagues for ther
hard work and support n all areas of the business

We remain confident in both our sales and
product development strategies There needs
to be a fine balance between developing routes
to market and the development of new products
that ultimately feed into these routes |t takes
marty years to create a robust international sales
network capable of promoting our specifically
positoned medical devices We believe this
balance will be achieved n 2013 as we Irvest
within the US market and | look forward to
providing further updates during 2013 as we
focus on US revenue generation in the current
financial year

Graham Bowla:_)\

Chief Executive Officer
8 April 2013



#nnual Report and Accounts 2012 | Surgical nnovations Group ple

Review of the year

Case study

What 1s the CAB?

The CAB works closely

with S's design team to
offer clinical feedback on

its existing product portfolio
and also gving insprration
for new 1deas The UK and
international CAB 1s made
up of prominent Key Opinon
Leaders (KOLs) from all areas
of MIS, allowing Sl to be at
the forefront of product
development and the
continuation of STs
surgeon-led philosophy

UK Consultant Surgecn James Halstead operating with his team at the Nuffield Health Leeds Hospital

Clinical Advisory Board (CAB)

Surgeons and industry working together to identify clinical need

Surgeon-led solutions

20 years ago, a surgean and engineer came together to
address a clinical need This collaboration of engineenng
and clinical expertise was the secret to our success
and, since then, Surgical Innovations (S} has maintained
this surgeon-led focus by creating two CABs — one
international and one made up of UK surgeons
Consuttant surgeon James Halstead Is celebrating

his first year on the CAB

“It 1s refreshing to see surgeons
and ndustry working together

to identify clinical need and also
ensure the rnight clinical decisions

are made In relation to the challenges

surgeons face every day. | am proud

to work with Sl and to be able to
contribute to the next generation
of instrumentation”

James Halstead, UK Consuitant Surgeon

www sigroupple.com
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Financial review

“Gross margin from the core

MIS business Increased to 499%
(2011 4719%) as a consequence of
manufacturing improvements and
favourable shifts towards higher
margin consumable elements”

Mike Thornton, Chief Financial Officer

Summary

o Reported revenue for 20712
Increased 05% to £764 million
{2011 £760 mullion)

e Gross margin from the core MIS
business increased to 49 9%
(2011 471%%)

o Adjusted EBITDA increased from
£2 83 million to £2 89 mullion

16 www sigroupplc.com

Revenue

Reported revenue for 2012 increased 0 5% o

£764 million (2011 £760 million) A segmentat

analysis of revenue 1s provided opposite which
ltustrates the strong growth performance from
the Sl brand, offset by a decline in sales of OEM
products Further commentary on performance
by segment in provided in the Operating review

Gross margin

Gross margin from the core MIS business
increased 10 499% (2011 471%) This mproverment
15 a consequence of manufactunng improverents
and favourable shifts towards higher margin
consumable elements of the Resposable® range
For 2012 S! Brand represented 70% of MIS
business {2011 67%)

Operating expenses

Operating expenses increased by £709,000 during
the perod to £2 54 million (2011 £1.83 million)
This iIncrease pnmartly resulted from exceptional
items In the period (£284,000, see below)
ncreased amortisation of product developrment
intangible assets (£150 000} charges for
share-based payrments {£66,000) and initial
rvestment into new areas of MIS (£123 000)
Notwithstanding this increase, the Group
continues to rigoreusly control costs

Exceptional items

Dunng the first half of 2012 we incurred one-off
costs of £284,000 (2011 £nil) as a consequence
of restructuring vanous operational areas

of the business In order to provide a more
aocurate picture of the underlying performance

of the business the profitability figures quoted
below and in the Charrmarn's statement and
Cperating review are adjusted to exclude
these non-recurring costs

Finance costs

As noted below we utilised an overdraft provided
by our bankers for the majonity of 2012 and
accordingly finance incorme was negligible
Interest payable on the bank overdraft
amounted to £31,000 (2011 £15000)

The majority of the finance cost of £34,000
arose In respect of finance lease obligations
where the charge for the year totalled 863 000
(2011 £58000) Following the major investment
of recent years, caprtal expenditure in 2012
was minimal and this cost Is expected to
reduce next year

EBITDA and operating profit

We are pleased to report that EBITDA (excluding
exceptional items} increased from £2.83 million
to £2 89 milbion in lne with the slight increase in
revenue which represents a strong signal that

we are continurg to carefully manage our costs

We believe EBITDA 1s the most appropriate
measure of profitability for the business as it
excludes the impact of significant non-cash
charges for depreciation and amortisation which
mask underlying performance at operating
profit level

Operating profit for the year reduced to
£132 mdlon (2011 £177 million) due to the
ncrease in amortisation of product development
costs of £150:000 and the exceptional tems

of £294000
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£7.64m 0s5%

2011 £760m

12 533

" ““  SiBrand +29%

12 220

" 2o OEM 215%

12 010

"o Industrial +443%

Taxation reflecting that products developed inrecent years At 31 December net debt, which 1s defined as

The Group recognised a tax charge of £547000
{2011 £33,000 credr) reflecting a deferred tax
charge of £834 000 offset by a corporation tax
credt of £287000 The effective rate of tax of 44%
15 distorted by a one-off adjustment to the
deferred tax asset in respect of trading losses of
£441000 The urderlying effective tax rate 1s below
the headline rate of corporation tax and we expect
this to be the case in the future due to the Patent
Box and Research and Development regimes

During 2012 the Group submitted enhanced
Research and Development claims in respect
of 2011 and 2010 and elected to exchange tax
losses for a cash refund At 31 December the
balance sheet included an asset of £287000,
the majority of which has been receved at the
date of these financial statements

Earnings per share (EPS)

The Group achieved 017p {2011 044p) basc EPS
i1 2012 which is distorted by the exceptional tems
in the penod of £294,000 and the adjustment
to deferred tax of £441000 referred to above
Adusting for these, undertying EPS would be 0.35p

Intangible and tangible assets

As n previous years, we have continued cur
investment 1n product development The Board
15 confident with this investment strategy and
accordingly, £185 million (2011 £2.50 million)
of costs have been capitalised duning the year,
increasing the total amount of caprtalised costs
to £8.33 million (2011 £6 48 million)

The amortisation charge aganst capralised costs
increased significantly to £700000 (2011 £550,000)

are now launched and selling to customers
The amortisation charge will undoubtedly continue
to increase n future reporting perods, reducing
reported profits No imparments have been
identified at 31 Decemnber 2012 following review
by the Board

Capital expenditure during the year was minimal
at £183,000 (2011 £141 mullion) following

the major investment programme during
2010 and 2011 to implement our strategy

of in-house manufacturing.

Foreign currency

Dunng 2012 the Group has continued to generate
significant surplus US Dollars through sales to
customers These have either been sold into
Sterling at spot rates or market risk has been
eliminated through the use of forward contracts
In respect of the Euro, the Group has largely
acheved a natural hedge with Euro denominated
recelpts being In line with Euro payments

The Group will continue to monitor the need for
forward contracts depending upon the level of
natural hedging achevable and the extent to which
surplus currencies are expected to be generated

Cash flow and net debt

Cash flows generated from operations before
working capital movements were strong at
£2 66 million (2011 £2 83 million) However
the sigrificant working capiial iIncrease dunng
the year of £186 million {see below) reduced
cash generated from operations to £706,000
{2011 £185 million) As expected, cash used
In Investiment activities reduced during the
year to £198 millon {2011 £2.84 miliion)

cash and cash equivalents less bank overdraft
and obligations under finance leases, stood at
£263 million (2011 £111 mellion) In addition to
existing finance tease facilibes, the Group secured
a £2 million overdraft facility from HSBC for
the period through to 30 September 2013

At 31 December 2012, £142 million of this
facility was utilised

Working capital

Working caprtal increased by £1.86 millon to
£6 60 milien {2011 £4 64 million) £747000 of
this Increase s attnbutable to inventory levels,
however approximately £0 5 million of this
increase reversed In the first week of 2013
when the sales referred to in the Chairman's
statement were recogrised Trade recenvables
increased by £128 million compared to the
prior year which reflects the impact of sales of
YelloPort+plus™ on extended credit (£637000)
and also the phasing of sales with significant
revenue recognised in December 2012

We are cornmitted t0 iImproving our manufactunng
processes through lean manufacturing, and we
beleve that this will yield benefits over the course
of the year Our distributors operate in many
different countries where credit terms and local
practces vary significantly Consequentty, relatvely
high trade recevables are a feature of our
business that we de not expect to change

Mike Thornton
Chief Financial Officer
8 April 2013

www sigroupple.com 17

gak ay) Jo mejaey

SOUBLIAACD)

SIUBLLGIEIS [BIOVEULY

LONBLLIOY Jap|oyaIeug



Surgical Innovations Group plc | Annual Report and Accounts 2012

Review of the year
Principal risks and uncertainties

How we manage risks.

The management of the business and the nature of the Group’s strategy
are subject to a number of risks which the Directors seek to mitigate

wherever possible The principal risks are set out below

Issue

Patents and
proprietary rights

Risk and description

The Group's success 1s dependent upen iis abilty to
establish, file and protect intellectual property relating to
the development of its proprietary products for eventual
sale or license Whilst the Group seeks patent protection
where appropnate for its developments, there can be

no assurance that patent applications will mature into
granted patents or that existing patents will provide

the Group with sufficient protection in the case of
infringement by third parties, or be successfully
challenged or revoked by competitors

Mitigating actions

The Group has in place an established process

for the development of new products Protection

of proprietary rights 1s considered from the genesis
of a product through the design process The Concept
team has a team member dedicated to patent work,
both investigating the Group's ability to protect and
also ensuring protection against products avallable
for sale or in more advanced stages of development
The Group continues to work with two principal patent
attorneys which provides necessary expertise and
also familianity with the Group’s product range

Regulatory approval

As an international business a significant proportion of
the Group's products require registration from national or
federal regulatory bedies prior to being offered for sale
With our major product lines now having FDA approval
in the US, we are subject to therr audit and nspection of
our manufacturing facilites There 1s no guarantee that any
product developed by the Group will obtain and maintain
national registration or that the Group will always pass
regulatory audrt of its manufacturing processes Falure
to do so could have severe consequences upon the Group's
ability to sell products in the relevant country

The Group has a dedicated Qualsty department which

® assists product developrment teams with support
as required to minimise the nsk of regulatory approval
not being obtained on new products, and

® ensures that the Group operates processes
and procedures necessary to maintan relevant
regulatory approvals

Whilst there 1s no guarantee that this will be sufficient,
the Group has invasted in people with the appropriate
experience and skills in this area which mitigates

this nsk significantly

18
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Issue

Product
obsolescence

Risk and description

Due to the nature of the market in which the Group
operates, products are subject to technological advances
and, as a result, obsclescence

Mitigating actions

The Directors are cornmitted to the research and
development of new products, both within Laproscepy
and other areas of MIS This should enable the Group
to react effectively to developments within the market

Dependence upon
resmbursement

The commercial suceess of the Group's products 1s partly
dependent upon reimbursement levels for laparoscopic
procedures set by governments, heatth authorities, private
Insurers and other orgarusations There Is no guarantee
that changes In reimbursement policy In the Group's
main markets will not have an impact on the ability

to sell products into those markets

The Group sells its products in the main MIS markets
across the globe This mitigates the impact on the Group
of changes within an indvidual territory The Group has

a range of cost-effective products, particularly through
the Resposable® concept, which means it 1s well positoned
to weather downward changes in reimbursement policy

International
trade regulation

The Group operates in a number of territories across
the world subject to local laws and regulations, including
trading. There 1s a risk that changes in regulation within
an indnvidual territory may have a material impact

on the Group's ability to trade and supply product

The Group works closely with distibutors and OEM
partners to ensure that changes to local legislation
are understood, and where possible, addressed
Where necessary, the Group works with legal advisors
to ensure risks are fully understood and mitigated

Foreign exchange nsk

The Group's functionat currency 1s UK Sterling, however

it recenves significant export ncome in US Dollars Whilst
the Group makes some purchases in this currency, it does
not create a natural hedge of the foreign exchange nisk
Accordingly. the finarcial position and performance of the
business is exposed to moverments in US Dollar rates
which it 18 unable to control

The Group moNItors Currency exposures on an onN-goiNg
basis and enters into forward currency arrangements
where considered appropriate to mitigate the nisk of
material adverse movements in exchange rates impacting
upen the business Euro and US Dollar cash balances
are monitored regularly and spot rate sales into sterling
are conducted when significant currency deposits
have accumulated
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Corporate social responsibility

Our community approach.

Corporate Soclal Responsibility (CSR) lies at the heart of everything we do
it 1s integral to the sustainability of our business and informs all of our actions,

all of the time

Highlights
¢ New scheme to roll out this

year, enabling employees to
observe CAB members operating

e In 2012 the Board gave employees
the opportunity to participate
in a share scherne option

e Two of our apprentices were
invited to attend a reception
hosted by the Deputy Prime
Minister Nick Clegg to
celebrate apprenticeships

20 wwhw.sigroupplc.com

Surgycal Innovations (Sl is committed to building
a sound Corperate Social Responsibility (CSR)
policy and during the last year we have been keen
to integrate CSR across the business to help
improve performance Our CSR commitments
cover the following areas employees apprentices,
business ethics, environment, health and
safety, and community engagement

Employees

It 18 mportant for us to attract and retain the
nght calibre of people — a vision that we see
as the basis for our future success. All employess,
regardless of therr role in 3|, take part in the
same core skills surgical training exercises

as surgeons, allowing them to truly immerse
themselves in the role of the end user

The one-day nduction course 1s carned out by
the Chief Executive Officer, and 1s a valuable
training resource for all staff Employees of

all levels are also being offered the cppertunity
to go inte local hosprals to observe one of
our Clirscal Advisory Board {CAB) members
operating In theatre It1s Important that everyore
in the Compary understands exactly how our
instrurments are used by surgeons and therefore
how criticat therr own personal role s within
this process This 15 a new scheme which will
be rolled out this year

in 2012 the Board, as a thank you to everyone's
hard work and dedication, gave employees the
opportunity to participate in a share scherne

option The scheme gives staff the chance
to purchase shares in three years' time at
a fixed price and benefit from the future
growth and success of the Group

Sl staff frequently embark on chartable
ventures and we actively ercourage employee
participation in local fundraising events

Sl consistently seeks to financially match
employee sponsorship contributions up

to a predefined level

Apprentices

Sl understands the positve impact the
younger generation has to offer the Group
and we run a proactive apprenticeship scheme
across the organisation to nurture young talent
Apprentices are enrolled n an Advanced
Mechanical Engineenng course at Leeds City
College providing them with a sound theoretical
knowledge base They are placed on ten-week
placements in five different areas of the
business ncluding quality product developrent
engineering, machine shop, assembly and
injection moulding, allowing them to gain
practiat skills in the specialist medical device
industry The apprenticeship scheme gves

Sl the opportunity to train apprentices to our
exacting Cornpany standards and help towards
combatting the skills shortage throughout
the manufacturing industry
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Recently two of our apprentices - Lous Ball
and James Littlewood — were nvited down

to London to attend a reception hosted by the
Deputy Prime Minister Nick Clegg to celebrate
apprenticeships and showcase the contribution
they make to the economy

Speaking at the reception Deputy Prime Minister
Nick Clegg sad *| was delighted to welcome
Louis and James to Admiralty House, after
being hugely impressed when | wisited Surgical
Innovations earlier this year It's clear they are
making a valuable contribution and thetr hard
work now will no doubt set them up for a
bright future”

Business ethics

We strive to play an integral role in society
and our core value Is to meet the needs of
forward-thinking surgeons and climcians

by supplying high-quality cost-effectve
instrumentation that empowers surgeons and
provides patients with an iImproved quality of
fe We have also introduced a Resposable®
range of instruments, that combine reusable
and disposable components, so surgeons can
use high-quality Instrumentation while also
saving their hosprtals hundreds of pounds per
procedure In a market that 1s dominated by
expensive throw-away devices our Resposable®
Instruments are seen as a “breath of fresh ar’
by both surgeons and procurement managers
across the globe

Apprentices Lous Ball and James Littlewood at a reception hosted

by the Deputy Prime Minister Nick Clegg

Deputy Pnme Minister Nick Clegg duning his recent visit to Surgical Innovations

www.Sigrouppic.com
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Corporate social responsibility continued

UK consultant surgeon James Halstead operating

Designers and CAB mermbers sharing ideas

22 www sigroupple.com

Business ethics continued

Our Clinical Advisory Board (CAB) consists
of renowned surgeons who work in close
collaboration with our destgn teamn to advise
on existing and potential new product Lines,
ensuring Sls innovations meet the needs of
surgeons and patients allke Following the
success of our UK CAB we have also started
to ntroduce an Internatonal Clinical Advisory
Board (ICAB), which will be made up of key
surgeons from across the globe Over the
coming year we will be working with our
international partners to populate this Board
and introduce key opinion leaders from
around the world

Community engagement

We feel It 1s vital to support our local community
and have actvely contributed to the creation
of Leeds Health Hub The Hub 1s made up of
medical companies based in Leeds together
with representatives from the University of Leeds,
Leeds Metropolitan University and Leeds City
Council Its aim ts to help to place Leeds on
the map as a leader in medical Innovation

This vision was realised further in January when
Sl recenved the final grant offer letter for the
Regional Growth Fund (RGF), which 1s worth

up to £505 million to Sl Government funding,
The grant will be used to develep a state of
the art research and development facility and
clinical training centre, with a reasonable
expectation of creating over 300 pobs in the
Leeds City region over the next twelve years
The creation of a clinical training centre will
allow Sl to further the relationships it has with
leading clinicians, both UK and international
and will act as a magnet for pioneering
surgeons looking to develop new skills and
nstrumentation in minimal invasive surgery

Sl s also partnered with universities and
hosprtals throughout the region ncluding
Leeds Unversity and Bradford University and
has just completed two Knowledge Transfer
Partnerstups (KTP), helping us to stimutate
Innovation in the business Improve processes
and draw upon the uniersities expertise while
allowing the universrires accass to Industry
The KTP scheme 1s a partnership between
the universities, Sl and part-funded by

the Government

Environment

Maintaining excellent environmental standards
15 Integral to all organisations and we strive
to minimise the effect of our operations on
the enviranment wherever possible We look
to review the impact of all of Sl's policies and
operations covering emissions and fuel efficency;
noise, waste, energy use and recycling

We encourage ideas and suggestions

from all employees in this regard

Health and safety

St has an established Health and Safety
Committee that 1s made up of employees from
across the organisation The committee meets
on a regular basis to discuss any health and
safety 1ssues that have been raised from all
areas of the business and how we can improve
health and safety across Sl
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Review of the year

Case study

Apprentice James Littlewood in the machine shop at Surgical Innovations

How does the
programme work?

it 1s four year scheme and as
part of the course apprentices
will participate in ten-week
placerments in fve different
areas of the business
including qualrty, product
development engineering,
rmachine shop, assembly

and iniection moulding Within
the programme apprentices
develop basic engineering
sklls, knowledge and practical
experence by working with
machine tools, centre lathes
and milling machines

SI’s apprenticeship scheme

Combatting the skills shortage throughout the manufacturing industry

Nurturing young talent

At Sl we understand the positive impact the younger
generation has to offer We run a proactive apprenticeship
scheme across the organisation to nurture this young talent
The scheme allows us to train apprentices to our exacting
Company standards and helps towards combatting the
skills shortage throughout the manufacturing industry

It has received much praise from many external bodies
and was awarded Medium Employer of the Year at the
Leeds Apprenticeship Recognition Awards Each year we

will be increasing the number of apprentices employed

“l am currently on my second year
on the apprentice scheme and 'm
finding it really interesting It 1s a
better alternative to higher education
because you are learning new,
practical skills each and every day.
It is excrting to think that the medical
devices | help make are used In
patients around the world”

James Littlewood, apprentice, 19
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Governance
Board of Directors

Name Doug Liversidge CBE

Position Non-executive Charman

Board committees Remuneration Committee
{Chairman), Audit Committee

Name Graham Bowland
Position Chief Executive Officer

Name Mike Thornton
Position Chief Financial Officer
and Company Secretary

Expenence Doug was educated in Sheffield
ard graduated with a degree in Metallurgy In
1957 Employed for 21 years at British Steel,
Doug attained the position of Chief

Quality Manager

After moving to G W Thornten as Managing
Director and subsequently appointed Chief
Executive, Doug guided the company through
its flotation on the London Stock Exchange
in March 1987 and was instrumental in the
company winning Numerous prestigious
business awards including the Queens Award
1o Industry for Export Achievernent and twice
the Cutlers Acclaim Award for Corporate
Growth In 1891 Doug was awarded South
Yorkshire Businessman of the Year Doug was
previously Charman of Medilink Yorkshire and
Humber He 1s proud to have held the office of
Master Cutler in Hallamshire frorm 1998 to 1999

Doug has two honorary degrees from
Sheffield University ang Sheffield Hallam
Unwersity and in 2000, was appointed
Chairman of the South Yorkshire Learning &
Skills Council by Government Office, Leeds

He was awarded the CBE in the 2000 New
Year's Honours Lst for services 1o industry
in 2012 Doug recenved the coveted Medlink
Beacon Award for Outstanding Contribution
to Healthcare in recognition of his continued
services to the medical device industry

Other appointments Charr of the Leeds
Innevation Health Hub and Fusion IP plc

24 www.sigroupplc.com

Experience Graham graduated from Cardiff
University with an honours degree in Physics in
1982 He qualfied as a Chartered Accountant
in 1987 whilst working for a local firm of
chartered accountants

After gaining substantial experience in the
private sector Graham joined Slin February 1999
as Financial Controller and was promoted in
the same year to the Group Board as Finance
Director and Company Secretary

Appointed Joint Managing Director of Surgical
Innovations Limited in 2000 and made sole
Managing Director in 2008, Graham has been
instrumental in bullding upon the Company’s
réputation within the industry for innovation
and n-house manufactunng In 2010, Graham
became Group Chief Executive Officer,
continuing to build the Compary's strategy

Other appointments Untl 2012, represented
the Leeds city region on s BIG Panel reporting
to the Local Enterprise Partnership (LEP) and
currently a memter of the Leeds Innovation
Health Hub

Expenence Mike 1s a Fellow of the Institute
of Chartered Accountants He joined the Group
in Becember 2011 as Finance Director of the
main trading subsidiary and was appointed as
Chief Financial Cfficer of the Group in May 2012
He also acts as Company Secretary

Mike joined the Group from professwonat
services firm PwC Mike trained as a graduate
with PwC and then progressed through to
Director over a t4-year period, working in
offices in Hull, Leeds and London Whilst

at PwC he primarily provided audit, due
diligence and stock exchange accountancy
services to a wide range of clients across
the Yorkshire region
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Name Colin Glass

Position Non-executrve Director
Board committees Audit Committee
{Charman), Remuneration Committee

Name Ray Simkins

Position Non-executive Director

Board committees Remuneration Committes,
Audit Committee

Name Professor Mike McMahon
Posrtion Non-executive Clinical Director
and Chair of the Clinical Advisory Board

Experience Colin i1s a Chartered Accountant
and a partner in Winburn Glass Norfolk He s a
founder Diector of Surgical Innovations Lirmited
and was Instrumental n secuning early funding
and in the reverse takeover of Hasmeocell plc
N 1998, which resulted in the quotation of the
Comparny an AIM

Other appointments Colin 1s a Non-executve
Director of several companies, including Straight
PLC and Getech Group plc which are quoted
on AIM.He s the Charrman of Sfs Audit Commitiee
and a member of Sfs Remuneration Committes
Using his expertise in financial and corporate
adwviscry matters, Colin has built up a wide
range of contacts from various ndustnies and
organisations which benefit the companies
with which he 1s involved

Experience Ray is a mechanical engineer

by trarung and worked for The Getz Group
since 1966 spending the majority of his career
working within group companies in the USA,
Japan, Australia and South East Asia Ray 1Isa
member of both the SIs Audit and Remuneration
Committees and, with experience In International
marketing, logistics and manufacturing in the
healthcare field He provides invaluable input
Into many aspects of the Board's actvities

Other appointments Ray is currently
President of the Getz Group and continues to
focus his actvities in the USA and Asia/Pacific
region Ray has been a Non-executve Director
since 1996 and was instrumental In secuning
nvestment from Getz prior 1o the reverse
takeover of Haemocell plc in 1998

Experience Mike, a founder Director of
Surgical Innovations Ltd, becarme Non-executive
Clinical Director in October 2007 He s an
Emeritus Prof of Surgery at the Universtty of
Leeds, and practices as a Consultant Surgeon
at the Nuffield Hospitat, Leeds He has carried
out research and development of laparescopic
surgery and has demonstrated operatve
techniques in many countries He 1s past
President of the Assoctation of Laparoscopic
Surgeons of Great Britain and Ireland and was
also Tutor in MIS at the Royal College of Surgeons
and Director of the Leeds Institute for Minimalty
Invaseve Therapy

Qther appointments Mkes past roles include
President of the Pancreatic Socety of Great
Britan and Irefand and Chairrnan of the Education
Committee of the European Association of
Endoscopic Surgery He 1s a Non-executve
Dwrector of Cipher Surgical Limited
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Clinical Advisory Board

Name Philippe Grange
Speciality. Laparoscopy

Name. Marco Adamo
Speciality Laparoscopy

Name James C Halstead
Speciality. Laparoscopy

Philippe qualfied frorm the Medical Schoo!

in Nancy and then qualified from Poitsers in
general surgery in 1986 and urology in 1989
He 15 now a Consultant at King's College
Hospital in London, Honorary Professor of
Urology at The Beying Hosprtal and Honorary
Consuttant Laparoscopist at Guy's Hospital
and University College of London Hospital.

His main field of interest lies in pioneering
laparoscopic procedures and he has performed
over 2,000 major laparoscopic procedures in
oncological urology, urogynaecology and
abdominal surgery

Philippe has been teaching and mentcring
radicat prostatectorny in 40 centres for the
past three years He is currently a course
Director for laparoscopic skills (BAUS, China,
RCS, UCLH, ESD and 1s an adwiser to the Royal
College of Surgeons for laparoscopic skills
courses He I1s an adviser on the Board

of the International Society of Cryosurgery

Name lan Brayshaw
Speciality Laparoscopy

Marco 1s a Consultant Surgeon and Banatric
Surgery Lead at the prestigious Unversity
College London Hospital (UCLH) where he has
worked since 2007 He graduated in 1995 with
full marks and honours in Palermo, tealy, and
also completed his training in gereral surgery
at the same unversity He has been living in
the United Kingdom since 2000 dedicating his
actmty to advanced laparoscopic surgery and
laparoscopic baratnic {cbesity) surgery He was
awarded an MD by the University of Leeds for
his research on appetite hormones and
bariatre surgery

He 1s a pioneer of single incision banatrc
surgery having performed the first single inaision
laparoscopic sleeve gastrectomy in the UK and
often runs advanced training courses for UK
and Eurcpean surgeons in laparoscopic bariatric
surgery and laparoscopic hernia surgery

Name. Alfred Cutner
Specialty Laparoscopy

James graduated from the University of
Cambridge with a degree in Medicine In 1996
and 1s traned In cardiothoracic surgery and
general surgery, specialising in banatric and
upper gastrontestinal tract surgery He is now
Consultant Surgecn at Leeds Nuffield hospital

James has developed specialist obesity practise
utilising the latest advances in laparoscope
surgery for gastric banding, bypass and slesve
gastrectorny In 2009, James was awarded a
Clinical Excellence Award in recognition of his
work In bariatnc surgery

Name. Jon Conroy
Speciality Arthroscopy

lan graduated as an Operating Department
Practiioner n 1994 He has continued 1o tran
In this area and In 2004 completed a Diploma
1n Advanced Surgical Practice at Huddersfield
Unnversity and went on to complete The Royal
College of Surgeons Basic Skiills course He 1s
a surgical fist assistant for the Leeds General
Infirmary, where he has worked since 1881

lan speciabses in laparoscopic banatric surgery,
upper Gl and colorectal surgery He has been
the first assistant in over 500 bariatric cases
and 50 colerectal pouch procedures in the UK.
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Alfred, consultant at University College
Hespital London, achieved a distinction in
obstetrics and gynaecology in 1985 and went
on to obtain his Doctorate In Medicine from
the University of London in 1993

Alfred gained his Part Il to become a Member
of the Royal College of Obstetncians and
Gynaecclogsts in 1993, having obtained

Part 1 n 1987

He has written a book enutled “Basic
Urogynaecology” (1983} and has also contributed
to many others, including “The: Investigation and
Management of Urinary Incontinence 1n Wormen”
(1995) and a more recent chapter in R Kearney
A Cutner “Laparoscopic Colposuspension and
Paravaginal Reparir” Alfred has been a member
of several committees and currently holds the
position of President of the BSGE

Jon 1s a Consultant Orthopaedic Surgeon
speciglising in joint replacements and
arthroscopic, or “keyhole', surgenes to the

hip and knee and 1s a member of the British
Hip Society International Society of Hip
Arthroscopy The British Orthopaedic Association
and a Fellow of The Royal College of Surgeons
of England He also holds a Masters degree in
Mechanical Engineenng from the University of
Leeds and has published research in several
medical journals and won the GlaxoSmithKiine
Orthopaedic Essay Prize in 2005 and the John
Fitton Prize for Orthopaedic Specialist
Registrars n 2006
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Name Si6n Glyn-Jones
Speciality Arthroscopy

Name Chris Sutton
Speciality Laparcscopy

International Clinical
Advisory Board

Name Sean Barrett
Speciality Paediatric
Jomned tn year. March 2013

Si6n works as a Consultant Hip Surgeon n the
Adutt Hp and Knee Reconstruction Service at the
Muffield Orthopaedic Centre Me undertakes all
aspects of adult hp surgery and has a specialst
Interest in the treatment of hip arthritis in the
young patient and revision hip arthroplasty

Si6n studied medicine at Cambridge and

later conducted clinicat attachment in London
Thereafter, he went on to complete his surgical
and orthopaedic training in Oxford where he
ganed a OPhil degree

In conpunetion with his colleagues at the
OOEC, Sién 1s currently investigating the role of
mechanics In the Iniation of hip osteoarthriis
and improving design and outcomes of total
hip arthroplasty

Name Jake Timothy

Speciality Orthopaedic Spinal and Neurosurgery
Joined in year December 2012

Chnis 1s a Consultant General and Upper
Gastrointestinal Surgeon at Spire Lercester
Hosprtal and the Leicester Royal Infirmary
studied medicine at the Unversity Of Wales
College Of Medicine and qualified in 1993
After undertalang junior surgical training in
South Wales, Chris moved to Leicester and
completed both semor surgical traning and a
higher degree in cancer research He also spent
a year gaining specialist expenence in Upper
Gastrontestinal and Obesity Surgery i the
Unmersity Hosprtals of Leeds under the
supervision of international experts in

these fields

He has been awarded the first British Obesity
Surgical Socety Baratric Surgcal Fellowship
in the LUK and holds a certificate n Laparcscopic
Obesity Surgery from the European School of
Laparoscopic Surgery in Brussels

Name John Griffith
Speciality Laparoscopy
Joined in year December 2012

Sean 15 an Assistant Professor of Surgery and
Paediatnes at Cincinnatt Chitdren's Hosprtal
Medical Center and the University of Gincinnat
Coltege of Medicine He s a staff and core
trauma surgeon in the Dvisicn of Pediatric
General & Thoracke Surgery. as well as one of
three adolescent banatric surgeors in the Surgical
Werght Loss Prograrm for Teens, all housed wathin
Onennat Childreris Hospital Medical Center He 1
currently head of the Operating Room Equpment
and Standards Committee Sean 1s a graduate
of Purdue Urwersity (BSME), Wright State
Unwersity (MS in Anatormy), and the Boonshoft
School of Medicine (Alpha Omega Alpha). He
completed his general surgery traning and a
fellowship in surgical infectious diseases at the
Unwersity of Minnesota and a fellowship in
paedatrc surgery at Oncinnatl Chikdrenis Hosprtal
Medical Certter He s boarded in both general and
paediatric surgery, a mermber of the Amencan
College of Surgeons {ACS), the Amercan Pediatnc
Surgical Association (APSA), the American
Association of Pediatrics (AAP) and the
International Pediatric Endoscopy Group (PEG)

Name Bassem Safadi
Speciality Laparoscopy
Joined in year July 2012

Jake 1s a Neurosurgeon based in Leeds

He compteted the National Spine Fellowship in
Leeds n 2001 and 95% of his workload 1s spine
both acute and elective He s the elected UK
delegate for the European Association of
Neurosurgeons (EANS) training course and the
UK representative for the Young Neurosurgeons
of the World Federation ¢f Neurosurgeons

He 1s the NICE specialist advisor for XLIF, head
njunes, dynarmic stabilisation and interspinous
process distractors

Last year Jake was awarded the Excellence

in Healthcare delvery for the vertebroptasty
and kypheplasty service he developed with
his radiology colleague He was also recently
appomnted as Vice-char to the regional

MSCC committee

Jake has been dedicated to teaching and
training around the world and has developed a
spinal surgical service In conunction with
orthopaedic surgeons in Bangladesh

John 1s a Consultant Colorectal and General
Surgeon at Bradford Royal Infirmary and the
Yorkshire Clinic He specialises in colorectal
surgery Including inflammatory bowel disease
and functional disorders, as well as laparoscopic
general surgical procedures including
cholecystectomy and hernia operations.

John qualified from Nottingham University in
1985 He moved to Leeds and completed his
higher surgical traiming urder the tutelage some
of the country’s leading laparoscopic surgeons
including Professor Mike McMahon and Professor
John Monson He also spent a year gaining
specialist expenence In colorectal surgery

at the Singapore General Hosprtal under the
gudance of Professor Francis Seow Chien

He has pioneered laparoscopic colorectal
surgery in Bradford and was awarded the
status of a National Trainer 1n laparoscopic
colorectal surgery in 2008

Bassem s an Associate Professor of Clinical
Surgery at the American University of Beirut

in Lebanon Bassem 1s one of the leaders in
laparoscepic and bariatric surgery In Lebanon
and the Middle East He 1s certified by the
American Board of Surgery and 1s a Fellow

of the Armerican College of Surgeons and a
member of the American Society of Baratric
and Metabolic Surgery Prior to his return to
Lebanon in 2005 Bassem was the Director

of the Minimally Invasive Surgery Fellowship
at Stanford Unwversity He completed his surgical
training from 1992 untl 1999 at the Washington
Hespital Center in Washington DC, Case
Western Reserve University in Cleveland,

Ohic and the Unversity of Calfornia

San Francisco
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Advisers

Company Secretary and registered office

Mike Thornton
Clayton Wood House
6 Clayton Wood Bank
Leeds LS16 8QZ

Registered number
2298163

Nominated adviser

Panmure Gordon (UK} Limrted
One New Change
London EC4M SAF

Solicrtors

Walker Mornis
Kings Court

12 King Street
Leeds LS1 2HL

Auditor

Grant Thornton UK LLP
No 1 Whitehall Rverside
Leeds LS1 4BN
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Governance
Report of the Directors

The Directors present their annual report, together with the audited
financral statements, for the year ended 31 December 2012

Principal activities and business review

The Company 15 the holding compary of a Group whose principal actwvities
in the year involved the design, development, manufacture and sale of
dewvices for use in minimally invasive surgery (MIS) and industrial markets
In international markets, the Group sells through independent healthcare
distributors, through onginal equipment manufacturer (OEM) and licensing
contracts with major suppliers of medical equipment A review of the
Group's actvizes during the year is included within the Charmans staterment
on pages 8 and 9, the Operating review on pages 10 to 14 and the
Financial review on pages 16 and 17

Results and dividends

The Consolidated statement of comprehensive income for the year
1S set out on page 36

The Directors believe that at this stage in the Group's development 1t
would be more appropriate to continue its focus on Investment and the
development of the Group's actvities for the longer term and hence do
not recommend the payment of a dvidend The profit for the period will
be transferred to reserves

Research and development

The Group's actvities in this area have focused principally on the continuing
development of innovative mstruments for use in the field of MIS

Employees

The commitment and ability of our employees are key factors in achieving
the Group's objectves Employment policies are based on the provision
of appropriate training, whilst annual personal eppraisals support skilt
and career developrment

The Board encourages management feedback at all levels to facilitate
the development of the Group's business The Group seeks to keep its
employess Informed on all matters affecting them by regular management
and departmental meetings The Company operates an Enterprise
Management Incentive (EMI)) share option scheme for all employees

It 1s the Group's policy to give full and fair considerauon to all applicatons
for employment from disabled persons having regard to their particular
apttudes and abiliies and to encourage the training and career development
of all personnel employed by the Group, including disabled persons
Should an employes become disabled, the Group would, where practicable,
seek to continue the employment and arrange approprate traning

Directors

The names of the current Directers of the Company and therr biographical
details are set out on pages 24 and 25 With the exception of M R Thornton,
who was appointed to the Board on 23 May 2012 all Directors served
throughout the year

Directors’ interests

The interests In the share capital of the Company of those
Directors in office at the end of the year were as follows

31 December 2012 Beneficiat

Ordinary shares of 1p aach 1 January 2012 Beneficial

D B Lversidge CBE 7171821
8171821
N G Bowland 5,028,498
4528498
M R Thornton —
CGlass 5,881,602
5881602
R Simkins 7,269,461
7,269,461
MJ McMahon 17,218,511
17218511

Apart from the interests disclosed above and the options referred
to on page 33, no Directars held nterests, at ary time duning the
year, in the share capital of the Comparny or other Group companies
There were no other changes In Directors' interests between the
year end and 8 April 2013

Otherwise than as disctosed in note 16. no Director has an interest
In any material contract, other than contracts of service and
employment, to wiich the Group was a party

Copies of the Directors' service contracts are available for
inspection at the registered office of the Company: Clayton Wood
House, 6 Clayton Wood Bank, Leeds L516 6Q7 and wili be available
at this year's Annual General Meeting (AGM; for 15 minutes prior
to and during the whole course of the Mesting.
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Governance
Report of the Directors continued

Substantial shareholdings

Qther than the Directors own holdings, the Board has been notified
that as at 15 March 2013, the following sharehoiders on the
Company's share register held interests of 3% or more of the
1ssued ordinary share caprtal of the Company

Number of shares (%)

Getz Bros & Co (BV Inc 49,248,810 (1217%)
R C Greig Noeminees Limited 30,379,054 (751%)
Barclayshare Nominees Limited 28,351,402 (701%)

Ferlim Norninees Lirmuted 24,739,587 (612%)

T0 Drrect Investing Norminees

{Europe) Limited 21,295,417 {5 26%)
HSBC Global Custody Nominee

(UK Lirnited 20,633,062 (509%)
The Bank of New York (Norminees) 19,155,616 (473%)
HSDL Nominees Lirnited 16,619,104 (412%)

Share issues

Duning the year the following ordinary shares of 1p were 1ssued in respect
of exerctsed share options

® 3500000 at 15p
® 3,654,546 at 17p and
® 2234454 at 35p

Credrtor payment policy
The Group and Company policy concerning the payment of supplers 1s to

@ settle the terms of payment with those suppliers when agreeing the
terms of each transaction,

@ ensure that those suppliers are made aware of the terms of
payment by nclusion of the relevant terms in contracts and

® pay In accordance with its contractual and other fegal obligations

The payment policy applies o all payments to credrtars for revenue
and capital supplies of goods and services without exception

30 www.sigroupplc.com

Statement of Directors’ responsibilities

The Drrecters are responsible for preparing the Report of the Directors and
the financial staternents in accordance with applicable law and regulations.

Company law requires the Directors 1o prepare financial statements for
each financial year Under that law the Directors have to prepare the Group
financial statements in accordance with international Financial Reporting
Standards as adopted by the European Union (IFRSs) and have elected
to prepare the Company financial statements in accordance with
United Kingdom Generally Accepted Accounting Practice (UK GAAP)
Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and far view
of the state of affairs and profit or loss of the Company and Group for
that peried In preparing these financial statements, the Directors are
required to

@ sclect suitable accounting policies and then apply them consistently,

® make judgements and accounting estimates that are reasonable
and prudent

® ensure applicable IFRSs and UK GAAP have been followed, subject
to any material departures disclosed and explained in the financial
staternents, and

@ prepare the financial statements on the going concern basis unless it
IS INappropriate to presume that the Compary will continue N business

The Directors are responsible for keeping adequate accounting records
that are sufficrent to show and explain the Company's transactions and
disclose with reascnable accuracy at any tme the financial position of
the Comparny and Group and enable them to ensure that the financial
staterments 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 irregularities

Insofar as each of the Directors 1s aware

® there is no relevant audit Information of which the Company's auditor
1S unaware and

@ the Directors have taken all steps that they ought to have taken
to make themselves aware of any relevant audit mformation and
to establish that the auditor 1s aware of that information

The Directors are responsible for the mantenance and ntegrity of the
corporate and financial information included on the Comparry's website
Legislation n the UK governing the preparation and dissemination of
financial statemants may differ from legislation in other unsdictions
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Summary of Key Performance Indicators (KPls)

The Directors have monrtored the overall progress of the Group
and the Indmidual strategic elements by reference to certan financial
and non-financial KPis as set out balow

Financial performance

KPis are in place to measure revenue by segment, gross margin,
operaung margin and profit before tax Actual perfermance, together
with relevant commentary is provided within the Chairman's statement
on pages 8 and 9, the Operating review on pages 10 to 14 and the
Financial review on pages 16 and 17

Ermployee satisfaction

The Group KPP which was achieved in 201215 10 ensure all members
of staff have a formal annual review in grder to measure staff morale,
training needs and personal development

Leadership

The performance of Drectors and managernent in conpunction with overall
Group strategy and planning s assessed through the use of indvidual
objectves which are set annually

Innovation

KPis are postioned to measure the creatvity and inventiveness of employess
to monitor the number of new patents filed and the number of completed
proects Commentary s prowded in the Operating review on pages 10 to 14

Donations

The Group made a smalt number of chantable donations during the year,
principaily to local projects and sponsorship of employees chartable
fundraising events Tre Group made no poliical donations

Principal risks and uncertainties

The management of the business and the nature of the Group's strategy
are subject to a number cf nsks which are set out on pages 18 and 19

The Directors are of the opirion that a thorough risk managerment process
Is adopted which Involves the formal review of all the nsks identified
Where possible, processes are In place to moniter and mitigate such risks

Financial nsk

The Group's actmities expose It to a vanety of financial nsks as set

out below Given the size of the Group, the Board of Directors has not
delegated the responsibility of monitoring financial nsk management
to a sub-committee of the Board Instead, policies set by the Group
are mplemented by the Group's finance department Taking each area
of financial nsk in turn

a) Market nsk The principal market nsk exposure relates to exporting goods
In US Dollars Further quantitative analysis 1s prowvided in note 12
to the Consolidated financial statements

b) Credit nsk The Group 1s exposed to credit nsk through offering extended
credt terms to those customers operating in markets where extended
payment terms are themselves taken by local government and state
organisations. The Group 1s also exposed to credit nsk through customer
concentration Both of these aspects of credit risk are managed
through constant review and personal knowledge of the customer
concerned Payment plans are agreed and monitored in all such
cases to minimise credit nisk

c) Liquidity risk The Group manages 1is lquidity needs by carefully
monitoring all scheduled cash outflows Liqudity needs are monitored
Invarious time bands, on a day-to-day and week-to-week basis,
as well as on the basis of a rolling 13 week projection Longer-term
needs are monrtored as part of the Groug's regular rolling monthly
re-farecasting process Funding for long-term liquidity 15 secured
by an adequate amount of committed credit both through worlang
capital and asset finance faciliies

d} Interest rate cash flow nsk The Group has both interest-beanng assets
and interest-beanng liabilities Interest-bearing assets include only
cash and cash equivalents which are held on depostt at both fixed
and floating rates Interest-bearing Liabilites include hire-purchase
Liabilities which are at fixed interest rates

Auditor

Grant Thornton UK LLP has indicated rs wilingness to continue in office
A resolution for ther re-appointment as independent auditor will be
proposed at the AGM

M R Thornton
Company Secretary
8 April 2013
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Governance
Report on remuneration

Remuneration of Executive Directors

The Board recognises that Executive Director remuneration is of legtimate
concern to shargholders The Group operates within an innovative

and competitive arena that places constant demands on the technical
abilities of the Group Its perfermance depends on the indvidual
contribubons of Executive Directors and employees and the Group beleves
in rewarding all those who have made a positive contribution in the
development of the Group Remuneration of Executve Directors 1s

a matter reserved for the Remuneration Committes

Remuneration Committee

The Remuneration Committee, which meets as required., 15 made up
of the following Directors

D B Lwversidge CBE {Chairman}
C Glass
R Simking

Remuneration policy

The principal objective 1s to develop policies and recommend proposals
approprite to facilitating the recrutment, retention and motwvation of the
Executive Directors and In so daing to avoid the Group bearing more

Directors’ emoluments — information subject to audit

Details of Directors emolurments for the year are as follows

than a reasonable and necessary cost Where practical and appropriate,
the remunerabon of the Executive Directors (and other senior management)
1s aligned with the interests of shareholders

The Remuneration Committee considers that a successful remuneration
policy needs to be sufficently flexible to take account of future changes
in the Group’s business environment and In remuneratien practice
Any changes to policy for years after 2013 will be described in future
Reports on remungration

The remuneration of Executive Directors compnses four main elements

® basic salary to rernain competitive in the marketplace, reflecting the
experience, level of competence of the indmidual and comparative
base salanes elsewhere within the Group,

® annual bonus payment to provide additional short-term remuneration
that directly reflects Group and indvidual performance,

® share options to reward achievernents of target and outstanding
business performance over the lenger term through the regular grant
of options and

® pension arrangements to enable Executive Directors to make
appropriate provision for retirerment

it 1s Group policy that a significant proportion of the remuneration
of Executve Directors should be performance related

Salary
and Total Total Penslon Penson
feas Benefits emcluments  emoluments contributhons  contributions
2012 2012 2012 201 2002 20m
£'000 £'000 £'000 £000 £'000 EC00
Executive
N G Bowland! 114 17 3 19 10 41
M R Thornton? 51 5 56 — 4 —
Non-executive
D B Liversidge CBE? 36 - 36 30 — —
C Glass* 27 —_ 27 20 —_ -
R Simkins’ 27 — 27 20 — —
M.J McMahon 27 —_ 27 20 — —
Total 282 22 304 209 14 4]

1 NG Bowlands pension contribution for the prior year included a discretionary bonus of £30000

2 MR Thornton was apponted as a Director on 23 May 2012

3 D B Liversidges fees are partly paid to Quest Investments Limited, a cornpary of which he 15 a director

4 CGlass fees are pad to Winburn Glass Norfolk, a firm of which he 15 a partrer

5 R Simkins fees are paxd to Getz Bros & Co Inc. a company of which he 1s vice-presxient

Benefits receved consist of the provision of motor cars and private health insurance
At 31 December 2012 a loan of £12166 (2011 £13 566) made available to N G Bowland in 2009 was stilt repayable
Pension contributions represent payrments made to defined contribution schemes Non-execuive Directors are not entrtted to retirernent benefits

Remuneration of the Non-executve Directors 1s determined by the Board
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Contracts of service
No Director has a serice contract with a notice perod in excess of one year

Directors’ share options
Detalls of the share options held by Directors are as follows

At Exercised Granted At

1 January during during 31 December Option
2012 tha year tha year 2012 price Data granted
D B Liversidge CBE 1,500,000 — — 1,500,000 170p November 2007"
1,000,000 (1.000,000P — — 150p January 2009
400,000 — — 400,000 170p November 2009
N G Bowland 2,234,454 (2,234 454) — — 350p Navermnber 20072
1454546 (1454 546) — — 170p November 2007
1400000 (5000008 — 900,000 150p January 2009
2200000 (22000008 — — 170p November 2009
— — 2,500000 2,500,000 900p June 20122
C Glass 1500,000 — — 1,500,000 170p November 2007
1,000 000 — -- 1,000,000 150p January 2009}
400,000 — -— 400,000 170p November 2009
M R Thornton — — 2,500,000 2,500,000 100p June 20122
M.J McMahon 400,000 — — 400,000 170p Novernber 2009

1 Share options are exercisable between nit and ten years from the date of the grant

2 Share options are exercisable between three and ten years from the date of the grant

3 The market price of the Company's shares at the date of exercise of these options was 65p

4 The market price of the Company's shares st the date of exercise of these options was 105p

The gain on exercise of share options during the year (calculated based on the market price at exercise) was £603,000 for N G Bowland
and £5000C for D B Liversidge The market price of the Cormpany’s shares at the end of the financial year was 725p (2011 100p) and the range
of market prices during the yeir/ was between B4p {2011 53p)and 124p (2011 135p)

On behalf of the Board .-~
~

-

D B LiverSigde C /\
Chax'm

8 April 2013

www sigroupplc.com

33

129k By} O MAIATY

OIUBUIIADD

SWBILRIE]S |erouguUly

LIONBLLICJN J3DIOYRIBUS



Surgical innovations Group plc | Annual Report and Accounts 2012

Governance
Corporate governance

Principles of good governance

The Board continues to support the principles of good governance
The Board has adopted such procedures as 1t considers practical
ard appropriate for an AM listed group of its size

Application of principles
Directors

The Company supports the concept of an effective Board teading and
controlling the Group The Board 1s responsible for approving Group policy
and strategy t meets regularly and has a schedule of matters specifically
reserved to «t for decsion Management supplies the Board with appropriate
and timely information and the Directors are free to seek any further
information they consider necessary All Directors have access to advice
from the Company Secretary and independent professionals at the
Group's expense Training 1s available for new Directors and other
DOirectors as necessary

The Board members are

O 8 Liverskige CBE Non-executive Charman

NG Bowland - Chief Executve Officer
M R Thoernton —  Chief Financial Officer

CGlass - Non-executve Director
R Simkins - Non-executve Director
M J MeMahon - Non-executve Director
Accountability and audit

The Board 1s responsible for maintamning a sound system of internal
control to safeguard shareholders investments and the Cormnpany's assets

The Audit Cornmittee compnises C Glass (Chairman), D B Liversidge CBE
and R Simkins who are all Non-executive Directors

The Committee considers the appointment and terms of engagement
of the external auditor and assesses the independence of the external
auditor and reviews the audtor’s policy for the rotabion of audit p

The terms of reference of the Committee include reviewing the scope
and results of the external audit and its effectiveness

Communication with shareholders

The Board 1s committed 1o effective communication between the Group
and its shareholders

It regards the AGM as a means of communicating directly with private
Irvestors and encourages ther participation All Directors normally attend
the AGM and private investors have the opportunity to meet the Directors
and discuss any 1ssues on an informal basis Separate resolutions are
passed on each 1ssue so that they can be given proper consideration
and there is a resolution to approve the annual report and accounts

The shareholders can gain access to mformation on the Group, as well
as to the annual report, through the website, www sigroupplc.com
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Internal controls |

The Board of Directors I1s ultmately responsible for the Group's [
managerment and internal control systems During the financial penod

and to the date of approval of the financial staterments, it has reviewed

the operation and effectiveness of the Group's systerns aof internal control,

which can provide only a reasonable but not absolute assurance

aganst matenal misstaterment or loss

The Board discharges ris responsibility for internat financial control
through the following key procedures

@ the establishment of an organisational structure appropriate to the sze
of the business, with clearly defined levels of authonty and dvision
of responsibiities for approval of external payments and receipt
and dispatch of goods,

® a comprehensive budgeting and financial reporting system which
compares actual performance with budget on a monthly basis, and

@& the formulation by the Beard of policies and of approval procedures
ina number of key areas such as credit control, expenditure authonsanon,
stock ordening, treasury management and quality assurance

Going concern

On the basis of the budget for 2013, forecasts prepared by the Directors
and currently avalable banking faciites (which comprise hire purchase !
arrangements for major items of capital expenditure together with a

net group overdraft faclity of £2 000.000), the Board has a reasonable

expectation that the Company and the Group have adequate resources

to cantinue in operational existence for the foreseesable future For this

reason, the Board has concluded that there are no materal uncertanties

and that the going concern basts should be adopted in preparing these

financtal statements

On behalf of ¢

8 April 2013
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Financial statements
Independent auditor’s report — Group

Independent auditor’s report to the members of Surgical Innovations Group plc

We have audited the Group financial staternents of Surgical Innovations Group ple for the year ended 31 December 2012 which comprise the
Consoldated statement of comprehensive income, the Consolidated balance sheet, the Consolidated cash flow statement, the Consolidated
statement of changes in equity and the related notes The financial reporting framework that has been applied in therr preparation is applicable
law and International Financial Reporting Standards (IFRSs} as adopted by the European Union

This report 1s made solely to the Compary’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit
work ias been undertaken so that we might state to the Company's members those matters we are required to state to them in an auditor's
report and for no other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to aryone other than the
Company and the Company’s members as a body, for our audit werk, for this report, or for the opinions we have formed

Respective responsibilities of Directors and audrtor

As explained more fully In the Statement of Directors respansibilities set out on page 30, the Directors are responsible for the preparation

of the Group financial statements and for being satsfied that they gve a true and fair view Our responsibility 15 to audit and express an opinion
on the Group financial statements in accordance with applicable law and International Standards on Auditing {UK and Ireland) Those standards
require us to comply with the Audiing Practices Boards (APB's) Ethicat Standards for Auditors

Scope of the audrt of the financial statements

A description of the scope of an audit of financial statements 1s provided on the APB's website at www fro.org uk/apb/scope/private ofm

Opinton on financial statements

In our opiruon the Group financial statements

® give a true and far view of the state of the Group's affairs as at 31 December 2012 and of its profit for the year then ended,
® have been properly prepared in accordance with IFRSs as adopted by the European Union, and

® have been prepared in accordance with the requirements of the Comparves Act 2006

Opinton on other matter prescribed by the Companies Act 2006

In our cpinion the mformation given in the Report of the Directors for the financial year for which the Group financial statements are prepared
15 consistent with the Group financial statements

Matters on which we are required tc report by exception

We have nothing to report in respect of the following matters where the Compartes Act 2006 requires us to report o you If, In our opinion

® certan disclosures of Directors' remuneration specified by law are not made or

® we have not receved all the information and explanations we require for our audit

Other matter
We have reported separately on the parent compary financial statements of Surgical Innovations Group ple for the year ended 31 Degember 2012

Gt T2t bt e

Paul Houghton

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants
Leeds

8 April 2013
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Financial statements

Consolidated statement of comprehensive income
for the year ended 31 December 2012

2072 00
Notes E'000 E£000
Revenue 2 7,639 7602
Cost of sales (3,779} (6,005)
Gross profit 3,860 35697
Other operating expenses (2,537) {(1830)
Adjusted EBITDA* 2,888 2,825
Exceptional tems (284) —
Amortisation of ntangible assets (700) (550}
Depreciation of tangible assets (571) (508}
Operating profit 3 1,323 1,767
Finance costs 5 (94) 73
Finance income 4 1
Profit before taxation 1,233 1,705
Taxation 6 (547} 33
Profit and total comprehensive iIncome for the periad attributable to the owners of the parent 686 1738
Earnings per share, total and continuing
Basic 7 017p Q44p
Diluted 7 017p 042p

The Consolidated statement of comprehensive income above relates to continuing operations

* Adjusted EBITDA means earnings before interest, taxation depreciation, amortisation and exceptional items
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Financial statements

Consolidated statement of changes in equity

for the year ended 31 December 2012

Share Share Capital Retaned
capnral premium reserve 2armnngs Total
£000 £000 £000 £000 £000
Balance as at 1 January 2011 3815 75 325 6,369 10,588
Employee shore-based payment options — — — 2 2
Exercise of share options 137 151 — — 258
Total - transactions with owners 137 181 — 2 300
Profit and total comprehensive Income for the period — — — 1,738 1,738
Balance as at 31 December 2011 3,952 226 329 8,109 12,616
Employee share-based payment options — — — 68 68
Exercise of share options 94 99 — — 193
Total - transactions with owners 94 a9 — 88 261
Profit and total comprehensive income far the penod — — — 686 686
Balance as at 31 December 2012 4,046 325 329 8,863 13,563
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Financial statements

Consolidated balance sheet
as at 31 December 2012

2012

20m

Notes £'000 £000
Assets
Non-current assets
Property, plant and equipment 8 2,990 3,378
Intangible assets 9 6,393 5,243
Deferred tax asset & -— 465
Trade recevables 1 637 —
10,020 9086
Current assets
Inventories 10 3,605 2,858
Trade recevables 1 3,953 331
Other current assets 1 679 A1
Cash and cash equivalents — 3183
8,237 9,863
Total assets 18,257 18949
Equrty and babilities
Equity attributable to equity holders of the parent company
Share capital 13 4,046 3952
Share premium accourit 14 325 226
Caprtal reserve 329 329
Retained earnings 8,863 8109
Total equity 13,563 12,616
Non-current babilities
Obligations under finance leases 12 786 926
Deferred tax iabiines 6 369 —
1,155 926
Current Labilties
Bank overdraft 1,419 2.983
Trade and other payables 1,475 1859
Obligations under finance leases 12 422 385
Accruals 223 180
3,539 5407
Total Uabilities 4,694 6,333
Total equrty and liabilities 18,257 18,949

The accompanying accounting policies and notes form part of the financial statements

Company registepéd ndimber 2298163
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Financial statements

Consolidated cash flow statement
for the year ended 31 December 2012

2mz2

20m

£'000 £000
Cash flows from operating actiities
Operating profit 1,323 1767
Adjustments for
Depreciation of property, plant and equipment 571 508
Amortisation of intangible assets 700 550
Share-based payment charge 68 2
Operating cash flows before movement in working capital 2,662 2827
Increase In Inventories (747) (825)
Increase in recevables (1,160) {1,147)
{Decrease)/increase in payables (49) 987
Cash generated from operations 706 1,848
Interest paid (94) {73)
Net cash generated from operating actwities 612 1775
Cash flows from investing activities
Interest receved 4 1
Payments to acquire property plant and equipment {133) (349)
Acquisttton of Intangible assets (1,850) (2,498)
Net cash used in iInvestment activities (1,979) (2.836)
Cash flows from financing activities
Cash received from issue of shares 193 288
Repayment of obligations under finance leases (445) {472)
Net cash used in financing actvities (252) {184)
Net decrease in cash and cash equivalents (1,619) {1,245)
Cash and cash equivalents at beginning of peried 200 1445
(Net debt)/cash and cash equivalents at end of penod (1,419) 200
Cash and cash equivalents — 3,183
Bank overdraft (1,419) (2.983)
{Net debt)/cash and cash equivalents at end of period (1,419) 200
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Financial statements
Notes to the consolidated financial statements

1. Group accounting policies under IFRS
{a) Basis of preparation

These financial statements have been prepared on the basis of the IFRS accounting policies set out below The financial statements have been
prepared in accordance with IFRS as adopted for use by the European Uniory including IFRIC interpretations, and in line with those provisions of
the Companies Act 2006 applicable to cormpanies reporting under IFRS The preparation of financial statements in conforrmity wath IFRS requires
the use of certain critical accounting estimates 1t also requires management te exercise its judgement in the process of applying the Group's
accounting policies

The Directors have considered the availlable cash resources of the Group and its current forecasts and are satisfied that the Group has adequate
resources to continue th operational existerice and that there are no matenial uncertanties casting doubt over the going concern status of the
Group Accordingly. the financial statements are prepared on a going concern basis Further details of the Directors’ assessment are provided

n the Corporate governance report on page 34

The financial staterments have been prepared under the histoncal cost corwentiory, are presented in Sterling and are rounded to the nearest thousand
At 31 December 2012 the following standards were in issue but not yet effective

® |IFRS 8 Financial Instruments (effectsve 1 January 2015},

@ IFRS 10 Consolidated Financial Statements (effectve 1 January 2014,

® |IFRS 12 Dhsclosure of Interests in Other Entities (effectve 1 January 2014}

@ IFRS 13 Farr Value Measurement (effective 1 January 2013),

@ AS 27 (Revised) Separate Financial Statements (effective 1 January 2013),

® Amendments tc IAS 1 Presentation of tems of Other Comprerensive Income {effective 1 July 2012),

® Amendments to IFRS 7 Disclosures - Offsetting Financial Assets and Financial Liabilites {effective 1 January 2013),
® Amendments to IAS 32 Offsetting Financial Assets and Financial Liabllities (effective 1 January 2014),

® Amendments to IFRS 9 and IFRS 7 Mandateory Effective Date and Transition Disclosures (effectve 1 January 2015),
& Amendments to IFRS 1 Government Loans (effectve 1 January 2013),

® Annual Improvements 2009-2011 Cycle (effective 1 January 2013) and

® Amendments to IFRS 10, IFRS 11 and IFRS 12 Transiticn Guidance (effectve 1 January 2013)

None of these new standards 1s expected to have a matenal impact on the financial statements of the Group

(b} Consolidation

Subsidiaries

The Group financial statements consolidate those of the parent company and of its subsidiary undertakings The results of subsidiaries,
accounted for under the merger accounting method, are included in the Consolidated staternent of comprehensive income as If they had always
been part of the Group Intra-group sales and resuits are eliminated on consolidation and all sales and results relate to external transactions only

(c) Foreign currency translation
Transactions and balances

Foreign currency transactions are translated into the functional currency of Sterling using the exchange rates prevaiing at the dates of transactions.
Foreign exchange gains and losses resulting from the settlement of such transactions and fromn the translation at year end exchange rates of
monetary assets and labilties denominated in foreign currencies are recogrised In the Consolidated staternent of comprebensive income
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1. Group accounting policies under IFRS continued
{d} Property, plant and equipment

Property, planit and equiprment are stated at the cost of acquisition less any provision for depreciation Cost includes expenditure that 1s directly
attnbutable to the acquisition of the tern

The carrying values of plant and equipment are reviewed for impairment when events or changes In circumstances indicate that the carrying
value may not be recoverable

The assets' residual values, useful lives and depreciation methods are reviewed at each financial year end and adjusted where the expected asset
utihisation differs significantly from the depreciation method applied

Depreciation 1s charged so as to write off the cost of property plant and equipment less estimated residual value over therr estimated useful
economic lves at the following rates

Office and computer equipment 10-33% per annum

Plant and machinery 1C% per annum

Tooling - 10-20% per annum
Placed equipment ~ 33.3% per annum
Leasehold improvernents - Over the remaining term of the lease

Tooling developed for the Group's own products 1s only depreciated when brought into use

Placed equipment relates to equipment placed in clinical settings to generate a stream of recurring revenue from the single use element
of the equipment

{e) Intangible assets
Research and development
Expenditure on research actvities I1s recognised as an expense in the period in which it 18 ncurred

Development expenditure ansing from the Group's development activities 15 capitalised and amortised over the life of the product only If the
Group can demonstrate the following

@ the technical feasibility of completing the intangible asset so 1t will be avallable for use or sale,

® the intention to complete the intangible asset and use or sell i,

@ the ability to use or sell the Intangible asset,

@ that it 15 probable that the asset created will generate future economic benefits,

@ there 15 the avalability of adequate technical, finaral and other resources to complete the development and to use or sell the intangible asset, and
@ the development cost of the asset can be measured reliably

Where no intangible asset can be recognised, development expenditure 1s recognised as an expense in the peniod in which it 1s incurred
Capitalised development costs are amorused over the life of the product within cost of sales, which 1s usually ten years

{f) Impairment of non-financial assets

Impairment reviews are carnied out on caprtalised development assets on a six-monthly basis and where there 1s a speaific indicator of mparrrnent
{see note (p)) An asset’s carrying amount 1s written down immediately to its recoverable amount If the asset's carrying amount 1s greater than its
estimated recoverable amount The recoverable amount 1s the higher of an asset’s far value less costs to sell and its value in use
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Financial staterments
Notes to the consolidated financial statements continued

1. Group accounting policies under IFRS continued
(g) Inventories
Inventones are stated at the lower of cost (using weighted average) and net realisable value

Cost 1s the purchase cost, including transport, for raw materals, together with a proportion of manufactunng overheads based on normal levels
of actvity, for finished goods

Net realisable value 15 based on esumated normal selling price, less further costs expected to be incurred to completion and sale Impasment
provisions are made for obsolete, slow moving or defective items where appropriate Such provisions are based upon established future sales
and historical expenence

{h) Trade recevables

Trade recenvables are recognised initially at fair value and thereafter at amertised costs less provision for impairment A provision for impairment
of trade recevables 1s established when there 1s objective evidence that the Group will not be able to collect all amounts due according to the
original terms of the recevables The amount of the provision 1s the difference between the asset's carrying amount and the present value of
estimated future cash flows The amount of the loss 1s recognised In the Consolidated statement of comprehensive income, as are subsequent
recoveries of amounts previously written off

() Cash and cash equivalents

Cash and cash equwvalents include cash in hand, deposits held on call at banks and bank cverdrafts Bank overdrafts are shown within borrowings
in current babilities on the balance sheet

() Trade payables

Trade payables are recognised initially at far value and subsequently measured at amortised cost using the effective interest rate
(k) Share caprtal

Ordinary shares are classified 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 proceeds

{l) Exceptional items

Exceptional iems are costs or groups of costs which are non-recurring 1n nature which the Directors believe should be separately identified in the
financial statements to enable the reader to properly understand the underlying trading performance of the business

{m) Income tax

The charge for current tax 1s based on the results for the period as adjusted for tems which are non-assessable or disallowed and any adustment
to tax payable In respect of previous years It 18 calculated using rates that have been enacted or substantvely enacted by the balance sheet date

Deferred tax 1s accounted for using the balance sheet bability method in respect of temporary differences ansing from dfferences between the
carrying amount of assets and liabilities in the financial statements and the corresponding tax basis used in the computation of taxable profit
In principle, deferred tax liabitities are recognised for all taxable temporary differences and deferred tax assets are recognised to the extent that
it 15 probable that taxable profits will be avalable against which deductible temporary differences can be utiised Such assets and liabilites are
not recogmised If the temporary difference anises from the inival recognition of goodwill (or negatve goodwill) or from the iniial recognitron
{other than in business combination) of other assets and labilities 1n a transaction which affects neither the taxable profit nor the accounting profit

Tax benefits are not recognised unless the tax positions are probable of being sustained Once considered to be probable. management reviews
each material tex benefit to assess whether a deferred tax asset should be recognised, based on the ability under tax statute to recover those tax
losses and through the assessment of probable future taxable profits which those tax losses can be recovered

Where the Group Is able to control the distribution of reserves from subsidiaries, and there 1s no intention to distribute the reserves, deferred tax
15 not recogrused for these temporary differences

Deferred tax 1s calcutated at the rates that are enacted or substantively enacted at the balance sheet date Deferred tax 1s charged or credited
in the Consolidated statement of comprehensive income, except when It relates to items credited or charged directly to equity In which case
the deferred tax 15 also dealt with In equity

Deferred tax assets and habilites are offset when they relate to ncome taxes levied by the same taxation authority and the Group intends
to settle s current tax assets and labiities on a net basis Information as to the calculation of the ncome tax expense 1s Inciuded in note 6

42 www sigroupple com




Annual Report and Accounts 2012 | Surgical innovations Group plc

1. Group accounting policies under IFRS continued
{n) Employee benefits
Pension obligations

The Group provides pension benefits to its employees through contributions to defined contribution Group personal pension policies
The amounts charged to the Consolidated statement of comprehensive Income are the contributions payable in the penod

Share-based compensation

The Group 1ssues equity settled share options to Directors and employees which are measured at farr value and recognised as an expense in

the Consolidated staterment of comprehensive Income with a corresponding increase in profit and loss reserve The fair value of the employee
services recerved in exchange for the grant of the options s treated as remuneration in respect of the Indmdual The total amount to be expensed
over the vesting period 15 determined by reference to the farr value of the options granted

The far values of these payments are measured at the dates of grant and are recognised over the period during which employees become
unconditionally entitled to the awards which 15 usually the vesting penicd At each balance sheet date the Group revises its estimate of the number
of optrons that are expected to vest It recognises the impact of the revision to original estimates, If any, in the Consolidated statement of
cornprehensive Income, with a corresponding adjustment to retained earnings

(0} Income recognition
Revenue

Revenue 1s the total amount recenvable by the Group for the supply of goods and services, excluding VAT and trade discounts
(1) Supply of goods

Usually the significant risks and rewards are transferred when title of goods passes and the Group fulfils its contractual obligations Generally,
this arses when goods are erther despatched to the customer or when the customer 1s notified that the goods are ready for collection onan
ex-works basis

In certain situations the Group recognises revenue on a “bill and hold’ basis whereby the related inventory remains at the Groups premises for

a period of tme Revenue 1s only recognised on this basis when the customer has taken title to the goods and accepted billing, it 1s probable that
delrvery will be made, the goods are on hand and separately identified, the customer acknowledpes the deferred delvery and normal payment
terms apply

The Group has a branded port access system which compnse a reuseable element ("Capital ) and a consurnable element In certain situations
the Group sells the Capital element to distributers through contractual agreement on significantly extended terms of up to five years |n the future,
this Capital will erther be realised in cash or extinguished through rebates provided on significant additional orders for consumables These Capital
sales are recorded at far value using an appropnate discount rate and are disclosed in the financial staterments as non-current trade recevables,
reflecting the timing of ther contractual maturity

(1) Supply of services

Design contracts

As soon as the outcome of a design contract can be estimated retiably, contract revenue and expenses are recogrised in the Consolidated
staternent of comprehensive income In propertion to the stage of completion of the contract The stage of completion 1s assessed by companing
the actual work performed on the contract to the overall estimated work required on the contract. An expected loss on the contract s recogrised
immecdhately in the Consclidated statement of comprehensive income

Royalty income

Royalty income 15 derved from agreements with other parties for them to manufacture and distribute products Such royalty income 18 included
within revenue and recognised in the same perod as the licensee makes the related sale

Interest income
Interest mcome Is recogrised using the effective interest rate methed
QOther income

Government grants are recognised in the Consolidated statement of comprehensive Income so as to match them with the expenditure towards
which they are intended to contribute
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Financial statements
Notes to the consolidated financial statements continued

1. Group accounting policies under IFRS continued
(p) Leases

Where the Group enters into a lease which entails taking substantially all the risks and rewards of ownership of an asset, the lease Is treated

as a finance lease The asset 1s recorded in the balance sheet at farr value as property, plant and equipment and s depreciated over 1ts estimated
useful life or the term of the lease, whichever is the shorter Future instalments under such leases, net of finance charges, are included In liabilites
Rentals under operatng leases are charged on a straight-line basis over the lease term Lease incentaes, comprising rent free periods, are amortised
over the penod of the lease

(@) Significant management judgement in applying accounting policies |
|

The following are signficant management judgements made in applying the accounting policies of the Group that have the most significant effect
on the financial staternents Critical estimation uncertanties are descrnibed in note ()

Internally generaied research and development assets

Management monitors the progress of internat research and development projects using the accountng system and through timesheet records
Judgement 1s required in determining and distinguishing the research phase from the development phase Research costs are incurred by the
concept team the cost of which 1s fully expensed in the period Development costs are captured within the product development teams and are
recognised as an asset when all relevant eritena are met Prior to the commencement of the product development phase, it 1s Group policy that
capitat expenditure approval is obtained from the approprate level this enables the Group to ensure that projects are financially viable after
taking account of the cost of development

Management performs an impairment review of capitalised development assets on a six-menthly basis The iImparment review includes

a significant degree of judgement, in particular determining the revenue streams relevant to a particular project Many of the Group's products
operate in conjunciion with each other, particularly where the Resposable® concept applies Accordingly, management aggregates together
certain revenue streams and certain development assets when looking at overalt recoverability of the costs held in the consolidated balance
sheet Capitalised development costs at 31 December 2012 total £6,393,000 and accordingly any impairment dentified in future perods could
have a material impact on the Group's results

Deferred tax assets

The assessment of the probability of future taxable Income in which deferred tax assets can be utilised 15 based on the Group's latest approved
budgets, adjusted for significant tax impacts Management also assesses the underlying durability of future anticipated taxable profit streams
by reference to current and historic financial performance If a positve forecast of taxable income indicates probable use of a deferred tax asset,
then the deferred tax asset 1s usually recogrised in full However, where the losses exceed ten years of profit (assessed with reference to current
budgets) management restricts the recognition to ten years At 31 December 2012, £150 million of losses in a trading subsidiary have not been
recognised due to the related trade generating only small profits

Revenue recognition for branded port access system

As explamned in note (n) previously, the Group sells a branded port access system which comprises reusable and consumable elements In certan
sttuations the reusable, or (Caprtal} element 1s sold on extended credit of up to five years and management have determined that it Is appropriate
to record this as revenue at farr valug of the consideration recevable at the point of sate as there 1s a contractual obligation to pay for the Capital
rrespective of whether the customer makes future purchases of consumables |

Future purchases of consumables above a minimum level attract a discount that 1s applied to extinguish the recevable due for the sale of Capital
Grven that the full amount of the capital balance wilt be recoverable in the event that no further purchases of consumables are made, management
have taken the judgement that any potennal discount offered subsequently 1s fully attributable to the future purchases of consumables
Future receipts for the sale of consumables above the minimum level will therefore be analysed into revenue for the sate of consumables

and repayment of the recevable for Capital
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1. Group accounting policies under IFRS continued
(r) Estimation uncertainty

When preparing the financial statements management undertakes a number of estimates and assurmptions about recognition and measurement
of assets, labilibes, Incorne and expenses The actual results may differ from the estimates and assumpticns made by the Group and will seldom
equal the estimated results Information about significant estmates and assumptions that have the most significant effect on recognition and
measurement of assets, labilites, Income and expenses are discussed below

Impairment

As described In note (g} previously, an imparment test is performed every six months to assess the carrying amount of product developrment
assets held in the Group's balance sheet The mpairment test performed compares the amount at which the asset s carried with the recoverable
amount of the asset — where the recoverable amount 1s lower than the carrying amount an impairment loss s recognised To determine the
recoverable amount, the Group estimates the future revenue stream of the associated product (or group of producis) and the associated margin,
and discounts this to present value at the Group’s weighted average cost of capital (WACC) In the process of estimating future revenue and
margin the Group makes assumptions about future operating results and these estimates may vary significantty with actual results This may
cause significant adjustments to the Group's assets within future reporting perods

Useful lives of depreciable assets

The Group reviews the useful life of depreciable assets at each reporting date At 31 December 2012 the Directors assess that the useful lves
represent the expected utlisation of the assets by the Group Actual results, however may vary due to technical obsolescence or changing
customer requirerments particularly for plant, machinery and tooling

Inventories

inventories are measured at the lower of cost and net realisable value The Group berefits from good gross margins and accordingly net realisable
value 13 not considered a matenal iIssue However, the Group s exposed to Inventory obsolescence caused through changing customer requirements
or technological changes Manzgermertt reviews inventary on a lire-by-ling basis and makes provision for nventeories known to be at risk of obsolescence
This involves a degree of estimation based on current circumstances, which may change, and therefore sigrificant mventory adjustments could
still arise in future periods At 31 December 2012, the recorded inventory provision of £106,000 represents 4% of gross inventory

Trade recewvables

The Group provides In certain agreed situations, products on extended credit terms in order to establish a presence in an export market
The Directors constantly review the lkelihood of realisation of these recevables and make provisicn based on therr best estimates of when the
full value of the recenvable will not be recoverable As disclosed in note 11 the top five customers in trade recenvables totalled £1976,000 which
highlights that a major customer failing could have a matenal impact on the Group

(s) Equity
Equity includes the elements listed below
® “Share capital” represents the nominzl value of equity shares,

® "Share premiury’ represents the excess over nominal value of the far value of consideration recewved for equity shares, net of expenses
of the share ssue,

® “Capital reserve” represents the excess over nominal value of the farr value consideration attributed to equity shares issued in part settlerment
for subsihary company shares acqured, and

® ‘Retained earnings’ represents the accumulated profits and losses of the Group
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Financial statements
Notes to the consolidated financial statements continued

2. Segmental reporting

Information reported to the Board and for the purpose of assessing performance and making investrment decisions s organised into three

operating segments The Group's operating segments under IFRS 8 are as follows
SIBrand - the research, development, manufacture and distnbution of Sl branded minmally Invasive devices

OEM - the research, developrment, manufacture and distribution of rminimally invasve devices for third party medical device companies

through erther own labe! or co-branding

Industnal -  the research, development, manufacture and sale of minimally irvasive technology products for industrial application

The measure of profit or loss for each reportable segment I1s gross margin less amortisation of product development costs

Assets and working capital are menitored on a Group basts, with no separate disclosure of asset by segment made in the management accounts,

and hence no separate asset disclosure 1s provided here

The following segmental analysis has been produced to provide a reconciliation between the information used by the key decision maker within

the business and the nformation as it 1s presented under IFRS

S! Brand OEM industrial Total
Year ended 31 December 2012 £000 £'000 £'000 £000
Revenue 5,334 2,204 101 7,639
Result
Segment result 2,250 815 95 3,160
Unallocated expenses (1,837}
Profit from operations 1,323
Finance income 4
Finance costs (94)
Profit before taxation 1,233
Tax (547)
Profit for the year 636
Included within the segment/operating results are the following significant non-cash iems

S1 Brand OEM industrial Total
Year endad 31 December 2012 £'000 £'000 £'000 £'000
Amortisation of intangible assets 530 169 1 700
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2, Segmental reporting continued

Sl Brand OEM Industnal Tosal
Year ended 31 December 2011 £000 £000 £000 E£000
Revenue 4725 2807 70 7802
Result
Segment result 1950 1047 49 3046
Unallocated expenses (1,279
Profit from operations 1767
Finance income "
Finance costs 73
Profit before taxation 1,706
Tax 33
Profit for the year 1738
Included within the segment/cperating results are the following significant nen-cash items

SI Brand OEM Industnal Totat
Year ended 31 December 2011 £000 £000 £000 £000
Amortisation of ntangible assets 386 143 21 850

Unallocated expenses include those costs that cannot be split between segments and which are not separately anatysed in the managerment
accounts including concept department, sales and marketng, and head office overheads

Geographical analysis of revenues

2012 20m

£000 £000

United Kingdom 1,777 1548
Europe 2,392 3014
us 2,149 1763
Rest of World 1,321 1277
7,639 7602

Revenues are allocated geographically on the basis of where revenues were receved from and not from the ulimats final destination of use
During 2012, £843,000 (11%) of the Group's revenue depended on a single customer In the Sl Brand segment (2011 £1050,000 (14%) within
the OEM segment) No other single customer accounted for more than 10% of the Group's revenue n either year
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Financial statements
Notes to the consolidated financial statements continued

3. Operating profit
The profit for the year 1s stated after charging

2012 20m
£000 £000
Depreciation of owned assets 313 348
Depreciation of assets held under finance lease 258 160
Amortisation of capitalised development costs 700 550
Research and development costs — Concept team 429 400
Foreign exchange losses as 39
Auditor’s remuneration
- fees payable to the Company's auditor for the aud:t of the Company's annual financial statements 8 7
- fees payable to the Company’s auditor for the audit of the subsidiary undertakings 18 15
— tax compliance fees — 22
Operating lease rentals
- land and buildings 138 138
Exceptional items 294 —
The amortisation of capralised development costs are accounted for within other operating expenses within the Consolidated staterment
of comprehensive income Exceptional tems of £294,000 compnise restructuring costs incurred during the first half of 2012
4 Employees
The average monthly nurmber of employees (including Executive Directors) employed by the Group during the year was as follows
2012 201
Number Nurmber
Directors 2 1
Production 60 57
Development 28 30
Administration 17 16
107 104
The costs Incurred In respect of these employees were
2012 20m
£'000 £000
Wages and salaries 2,400 2316
Social security costs 226 217
Pension costs 55 137
2,681 2670

A detalled analysis of Directers’ emoluments 1s shown in the table on page 32
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4. Employees continued

Key management including Non-executve Directors

2012 20m

£000 £000
Salaries 416 375
Social security costs 42 36
Pension costs 14 65
Share-based payments 52 2
Total 524 478
5. Finance costs

2012 201

E£'000 £000
On finance leases 63 58
On bank overdrafts 3 15

94 73

6. Taxation
Tax on profit

2012 om

£'000 £000
Current tax credit (287} —
Deferred tax charge/credit) 834 (33)
Total tax charge/(credit) 547 (33)

Factors affecting the tax charge for the year

The taxation assessed for the year 1s lower than the standard rate of Corporation Tax in the UK at 24 5% (2011 275%) The dfferences are explaned

as follows
2012 201
£000 £000
Profit on ordinary activities before taxation 1,233 1705
Corporation Tax at standard rate of 24 5% (2011 275%) 302 469
Effects of
Net impact of research and development enhanced expenditure 78 (3.446)
Expenses not tax deductible 168 89
Movernent on intangible assets (219) 61)
Deductions on exercise of share options (193) (181}
Utlisatron and recognition of trading losses 511 1007
Total tax charge/(credd) for the year 547 (33)
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Financial statements
Notes to the consolidated financial statements continued

6. Taxation continued
Deferred taxation
The movement in the deferred taxation (latulty)/asset during the year was

2012 2on
£000 £000
Balance brought forward — asset 465 432
Consolidated staterment of comprehensve income movement ansing during the year (834} 33
Batance carried forward — (bability)/asset (369) 465
The deferred taxation recognised In the financial statements at 23% (2011 26%) 1s set out below
2012 20n
£000 £000
Trade losses 821 1988
Fixed asset tming differences {1,190) (1623)
(369) 465

The recoverability of the deferred tax asset i1s dependent on future taxable profits in excess of those ansing from the reversal of deferred tax
Labilities The recognition of the deferred tax assets 1s based upon the estmate of future availability of suttable profits Certain deferred tax assets
and liabititres have been offset

The following s the analysis of unprowided deferred tax balances

2012 201

£'000 £000
Deferred tax assets 3,450 3,340
Deferred tax lablities — —
Net unrecognised deferred tax assets 3,450 3,340

At the balance sheet date, the Group has unused tax losses of £186 milbon (2011 £213 milion) available for offset aganst certain future profits
A deferred tax asset of £821000 {2011 £1,988,000) has been recognised 1n respect of such losses No deferred tax asset has been recognised
in respect of the remaning £150 millien (2011 £13 4 million) due to the anticipated lack of availability of sutable future trading profits

7 Earnings per ordinary share

Basic earnings per ordinary share

The calculation of basic earnings per ordinary share far the year ended 31 December 2012 was based upon the profit attributable to
ordinary shareholders of £686,000 {2011 £1,738,000) and a weighted average number of ordinary shares outstanding for the year ended
31 December 2012 of 402 200875 (2011 392716121)

Diluted earnings per ordinary share

The calculation of diluted earrings per ordinary share for the year ended 31 December 2012 was based upon the profit attributable to ordinary
shareholders of £6586,000 {2011 £1,738 000) and a weighted average number of ardinary shares outstanding for the year ended 31 December 2012
of 415,283787 (2011 410,691,902
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7. Earnings per ordinary share continued
Adjusted earnings per ordinary share

The calculation of adjusted earmings per ordinary share far the year ended 31 December 2012 was based upon the adjusted profit attnbuiable
to ordinary shareholders of £1,421,000 (2011 £1738000) and a weighted average number of ordinary shares outstanding for the year ended

371 December 2012 of 402,200875 (2011 392,716121)

2012

0m

Earnings and adjusted earnings £000 £000
Earnings for the purpose of basic and diluted earnings per ordinary share 636 1738
Exceptionat items 294 —
Defarred tax adjustment 661 —
Earnings for the purpose of adjusted earrungs per ordinary share 1.421 1738
2012 2011
No of shares used m calculation of earnings per ordinary share {000s) No of shares  No of shares
Basic earnings per share 402,201 392,716
Dilutive effect of unexerctsed share options 13,083 17976
Diluted earnings per share 415,284 410692
8. Property, plant and equipment
Office and Improverments
Pant and computer Placed  toleasehold
Tooling machinery equpment equpment property Total
£900 £700 £000 £000 £000 £000
Gross carrying amount 31 Decernber 2011 1,538 3314 857 331 366 6,406
Accumulated depreciation and imparment (1,119} (876} (728 (195} (110) (3,028)
Carrying amount 31 Decermber 2011 419 2438 129 136 256 3,378
Gross carrying amount 31 December 2012 1567 3402 899 355 366 6589
Accumulated depreciation and imparrment {1190} (1199} (785} (255) (170 {3.599)
Carrying amount 31 December 2012 377 2,203 114 100 196 2,990
Offee and Improverrents
Plant and computer Placed  toleasehold
Tooling machinery squipment aquipment property Total
£000 £000 £000 £000 £1000 £000
Carryng arnount 1 January 2011 413 1,527 150 AL 243 2477
Additions - separately acquired 82 1157 62 54 54 1,409
Depreciation (78) (246) (83) 62) (A} (508)
Carrying amount 31 December 2011 419 2,438 129 136 256 3,378
Additions - separately acquired 29 88 42 24 — 183
Depreciation 71 (322) &7} 60) BN (571
Carrying amount 31 December 2012 377 2,204 114 100 195 2,990
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Financial statements
Notes to the consolidated financial statements continued

8. Property, plant and equipment continued
Leased plant and equipment

The Group leases plant and machinery under a number of finance lease arrangements The carrying amount and depreciatron charge for such
assets are disclosed below

2012 2011
£000 £000
Plant and machinery
Net book valus 1,921 2044
Depreciation charge for the year 258 160

Securrty
At 31 Decernber 2012, the assets of the Group are subject te a fixed and floating charge debenture m favour of the Group's banking facilities

9. Intangible assets

Capitallsed
development

costs

2012

£000
Cost
At 1 January 2011 3984
Addions 2498
At 1 January 2012 6,482
Additions 1,850
At 31 December 2012 8,332
Accumulated amortisation
At 1 January 2011 689
Charge far the year 550
At 1 January 2012 1239
Charge for the year 700
At 31 December 2012 1,839
Carrying amount
At 31 December 2012 6,393
At 31 Decernber 2011 5243
At 31 December 2010 3295
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9. Intangible assets continued

The £8 332,000 (2011 £5,482,000} of capitalrsed development costs represents expenditure that fulfils the requirements of IAS 38 These costs
will be amortised over the future commercial ife of the product, commencing on the sale of the first commercial item, up to 2 maximum product Uife

cycle of ten years, and taking account of expected market conditions and penetration

The above costs have been assessed for annual iImpairment as required by the Group's accounting policies Intangible assets and Impairment

af non-financial assets

10. Inventories

2012 20Mm
£000 £000

Raw materials 1,971 1660
Firushed goods 1,634 1198
3,605 2,858

Included in the analysis above are Impairment provisions against INventory amountmng to £133,000 (2011 £104 000)

In 2012 a total of £3,743,000 of inventones was mcluded In profit and loss as an expense within cost of sales {2011 £4,339,000) Cost of sales

included an amount of £204,000 resulting from the write down of Inventories {2011 £24,000)
Inventories are pledged as securities for bank overdrafts

The Group's inventories are compnsed of products which are not generally subject to rapid obsclescence on account of technologieal,

detenoration in condition or market trends Consequentty management considers that there 1s little nsk of significant adjustments to the Groups

Inventory assets within the next financial year

11. Trade and other receivables

2012 200
Falling due in less than one year £000 £000
Trade recevables 3,953 331
Prepayments and acerued income 229 286
Corporation Tax recoverable 287 —
Other debtors 163 225

4,632 3822
Falling due in more than ane year
Trade recewvables 637 —

The carrying value of trade recewables 1s considered a reasonable approximation to far value
Of the trade recenvables, £1.976 000 relates to five customers (2011 £2,000,000)

All of the Group's trade and other recevables have been reviewed for indicators of imparment Certain trade recenables were found to be imparred

and a provision of £10000 (2011 £10000) was recorded
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Financial statements
Notes to the consolidated financial statements continued

11. Trade and other recewvables continued

In addition some of the urampanired trade recenvables are past due at the reporting date The age of financial assets past due but not impaired
15 shown below

2012 20m
£000 £000
Not more than three months 306 186
More than three months but not more than six months 15 g
More than six months but not more than orie year — 20
More than one year — 80

The Group 15 exposed to credit nsk through offering extended credit terms to those customers operating m markets where extended payment
terms are themselves taken by local government and state organisations This nisk ts managed through constant review and personal knowledge
of the customer concerned Payment plans are agreed and monitored in all such cases to minimise credit nsk

12. Financial instruments

The Group 1s exposed to market risk through its use of financial instruments The Group's nsk management 1s co-ordinated by the Directors who
focus actively on secuning the Group's short to medium-term cash flows through regular review of all the operating actvties of the business
Long-term financial Investments are managed to generate lasting returns

The Group does not actively engage In the trading of financial assets for speculatve purposes nor does it write options The most significant
financial nsks to which the Group I1s exposed are described In the following sections

Foreign currency sensitivity

Exposures to currency exchange rates anse from the Group's overseas sales and purchases, most of which are denormnated in Euros and Dollars
To mitigate the Group's exposure to foreign currency risk, cash flows in Euros and Dellars are monitored on an ongoing basts Foreign currency
denominated financial assets and liabiities are set out below

2012 20m 2012 20m

€000 €000 $'000 $000

Financial assets 988 1,026 1,606 765
Financial labilities (100) (162) (22) (280
Short-term exposure 888 864 1,584 485

At 31 December 2012, the Group has long-term foreign exchange assets denominated in Dellars of $327000 represented by trade recevables
The Group has no other long-term foreign exchange assets or liabilites (2011 £rul)

The Group has significant short-term exposure to the Euro and Dollar at 31 December 2012 An analysis of the effect of a reasonable possible
movernent In exchange rates shows that a moverment of 5% in the exchange rate could result i foreign currency gains or losses of £36 000
(2011 £37000) aganst the Euro and £49 000 {£16,000) aganst the Dollar

The Group gives consideration to the use of forward currency contracts to reduce foreign currency exposure
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12. Financial instruments continued
Credtt risk analysis

The Group's exposure to credrt nisk 1s imited to the carrying amount of financial assets recognised at the balance sheet date, which are set out below

2012 20m

£'000 £000

Cash and cash equivalents - 3183
Trade and other recevables 5,040 3,537
5,040 6,720

The Group continually monitors defaults of customers and other counterparties and incorporates this information into its credit risk controls

Management considers that alt of the above financial assets that are not impaired for each of the reporting dates under review are of goed credit

qualrty, nctuding those that are past due

In respect of trade and other recevables that are not impaired, the Group does have some credit nsk through customer concentration as disclosed
in note 11 atthough this has reduced in 2012 relative to the prior year Significant customers are primarily large mult-national businesses with a

dermonstrable: track record of financial viability As with all custorners, ngorous credit control procedures help to mitigate this risk

The credrt nsk for cash and cash egquivalenits s considered negligible, as Group policy to only use financial institutions with a high quality external

credit rating
Liquidrty risk analysis

The Group manages s hquidity needs by carefully monitoring all scheduled cash outflows Liquidity needs are marutared in various time bands,
on a day-to-day and week-to-week basis, as well as cn the basis of a rolling 13-week projection Longer-term needs are monrtored as part

of the Group's regular rolling monthly re-forecasting process

Funding for long-term liquidity 1s additionally secured by an adequate amount of committed credit both through working capital and asset

finance facilities

During the year ended 31 December 2012, the Group continued to have access to sufficient funds to mest its business expansion needs The Group
negotiated an overdraft facility with HSBC Bank ple providing a total facility of £2.0 mullion through to annual renewal at 30 Septernber 2013

At 31 December 2012 the Group had drawn down £1,419000 of this facity

The Group's labiliies have contractual maturities which are summansed below

Current Non-currant

Within Within Over

6 months 8~12 months 12 months

31 December 2012 £'000 £'000 £'000
Finance lease obligations 219 203 786
Trade and other payables 1,475 - —_
Bank overdraft 1,419 — —_—
313 203 786

Current Non-current

Within within Over

Gmonths  6-12 months 12 months

31 December 2011 £000 £000 £000
Finance lease obligations 197 188 926
Trade and other payables 1859 — —
Bank overdraft 2983 — —
5039 188 926
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Financial statements
Notes to the consolidated financial statements continued

12. Financial instruments continued
Maturrty profile of borrowings

2012 2011
£000 £000
Gross lease payments not later than one year 483 440
Later than one year but not more than fve years 883 1054
Future finance charges (159) (183)
Summary of financial assets and Labilities by category
2012 2011
£'000 £000
Loans and recewvables
Trade and other recevables 5,040 3537
Cash — 3183
5,040 6,720
2012 2m
£'000 £000
Current labilities
Trade payables financial babilities measured at amortised cost 1,475 1,859
Other short-term financial labilities 1,419 2983
2,894 4842
Net financial assets and Liabilities 2,146 1878

Management i1s of the opinion that the carrying value of the above assets and llabiliies equates to therr fair value
Caprtal management

The Group's caprtal management objectives are

® to ensure 1ts abilty to continue as a going concern, and

® to provide an adequate return to shareholders by pricing products and services commensurately with the level of nsk

The Group manages the capital structure and makes adjustments to it In light of changes in econonic conditions and the nsk charactenstics
of the undertying assets In order to maintain or adjust the capital structure the Group may 1ssue new shares or sell assets to reduce debt
Historically, the Group has primarily been funded through cash reserves and hire purchase financing and accordingly no targst for gearing levels
has been set Capnal as menitored by the Group for the reporting periods under review 15 summansed as follows

12 201
£'000 £000
Total borrowings 2,627 4,294
Less cash and cash equvalents —_ (3,183}
Net debt 2,627 1mnm
Total equity 13,563 12618
Total capital 16,190 13,727

Fair value

The fmancial assets of the Group are cash and cash equialents and trade recewvables, and fair value 1s deemed to be not materially different
to the carmying value
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13. Share capital

2012 20M
£'000 £000
Authensed 600,000,000
(2011 B00,000,000) ordinary shares of 1p each 6,000 6,000
Allotted, called up and fully paid 404,591,802
(2011 395,202,902) ardinary shares of 1p each 4,046 3952
At 31 December 2012 the following share options were outstanding
Number of shares Exercisa dates
At Exercised Granted At Option Date from which
1.January n dunng 31 December prica per option may Date on which
Scheme and date of grant 2012 year year Lapsed 2012 1p share be exercrsed opticn expires
Non-executive unapproved
November 2007 3,000,000 — — — 3,000,000 17p  November 2009 November 2017
January 2009 2000000 {1000000) — — 1,000,000 15p November 2008  January 2019
Novernber 2009 1,200000 — — — 1,200,000 17p  November 2009 November 2019
Enterprise management
Novernber 2007 2,234,454 {2,234,454) — — — 350 November 2010 November 2017
January 2009 2,000000 (2,000,000 — — —_ 35p January 20012 January 2018
June 2012 — — 2500000 — 2,500,000 10p June 2015 June 2022
June 2012 — — 2040000  (180,000) 1,860,000 72p June 2015 June 2022
June 2012 — — 4490000 (100,000) 4,390,000 a0p June 2015 June 2022
Executive unapproved
Novermber 2007 1454548  (1454,546) — — — 170 November 2009 Novernber 2017
January 2009 1400000  (500,000) — — 900,000 15p  November 2009  January 2019
November 2009 2,200,000 (2,200,000 — — —_ 17p  November 2009 November 2018

Share-based payments

Share options were granted during 2012 to Executve Directors and employees subject to a minimurm penod of service The exercise pnce of the granted
options 15 equal to market price at grant for senor management (with the exception of M R Thornton) and to market price at grant less 20% for all
other employees The exercise price for M R Tharnton is equal to 1p in accordance with the terms of his recrutment Options are condiional upon
completing a three year service period from the date of grant Awards to NG Bowland and the Directors of Surgical Innovations Limited are subject
to performance condions set by the Rernuneration Commitiee and measured over the vesting period

Moverments in the number of share options outstanding and therr related wesghted average exercise price are as follows

2012

20m

Average Average

exarcise exercise
price Options price Options.
pence ‘000s pence ‘000s
At 1 January 19 15,489 20 29,200
Exercised 21 (9,389) 21 (13,711
Granted 64 9,030 — —
Lapsed 78 (280) — —
At 31 December 44 14,850 i9 15,489

Out of the 14,850,000 options (2011 15483,000), 6,100000 (2010 15,488 000} options were exercisable Opuons exercised in 2012 resulted
in 8,389 000 (2011 13711000) shares being issued at a weighted average exercise price of 21p (2011 21p) The retated average wesghted share
price at the date of exercise was 11.3p (2011 69p)
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Financial statements
Notes to the consolidated financial statements continued

13. Share capital continued
Share-based payments continued

The weighted average fair value of options granted during the pericd determined using the Black-Scholes valuation model was 4 5p per option
(2011 no aptiens granted} The significant inputs into the mode! were share price at the date of grant, exercise price as set out above, volatlity of
40, an expected option life varying between three and four years and an annual nisk-free interest rate of 2.5% Volatility was calculated with reference
to statistical analysis of the historic dally share price Accordingly, after taking account of estimated leavers, the total share-based payment charge
for the year was £68,000 (2011 £2,000)

14. Share premium

Share

premum

E£500

Balance as at 31 December 2011 226
Issue of ordinary share capital 99
Balance as at 31 December 2012 325

Share premium comprises the cumulative difference between the net proceeds and nominal value of the Compary's issued equity share caprtal

15. Contingent liatilities and financial commitments

These are as follows

(a) Contingent babilities

There were no contingent liabilities at 31 December 2012 (2011 £ni)

(b) Operating leases

At 31 December 2012 the Group had future aggregate minimum lease payments under non-cancellable operating leases as follows

2012 om
£'000 £000
Within one year 219 225
Cne 1o five years 655 669
Over five years 50 195

{c) Capital commitments
At 31 December 2012 the Group had capital commitments totalling £69,000 (2011 £36,000)
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16, Transactions with related parties

A summary of transactions during the year and cutstanding amounts at the balance sheet date s as follows

Amounts Amounts
invoiced Amounts rvoicad Amounts
to/(by)} payable/ to/lby) payable/
the (raceivable) the {recenvable)
Group 31 December Group 31 December
2012 20%2z 20m 201
£'000 £'000 £000 E000
Quest Investments Limited' 29 10 30 3
Winburn Glass Norfolk? 25 g 20 b4
Getz Bros & Co Inc? 20 —_ 20 10
N G Bowland® - 12 — {14)
ACP® (205) (358) 402) (330)

Transactions with related parties during the current and prior year were as follows

1 Director's fees for D B Liversidge CBE are paic to Quest investments Limited, a company of which he 1s a director

2 Director’s fees and advisory fees for C Glass are paid to Winburn Glass Norfolk, a firm of which he 1s a partner

3 Directors fees and advisary fees for R Simkins are paid to Getz Bros & Co Inc, a company of which he is vice-president
4 At 31 Decemnber 2012 £12 166 from a toan of £20000 made avalable 10 N G Bowtand in 2009 was still repayable

5 ACP acts as the master distributor for Surgical Innovations in the Far East During the year Surgical Innovations iwoiced ACP £205,000 for products
and at 31 December 2012 there was an amount owng to Surgical Innovations of £358,000 Getz Bros & Co Inc.1s the uttimate beneficial owner of ACP

There 1s ne controlling party of Surgical Innovations Group plc

17. Pensions

The Company currently cperates a defined contribution Group personal pension plan for the benefit of employees Company contributions

In 2012 were £41000 (2011 £85,000)
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Financial statements
Independent auditor’s report -~ Company

Independent auditor’s report to the members of Surgical Innovations Group plc

We have audited the parent company financiat statements of Surgical Innovations Group ple for the year ended 31 Decernber 2012 which comprise
the parent company balance sheet and the related notes The financial reporting framework that has been applied in their preparation is applicable
law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice}

This report 1s made solely to the Company's members, as a tody, In accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit
work has been undertaken so that we might state to the Company’s members those matters we are required to state to them in an auditor’s report
and for no other purpose To the fullest extent, permitted by law, we do not accept or assume responsibility to anyone other than the Compary
and the Compary's members as a body, for our audit werk, for this report, or for the opinions we have formed

Respective responsibilities of Directors and auditor

As explained mare fully in the Staternent of Directors respongipilities set out on page 30, the Directors are respensible for the preparation of the
parent company financial staterents and for being satisfied that they give a true and fair view Our responsibility 13 to audit and express an opirnien
on the parent company financial statements N accordance with applicable law and International Standards on Auditing (UK and Ireland) Those
standards require us to comply with the Auditing Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audrt of the financial statements

A description of the scope of an audit of financial statements 1s provided on the APB's website at www frearg uk/apb/scope/private fm

Opinion on financiat statements

In our opinion the parent company financial statements

® give a true and fair view of the state of the Company’s affarrs as at 31 December 2012,

® have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and
® have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimien the information given in the Report of the Directors for the financal year for which the financial statements are prepared

1s consistent with the parent comparny financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Comparves Act 2006 requires us to report to you If in our opinion

® adequate accounting records have not been kept by the parent comparny or returns adequate for cur audit have not been receved from
branches not visited by us

® the parent company financial statements are not In agreement with the acoounting records and returns,
® certain disclosures of Oirectors’ remuneration specified by law are not made, or

& we have not recenved all the information and explanations we require for our audit

Qther matter

We have reported separately on the Group financial statements of Surgical Innovations Group plc for the year endad 31 December 2012
m A6 Lt & 7

Paul Houghton

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountant
Leeds

8 Apnil 2013
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Financial statements

Company balance sheet
as at 31 December 2012

2012

20m

Notes £'000 £'000 £000 £000
Fixed assets
Investments 2 1,018 1018
Current assets
Debtors 3 2,993 3.219
Cash at bank 3,305 3037

6,208 6,256
Creditors amounts falling due within cne year 4 (320) @21
Net current assets 5,978 5935
Net assets 6,996 6953
Capital and reserves
Called up share capital 5 4,046 3952
Share premium account 6 325 226
Profit and loss account 3] 2,625 2775

6,996 300

Shareholders’ funds 7 6,996 6,953

The financial state
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Financial statements

Notes to the Company financial statements

1. Accounting policies
{(a) Basis of preparation

The financial statements have been prepared under the histonical cost basis and UK GAAP

(b) Investment in subsidiary undertakings

The Company's investment in subsidiary undertakings 1s stated at cost less any provision for Impairment

(c) Share-based compensation

The Group 1ssues share options to certan employees which are measured at far value and recognised as an expense in the profit and loss
account with a corresponding increase in profit and oss reserve The fair value of the employee services receved in exchange for the grant of the
options 1s recognised as an expense The total amount to be expensed over the vestng period 1 determined by reference to the far value of the

options granied

The far values of these payments are measured at the dates of grant and are recogrused over the period during which employees become
unconditionally entitled to the awards At each balance sheet date, the Group revises its estimate of the number of options that are expected
to vest It recognises the impact of the revision to onginal estimates, if any, in the profit and loss account, with a corresponding adjustment

to retained earnings

2. Investments

Company £'000
Cost
At 31 December 2012 and 1 January 2012 1,018
Provision for diminution in value
At 31 December 2012 and 1 January 2012 -
Net book value at 31 December 2012 and 1 January 2012 1,018
The principal trading subsidiaries of the Group comprise
Country of
Incorparaton Proportion
Compary Description of shares held Nature of businass and operation held
Design and manufacture
Surgical Innovations Limited Ordinary £1 shares of minimally invasive devices Great Britain 100%
Design and manufacture
Haemocell Limited Ordinary £1 shares of autologous blood products Great Britain 100%
3. Debtors
2012 20m
£000 £000
Prepayments and accrued income 17 68
Other debtors 70 3
Amounts due from subsidhary undertakings 2,908 3120
2,993 3219
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4. Creditors: amounts falling due within one year

2012 201
£000 £000
Accruals and deferred iIncome 100 4
Other creditors 220 280
320 321
5. Share capital
2012 2011
£000 £000
Autherised 600,000,000
(2011 800,000,000) erdinary shares of 1p each 6,000 8,000
Allotted, called up and fully paid 404,591,302
(2011 395,202,902) ordinary shares of 1p each 4,046 3552
Details of the share options are contained in note 13 of the consolidated financial statements
During the year the following ordinary shares of 1p were 1ssued in respect of exercised share options for the stated cash consideration
® 3,500,000 at 15p,
® 3654546 at 17p, and
® 2,234,454 at 35p
A total of 9,389,000 (2011 13,711,000) ordinary shares with a total nominal value of £93,890 (2011 £137110) were 1ssued for consideration
amounting to £193,000 (2011 £288,000)
6. Reserves
Accumulated
Share profits/
premium flosses)
£000 £000
At 1 January 2012 226 2775
Premium on shares 1ssued 99 —
Loss for the year (218)
Ernployee share-based payments — 68
At 31 December 2012 325 2,625
7. Reconciliation of movements in shareholders’ funds
2012 20m
£000 £000
Loss for the financial year {218) (142}
Issue of shares 193 288
Employee share-based payments 68 2
Net increase in shareholders’ funds 43 148
Opening shareholders’ funds 6,953 6,805
Closing shareholders’ funds 6,996 6,953
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Financial statements
Notes to the Company financial statements continued

8. Loss for the financial year of Surgical Innovations Group plc

The loss for the financial year dealt with in the financial statements of the holding company, Surgical Innovations Group plc, was £218,000
{2011 £142,000)

As permitted by Section 408 of the Companies Act 2006 the profit and loss account has not been included In these financial statements

9. Transactions with related parties

A summary of transactions during the year and outstanding amounts at the balance sheet date 18 as follows

Amounts Amounts Amaunts Amaounts

Invoiced payable/ nwvoiced payable/

tothe {recelvable) to the (recenable}

Company 31 Decemnber Company 31 December

2012 2012 20m 20m

£'000 £'000 £000 EBO0

Quest Investments Limited' 29 10 30 3
Winburn Glass Norfollk? 25 9 20 2
Getz Bros &Co Inc? 20 —_ 20 10
N G Bowland® — (12) — (14)

As disclosed in the Report on remuneration

1 Directors fees for D B Lversidge CBE are paid to Quest Investrments Limited, a comparny of which he 1s a director

2 Drrectors fees and advisory fees for C Glass are paxd to Winburn Glass Norfolk, a firm of which he 1s a partrer

3 Drrector s fees and adwsory fees for R Simkins are paid to Getz Bros & Co Inc, a company of which he 1s vice-president
4 At 31 December 2012 £12 166 from a loan of £20,000 made avallable to N G Bowland in 2009 was still repayable

The Company has taken advantage of the exemption conferred by FRS 8 Related Party Transactions not to disclose transactions with wholly
owned subsidiary undertakings
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Financial statements
Five-year summary

2012

201

2010

2009

2008

£'000 £000 £000 £000 £000
Revenue 7,639 7602 7045 4541 4312
Cost of sales (3,779) (4,005} (3,526) (2647} {2.032)
Gross profit 3,860 3,097 3519 1,894 2,280
Other operating expenses (2,537) (1,830 {1,940) (1,603 (1,500)
Adjusted EBITDA 2,888 2825 2,545 937 1027
Exceptional items (294) . — {200} —
Amortisation (700) (550) (518) (101} (60
Depreciation (571} (508) (448) (345) (187)
Operating profit 1,323 1767 1579 291 780
Finarice income 4 " 9 13 118
Finance costs (94) (73) (39) @0 (78)
Profit before taxation 1,233 1,705 1549 264 820
Taxation (547) 33 239 261 {190)
Retaned profit for the year 686 1,738 1,788 525 630
Earnings per ordinary share (basic) 017p O44p 048p 014p 017p
Earnings per ordinary share (dituted) 017p 042p 046p 014p 017p
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Shareholder information
Notice of Annual General Meeting

Netice 1s hereby given that the Annual General Meeting of the Company will be held at Clayton Wood House, 6 Clayton Wood Bank, Leeds LS16 6QZ
on 19 June 2013 at 2 00pm You will be asked to consider the following resolutions

Ordinary business
To consider and, If thought fit, pass the following resolutions which will be proposed as ordinary resolutions
1 To recenve and adopt the annual report for the year ended 31 December 2012

2 To elect Mr M R Thernton as a Oirector of the Company, in accordance with Article 282 of the Company's Articles of Association, who offers
himself for re-election as a Director

3 To re-elect Mr D B Liversidge CBE as a Director of the Company in accordance with Article 34 of the Company’s Articles of Association,
who offers himself for re-election as a Director

4 To re-elect Mr M J McMahon as a Director of the Company In accordance with Article 34 of the Company's Articles of Association, who offers
himself for re-election as a Director

5 To re-appoint Grant Thornton UK LLP as auditor of the Company to held office until the conclusion of the next general meeting at which
financial statements are laid before the Company and to authonise the Directors to determine the auditor's rermuneration

6 To authorise the Board generally and unconditionally pursuant to Section $51 of the Companies Act 2006 (the Act) to exeraise all powers of
the Company to allot shares in the Cornpany and to grant rights to subscribe for or to convert any security Into such shares n the Company
(Rights) up to an aggregate nominal amount of £1,348,63967 {being approximately one-third of the 1ssued share capital of the Cormpany as at
the date of this notice) provided that this authortty shall expire on the earlier of the date fallng sx months from the expiry of the Company’s current
financial year and the date of the next Annual General Meeting of the Company after the passing of this resolution unless varied, revoked or
renewed by the Company in general mesting, save that the Board may before the expiry of the authority granted by this resolution make a further
offer or agreement which would or might reguire shares to be allotted or Rights to be granted after such expiry and the Board may allot shares
and grant Rights in pursuance of such an offer or agresment as if the authonty conferred by this resclution had not expired and the authortty
granted by this resolution 1s 1n substitution for all previous authortties granted to the Directors to allot shares and grant Rights which (to the
extent that they remain in force and unexercisad) are revoked but without prejudice to any allotment or grant of Rights made or entered
nto prior to the date of this resolution 6

Special business
To consider, and if thought fit, pass the following resolutions which will be proposed as special resolutions

7 To empower the Board (subject to the passing of the previous resolution; pursuant o Sections 570 and 573 of the Act to allot equity securities
(within the meaning of Section 560 of the Act) for cash pursuant to the authority cenferred upon them by the previous resolution as If Section 581(1)
of the Act did not apply to any such allotrment, provided that this power shall be imrted to

71 the allotment of equity securties N cannecticn with a rights 1ssue In favour of ordinary shareholders where the equity securries respectively
attnbutable to the interests of all erdinary shareholders are proportionate (as nearly as may be) to the respective numbers of ordinary shares
held by them but subject to such exclusions or other arrangements as the Directors may deern necessary or expedient in relation to fractional
enttlaments, treasury shares, record dates or legal or practical problems under the law of, or the requirements of, any recognised regulatory
body or any stock exchange 1n any ternitory, and

72 the allotment (otherwise than pursuant to sub-paragraph 71 above) of equity securities up to an aggregate nominal amount of £404,59190
(being approximately 10% of the 1ssued share capttal of the Company at the date of this notice)

and shall expire on the earlier of the date falling six months from the end of the current financial year of the Company and the date of the next
Annual General Meeting after the passing of this resolution save that the Company may, before the expiry of any power contained n this resolution,
rrake a further offer or agresment which would or rmight reguire equity securiiies to be allotted after such exprry and the Board may allot equity
securiies i pursuance of such offer or agreement as If the power conferred by this resolution had not expired
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Special business continued
8 To authonise the Company generally and uncondtionally for the purpose of Section 701 of the Act to make ore or more market purchases

{within the meaning of Section 633(4) of the Act) of ordinary shares of 1p each in the capital of the Company (Ordinary Shares) prowded that

81 the maximum aggregate number of Ordinary Shares authonsed by this resolution to be purchased 1s 40,459,190 shares (representing
approximately 10% of the Company's 1ssued share caprtal as at the date of this notice)

82 the minimum price which may be paid for such Ordinary Shares 15 1p per share {exclusve of advance corporation tax and expenses),

83 the maximum price (exclusive of advance corporation tax and expenses) which may be paid for an Ordinary Share 1s not more than the
higher of 5% above the average of the middle market quotations for an Ordinary Share as derved from the London Stock Exchange Caily
Official List for the five business days mmediately preceding the day on which the Ordinary Share 1s purchased and the amount stipulated
by Artcle 5(1) of the Buy-back and Stabilisation Regulation (Commission Regulation 2273/2003) and

84 unless previously revoked or varied the authortty conferred by this resolution shall expire on the earlier of the date falling sx months
from the end of the current financial year of the Company and the date of the next Annual General Meeting of the Company save that the

Company may, before such expiry. make a contract or contracts to purchase Ordinary Shares after such exprry as If the power conferred
by this resolution had not exprred

By grder o rd

M R Thornton Registered office

Company Secretary Clayton Wood House

8 April 2013 6 Clayton Wood Bank
Leeds LS16 6Q2Z

Notes

1

This notice 1s the farmal notification to shareholders of the Company’s Annual General Meeting its date, time and place, and the matters
to be considered If you are in doubt as to what action to take you should consult an independent adviser

Pursuant to regulation 41 of the Uncertificated Securies Regulations 2001 {as amended) and Section 3608 of the Companites Act 2008,
only those shareholders registered in the register of members of the Company at 600pm on 17 June 2013 as holders of ordinary shares
of 1p each in the capital of the Company shall be entitied to attend and vote at the Meeting i respect of the number of shares registered
in their name at that trme Changes to entries in the regster of members of the Compary after 600pm on 17 June 2013 shall be disregarded
In determining the nghts of any person to attend and vote at the Meeting.

A member entitled to attend speak and vote may appoint a proxy to attend, speak and vote instead of Fim or her A member may appoint
more than one proxy in relation to the Meeting prowided that each proxy 1s appointed to exercise the nghts attached to a different share or

shares held by that member A proxy need not be a member of the Company A form of praxy 1s included at the end of this document and
contamns notes for its completion

To be valid, the form of proxy and ary power of attorney or the authorty under which 1t 1s signed (or a notarally certified copy of ) must be

completed and lodged at the Regstrars of the Compary, Capita Registrars, at PXS, 34, Beckenham Road, Beckenham, Kent BR3 4TU not later
than 2 00pm on 17 June 2013

Completion and return of a form of proxy does not preclude a member from subsequently attending and voting at the Meeting If a member
appoints a proxy or proxies and then decides to attend the Annual General Meeting In person and vote using his poll card, then the vote in
person will override the proxy vote(s) If the vote In person is in respect of the member s entire holding, then all praxy votes will be disregarded
If, however, the member votes at the Meeting in respect of less than the member's entire holding, then If the member indicates on his polling
card that all proxies are to be disregarded, that shalt be the case, but If the member does not specifically revoke proxies, then the vote In person
will be treated in the same way as If it were the last receved proxy and earlier proxies will only be disregarded to the extent that to count
them would result in the number of votes being cast exceeding the member's entire halding.
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Shareholder information
Notice of Annual General Meeting continued

Notes continued

5

10

68

To change your proxy Instructions simply submit & new proxy appomntment using the methods set out above Note that the cut-off time for
receipt of proxy appointmenits (see note 3 above) also apply in relation to amended instructions, any amended proxy appointment recenved
after the relevant cut-off time will be disregarded

Where you have appointed a proxy using the hard copy proxy form and would like to change the instructions using another hard copy
proxy form, please contact Capita Registrars at PXS, 34 Beckenham Road, Beckenham, Kent BR3 4TU

i you submit more than one valid proxy appointment, the appointment recenved last before the latest tme for the receipt of proxies
will take precedence

In order to revoke a proxy instruction you will need to inform the Company by sending a signed hard copy notice clearly stating your intention
to revoke your proxy appointment to Capita Regstrars In the case of a member which 1s a company, the revocation notice must be executed
under its common geal or signed on its behalf by an officer of the company or an attorney for the company Any power of attorney or any
other authority under which the revocation notice 1s signed {or a duly certified copy of such power or authorty) must be included with the
revocation notice

The revocation notice must be receved by Capita Regsstrars at PXS, 34 Beckenham Road, Beckenham Kent BR3 4TU no later than 200pm
on 17 June 2013 If you attempt to revoke your proxy appointment but the revocation 1s received after the tme specified then, subject
to note 5 above, your appointment will remain vatid

Copres of the following documents will be avallable for nspection at the registered office of the Company during normal business hours until
the date of the Annual General Mesting ard on that day, at the place of the Meeting from at least 15 minutes prior to the Meeting until its conclusion

® Directors’ service coniracts and
@ |stters of appeintment for Non-executive Directors

As at 8 Aprit 2013 (being the last practicable business day prior to the publication of this notice) the Company's 1ssued share capital consisted
of 404,591,902 ordinary shares of 1p each, with ore voting right per share

if a corporation 1s a member of the Comparty it may by resolution of its directors or other governing body authorise one or more persons
to act as Its representative or representatives at the Meeting and any such representative or representatives shall be entitled to exercise
on behalf of the corporation all the powers that the corporation could exercise If 1t were an indwvidual member of the Company

Corporate representatives should bring with them either an original or certified copy of the appropriate board resolution or an original letter
confirming the appointment, provided it 1s on the corperation’s letterhead, 1s signed by an authonised signatory and accompanied by evidence
of the signatory’s authonty

A member may not use any electronic address {within the meaning of Section 333{4) of the Comparies Act 2006) provided in this Notice of
Meeting (or In any related or accompanying document (including the farm of proxy)) to communicate with the Companty for any purposes other
than those expressly stated
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Shareholder information
Explanatory notes to the Notice of Annual General Meeting

The notes on the following pages give an explanation of the proposed resolutions

Resolutions 1 to 6 are proposed as ordinary resolutions This means that for each of those resolutions to be passed, more than half of the votes
cast must be in favour of the resolution

Resolutions 7 to 8 are proposed as special resclutions This means that for each of those resolutions to be passed, at least threg-quarters of the
votes cast must be in favour of the resclution

Resolution 1 — Annual report

The Directors will present their report, the auditor's report and the audited financial statements for the financial year ended 31 December 2012
to the Meeting as required by law

Resolution 2 — Re-election of Mike Thornton as Director

Mike Thornton was appointed by the Board as a Director on 23 May 2012 In accordance with Article 292 of the Articles of Association,
Mike holds office only until the AGM, however being eligible, ke offers himself for re-election to the Board

Resolutions 3 and 4 — Re-election of Directors

At each general meeting one-third of the Directors for the time being are required to retire {excluding aryone newly apponted in the perod) If the
number of relevant Directors 15 not a multiple of thres, the number nearest to but not exceeding one-third of Directors should be obliged to retire
Drrectors due to retire by rotation are those longest in office since therr last re-election and, as between persons who becorme or were last re-elected
on the same day, those due to retire shall (Unless otherwise agreed among themselves) be determined by lot A retinng Director s eligible for re-election
in ine with past practice two Directors will retire by rotation Doug Liversidge and Mike McMahon retire by rotation and are offering thermselves

for re-election
Resolution 5 — Re-appointment of audrtor

The Cornpany 1s required to appoint an audttor at each general meeting at which accounts are lad, to hold office until the next general meeting.

The present auditor, Grant Thornton UK LLR1s willing to continue in office for a further year and this resolution proposes its reappointment and,
In accordance with standard practice, authorises the Directors to determine the level of the audrtor's remuneration

Resolution 6 — Authority to allot shares

The resolution grants the Directors authortty to allot relevant secunities up to an aggregate nominal amount of £1,348,639 67 bel ng approximately
cne-third of the Company's ordinary share capital in 1ssue at 8 Apnil 2013 It 1s not the Directors’ current intention to allot relevant securities pursuant
to this resolution This autherity replaces the existing authority to allot relevant securities but does not affect the ability to allot shares under

the share option schemes

Resolution 7 — Disapplication of statutory pre-emption rights

This resolution disapplies the statutory pre-emption nights which would etherwise apply on an issue of shares for cash pursuant to a rights issue
where the securities attnbutable to the interests of all shareholders are proportionate (as nearly as may be} to the number of shares held and
generally up to a further £404 59190, being 10% of the Compary's ordinary share capital in issue at 8 April 2013 This replaces the exsung authority
to disapply pre-emption rights and expires at the conclusion of the next Annual General Meeting of the Company

www.sigroupplc com 69

JE84 BU) JO MBIAEY

BOUBLLIBACD)

SIUBLUBIEIS |EuBLY

UONBULIOU| J3PI0YSIRYS



Surglcal Innovations Group plc | Annual Report and Accounts 2012

Shareholder information
Explanatory notes to the Notice of Annual General Meeting continued

Resclution 8 — Purchase of own shares

in certan circumstances 1t may be advantageous for the Company to purchase its own shares and this resolution seeks authority to do this
The Directors would only consider making purchases if they believed that such purchases would be in the best interests of shareholders gererally,
having regard to the effect on earnings per share and the Compary’s overall financral posrion

The resolution gives general authority for the Company to make purchases of up to 40,459,190 ordinary shares {peing 10% of the Comparny’s
ordinary share capital in issue at 8 April 2013) at & mwimum price of 1p and a maximum price being the higher of 5% above the average of the
rmicldle market quotations for ordinary shares for the five business days pnor to the purchase and the pnce stipulated by Article 5(1) of the Buy-back
and Stabilisation Regulations 2003 (being the hygher of the price of the last ndependent trade and the highest current independent bid on the
trading venue where the purchase 1s carned out)

Companies are permitted to retain any of therr own shares which they have purchased as treasury stock with a view to possible re-issue at

a future date, rather than cancelling them The Compary will consider holding any of its own shares that it purchases pursuant to the authority
conferred by this resolution as treasury stock This would gve the Compary the ability to re-issue treasury shares quickly and cost effectively,
and would provide the Company with additional flexibility in the management of 1ts caprtal base
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Shareholder information

Form of proxy
Surgical Innovations Group plc

You may submit your proxy electronically using the Share Portal service at www capttaregistrarsgcomyshareholders f not already registered
for the Share Portal, you will need your Investor Code

YWe, the undersigned, being (a) member/member(s) of Surgical Innovations Group plc, hereby appoint the Charrman of the Mesting or

Name of proxy Number of shares
{IN BLOCK CAPITALS PLEASE)

as my/our proxy to vote for me/us and on my/our behalf at the Annual General Meeting of the Company to be held at Clayton Wood House,
6 Clayton Wood Bank, Leeds LS16 6QZ on 19 June 2013 at 200pm and at any adjournment thereof /We wish my/our proxy to vote as shown
below n respect of the resclutions set out in the Notice of the Meeting

Please indicate by ticking the box if this proxy appontment is one of multiple appointments being made O
For the appontment of one or more proxy please refer to explanatory note 2 (overleaf)

Vota
For Agamst withhela*

1 To recewe and adopt the annual report for the year ended 31 December 2012
2 To re-elect Mr M R Thornton as Director of the Compary

3 To re-elect Mr D B Liversidge CBE as a Drector of the Company

4 To re-elect Mr M J McMahon as a Director of the Cormpany

5 To re-appaint Grant Thornton UK LLP as auditor of the Company and to authonise the Directors to
determine the auditor’s remuneration

6 To authorise the Board to allot shares in the Company and to grant rights to subscribe for or to convert
any security Into such shares

7 To empower the Board to allot equity secunties for cash

8 To authornise the Compana/ to make one or more market purchases of ordinary shares of 1p each in the
capital of the Company (Ordinary Shares)

If you want your proxy to vote in a certain way on the resolutions specified, please place an “X" in the appropriate box If you fail to select any

of the given options your proxy can vote as he/she chooses or can decide not to vote at all The proxy can also do this on any other resolution
that 15 put to the Meeting

* The "Vote withheld” option 15 to enable you to abstan on any particular resolution However it should be noted that a “Vote withheld™ 15 not a vote in law and will
not be counted In the calculation of the proportion of the votes “For” and “Against™ a resolution

Signed Dated this day of 2013
Name

Address
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Shareholder inforrmation

Form of proxy continued
Surgical Innovations Group plc

Notes

1

72

Every holder has the nght to appoint some other person(s) of therr choice who need not be a shareholder as his/her proxy to exercise all or
any of his/her rights, to attend, speak and vote on therr behalf at the Meetng If you wish to appoint a person other than the Charrman please
insert the name of your chosen proxy holder in the space provided (see overleaf) If the proxy i1s bemg appointed In relation to less than
your full voting entitiement please enter in the box next to the proxy holder's name (see overleaf) the number of shares in relation to
which they are authonised to act as your proxy If left blank your proxy will be deemed to be authonsed in respect of your full voting
entitlement (or If this proxy form has been issued in respect of a designated account for a shareholder, the full voting entitlement for that
designated account)

To appont more than one proxy you may photocopy this form Please indicate the proxy holder's name and the number of shares in relation
to which they are authonsed to act as your proxy (which, in aggregate, should not exceed the number of shares held by you) Please also
indicate if the proxy instructicn is one of multiple nstructions beng grven

The "Vote withheld" option 1s provided to enable you 1o abstan on any particular resolution However it should be noted that a “Vote withheld”
15 Not a vote in law and wall not be counted in the calculation of the proportion of the votes “For” and Against” a resolution

Pursuant to Regulation 41 of the Uncertificated Securties Regulations 2001, entitlerment to attend and vote at the Meeting and the number
of votes which may be cast thereat will be determined by reference to the Register of Members of the Company at 200pm on the day which
15 two days before the day of the Meeting or adjourned meeting, Changes to entries on the Register of Members after that time shall be
disregarded in determining the rights of any person to attend and vote at the Meeting,

To appaint one or more proxies or 1o gve an Instruction to a proxy (whether previcusly appointed or otherwise) via the CREST systern, CREST
messages must be receved by the issuer’s agent (ID number RA10) not later than 48 hours before the time appointed for holding the Mesting,
For this purpose, the tme of receipt will be taken to be the time (as deterrmined by the tmestamp generated by the CREST systern) from
which the 1ssuer’s agent 1s able to retrieve the message The Company may treat as invalid a proxy appontment sent by CREST in the
circumstances set out In Regulation 35(SXa) of the Uncertificated Securties Regulations 2001

The completion and return of this form will not preclude a member from attending the Meeting and voting in person i you attend the
Meeting in person, your proxy appomntment will automatically be terminated

To be effective, all votes must be lodged not less than 48 hours before the time of the Meeting at the office of the Company's registrars at
Capita Registrars, The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU
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Glossary of terms

Clinical Advisory Board (CAB)

UK and US based surgeons who work closely with the design
team to develop and test products, bringing together a wealth
of experience and expertise 1n both laparoscopy and arthroscopy

Food and Drug Administration (FDA)
Regulatory body governing the marketing of food, pharmaceuticals
and medical devices in the USA

Hip arthroscopy/arthroscopic
Refers to the minimally invase surgery carried out in the hip joint

Instrumentation
Devices used in surgery 1o maripulate and dissect tissue or organs

Intellectual Property (IP}
Protection of Inventions for commercial advantage over competitors
via patent, design registration or tradermark

Key Opinion Leaders (KOLs)
KOLs are experts m ther field, who influence the behaviour
or decision-making of peers

Trade marks

Laparoscopy/laparoscopic
Refers to minimally invasive surgery carried out in the abdominal cavity

Minimally Invasive Surgery (MIS)
Surgery carried cut through small incisions (keyholes), thereby
rminimising wound trauma

Original Equipment Manufacture (OEM)
Manufacture of products supplied to other companies for sale
by those companies under therr own brand

Port access system
Devices used for gaining access to the abdominal cavity through
small ncisions

Resposable®
A device or range comprising reusable main elerments and
disposable accessories

Retraction
Temporary displacemnent of tissue or organs to ncrease
visualisation dunng surgical procedures

South New

UK EU us Africa Australia Zealand

FricbonFinigh ® ® ® @® ™ ™
Log ® ® ® ™ ™ ™
Loge ® ® ® ™ ™ ™
PretzelFlex ® ® ™ ™ ™ ™
Resposable ® ® ™ ™ ™ ™
Surgical Innovations ® ® ® ® ®
SwingTop ® ® ® ® ™ ™
YelloPort ® ® ® ™ ™
YelloPort +plus ™ ™ ™ ™ ™ ™
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For investor relations enquiries please email
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