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* SMITHS MEDICAL INTERNATIONAL LIMITED
DIRECTORS’ REPORT

The directors present their report and the audited accounts for the year ended 31 July 2011
BUSINESS REVIEW AND PRINCIPAL ACTIVITIES

The Company's principal activity In the financial year 1s that of the design, manufacture, distnbution
and sale of medical devices There has been no significant change In this activity during the financial
year

The results for the year show a pre-tax profit of £16,248,000 (2010 £43,557,000) and sales of
£232,771,000 (2010 £273,335,000) A dwvidend of £35,600,000 (2010 £57,000,000) was authonzed
and paid during the year

FUTURE OUTLOOK

It 1s not envisaged that the Company will inthate any plans to restructure its principal activity and will
maintain its current level of performance in the forthcoming financial year

PRINCIPAL RISKS AND UNCERTAINTIES

The management of the business and the execution of the Company's strategy are subject to a
number of nsks The key business risks and uncertainties affecting the Company are

Actions of competitors

The Company operates in highly competitive markets Product innovations or technical advances by
competitors could adversely affect the business The diversity of operations reduces the possible
effect of action by any single competitor The Company invests In research and development in order
to sustain competitive advantage, and works continually to ensure that the cost base 1s competitive

Effect of legislation or other regulatory action

The Company 1s subject to a broad range of laws, regulations and standards in the junsdictions n
which it operates The Company Is particularly subject to regulation, with certain customers and
regulatory or other enforcement bodies routinely inspecting the Company's practices, processes and
premises Certain legal liability nsks, such as product hiability and employer’s hability, are transferred to
insurers, subject to policy imits and conditions However, the Company has been in business for many
years and there I1s a nsk of latent injury claims which may not be fully covered by insurance

Foreign exchange

The Company 1s exposed to transaction nisk in respect of products manufactured 1n one currency
region and sold in another currency The Company's practices for managing currency rnisk generally
mitigate transaction risk in the short term Over the longer term, the Company remains exposed to
transaction nisk

FINANCIAL RISK MANAGEMENT

The Company’s operations expose It to a vanety of financial risks that include the effects of price risk,
credit nsk, hquidity risk and interest rate nsk The Company has in place a nsk management
programme that seeks to imit the adverse effects of these on the financial performance of the
Company by monitoring cash fiows and levels of debt, and by using financial instruments

Operational credit nsk

The Company has implemented policies that require appropriate credit checks on potential customers
before credit terms are offered Customer credit imits are set based on credit ratings, past experience
and cther factors and subject to regular review

Concentrations of credit risk with respect to trade receivables are Iimited due to the diverse customer
base

Foreign exchange nsks
The Company makes a proportion of its sales in foreign currencies, pnncipally US$ and € The
resulting foreign exchange risks are managed through natural hedging and hedging contracts
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* SMITHS MEDICAL INTERNATIONAL LIMITED

DIRECTORS’ REPORT

Financing

Financing 1s managed on a Group basis The financial instruments note in the annual report and
accounts of Smiths Group plc provides details of how the Group manages interest rate nisks, financial
credit nsks and liquidity nsks  This can be obtained from http //iwww smiths-group com/reports

KEY PERFORMANCE INDICATORS

The directors of Smiths Group plc manage the Group's operations on a divisional basis For this
reason, the Company's directors believe that analysis using key performance indicators for the
Company is not necessary or appropnate for an understanding of the development, performance or
position of the business of Smiths Medical International Limited The development, performance and
position of the medical division of Smiths Group plc, which includes the Company, 1s discussed in the
Group’s annual report which does not form part of this report and can be found at the reference
outlined above

DIRECTORS
The directors who held office dunng the financial year are given below

R Bennett
S Eggleston

RESEARCH AND DEVELOPMENT

The Company Is currently undertaking research and development into new products and technologies
which will expand and extend its current product ranges, or improve existing products within these
ranges

POLICY AND PRACTICE ON PAYMENT OF CREDITORS

The Company’s policy and practice 1s to pay creditors promptly in accordance with agreed terms of
business The average time the Company took to pay an Invaice was 40 days (2010 36 days)

EMPLOYMENT POLICIES

It 1s the Company's policy to provide equal opportunities for employment The Company continues to be
actively involved in all aspects of the training and development of young persons, including initiatives
designed to ease the transition from schoo! to work Disabled people are given full consideration for
employment and subsequent training, career development and promotion on the basis of their apttudes
and abilities

Employees are regularly provided with a wide range of information concerning the performance and
prospects of the business in which they are involved by means of Employee Councils, Information and
Consultation forums, and other consultative bodies that allow the views of personnel to be taken into
account



* SMITHS MEDICAL INTERNATIONAL LIMITED

DIRECTORS’ REPORT

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The directors are responsible for preparing the Directors’ Repert and the financial statements in
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that
law the directors have elected to prepare the financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law)
Under company law the directors must not approve the financial statements unless they are satisfied
that they give a true and fair view of the state of affairs of the company and of the profit or loss of the
company for that period  1n preparnng these financial statements, the directors are required to

select suitable accounting policies and then apply them consistently,

¢ make judgements and accounting estimates that are reasonable and prudent,
state whether applicable UK Accounting Standards have been followed, subject to any
material departures disclosed and explained in the financial statements,

» prepare the financial statements on the going concern basis unless it 1s inappropniate to
presume that the company will continue in bustness

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any tme the financial
position of the company and enable them to ensure that the financial statements comply with the

Companies Act 2006 They are also responsible for safeguarding the assets of the company and
hence for taking reascnable steps for the prevention and detection of fraud and other irregulanties

STATEMENT OF DISCLOSURE OF INFORMATION TO AUDITORS

Each person who 1s a director at the date of approval of this report confirms that

(a) so far as the directors are aware, there I1s no relevant audit information (that 1s, mformaton needed by
the Company’s auditors in cennection with prepanng their report) of which the Company's auditors are
unaware, and

(b) the directors have taken all the steps that they ought to have taken as directors in order to make
themselves aware of any relevant audit information and to establish that the Company's auditers are
aware of that information

This confirmation 1s given and should be interpreted in accardance with the provisions of Sechon 418 of
the Companies Act 2006

The independent auditors, PricewaterhouseCoopers LLP, have indicated their willingness to continue
office

On behalf of the Board

?C

Steven Eggleston
Director

26" September 2011



SMITHS MEDICAL INTERNATIONAL LIMITED

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF SMITHS MEDICAL
INTERNATIONAL LIMITED

We have audited the financial statements of Smiths Medical International Limited for the year ended
31 July 2011 which compnise the Profit and Loss Account, the Statement of Total Recognised Gains
and Losses, the Balance Sheet and the related notes The financial reporting framework that has been
applied in their preparation i1s applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Directors’ Responsibilities set out on page 4 the Directors
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and farr view Qur responstbility 1s to audit the financial statements in accordance with applicable
law and International Standards on Auditing (UK and Ireland) Those standards require us to comply
with the Auditing Practices Board's Ethical Standards for Auditors

This report, including the opinions, has been prepared for and enly for the Company’'s members as a
body in accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose
We do not, In giving these opinions, accept or assume responsibility for any other purpose or to any
other person to whom this report 1s shown or into whose hands it may come save where expressly
agreed by our pnor consent in writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures In the financial statements
sufficient to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the Company’s circumstances and have been consistently
applied and adequately disclosed, the reasonableness of significant accounting estimates made by the
Directors, and the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements
+ gwe atrue and fair view of the state of the Company's affairs as at 31 July 2011 and of its
profit for the year then ended,
« have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice, and
¢ have been prepared in accerdance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared I1s conststent with the financial statements

Matters on which we are reguired to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires
us to report to you if, in our opinion
s adequate accounting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us, or
the financial statements are not in agreement with the accounting records and returns, or
certain disclosures of Directors’ remuneration specified by law are not made, or
s we have not received all the information and explanations we require for our audit

Martin Hodgson (Senior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

;7 September 2011




SMITHS MEDICAL INTERNATIONAL LIMITED

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 JULY 2011

Notes
Turnover 2
Cost of sales
Gross profit
Sales and distribution costs
Administrative expenses
Operating exceptional items 3
Operating profit 4
Profit on disposal of property
Income from shares in group undertakings 7
Amounts written off Investments 13
Interest recewvable and similar Income 8
Interest payable and similar charges 9
Profit on ordinary activities before taxation
Tax on profit on ordinary activities 10
Profit for the financial year 21

Year ended Year ended
31 July 2011 31 July 2010
£'000 £'000
232,771 273,335
(179,951) (191,519)
52,820 81,816
(13,021) (14,644)
(23,181) (27,574)
425 (1,912)

17,043 37,686

- 5,500

5,600 -
{(6,391) -

264 933

(268) (562)
16,248 43,557
{4,815) (11,622)
11,433 31,835

There 1s no matenal difference between the profit for the financial years stated above and the profit

calculated on a historical cost basis

The profit for the financial year arose from continuing actvities




SMITHS MEDICAL INTERNATIONAL LIMITED

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
FOR THE YEAR ENDED 31 JULY 2011

Year ended Year ended

31 July 2011 31 July 2010

Notes £'000 £'000

Profit for the financiai year 21 11,433 31,935
Farr value (losses)/gains on cash-flow hedges 18 (2,114) 2,878
Total recognised gains and losses for the financial 9,319 34,813

year



SMITHS MEDICAL INTERNATIONAL LIMITED

BALANCE SHEET AS AT 31 JULY 2011

Fixed assets
Goodwill
Tangtble assets
Investments

Current assets

Stock

Debtors

- faling due within one year

- faling due after one year including deferred tax
recoverable of £2,096,219 (2010 £5,058,361)

Denvative financial instruments

- faling due within one year

Cash at bank and in hand

Creditors (amounts falling due within one year)
Derivative financial instruments

Net current assets

Total assets less current liabilities

Creditors (amounts falling due after more than cne
year)

Provisions for habilities

Net assets

Capital and reserves
Called up share capital
Share premium account
Capital reserve

Hedge Reserve

Profit and loss account

Total shareholders' funds

Notes

11
12

14

15
15

18

16

18

17

19

20
21
21
21
21

22

31 July 31 July
2011 2010
£000 £'000
6,276 6,745
15,130 16,320
11,898 18,289
33,304 41,354
30,521 37,809
62,792 78,106
2,109 5,071
55 1,920

- 2
95,477 122,908
(41,786) {49,528)
(1.717) (1,145)
51,974 72,235
85,278 113,589
(35) (33)
(2,083) (4,296)
83,160 109,260
43 43
71,340 71,340
2,564 2,383
(1,377) 737
10,590 34,757
83,160 109,260

The financial staternents on pages 5 to 28 were approved by the Board of Directors on 26" September

2011 and were signed on its behalf by

5
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Director
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

1. ACCOUNTING POLICIES

Basis of preparation
The accounts have been prepared in accordance with the Companies Act 2006 and all applicable
accounting standards n the United Kingdom (UK GAAP)

These accounts have been prepared on a going concern basis and under the historical cost
convention (as modified to include revaluation of certain financial instruments)

These financial statements are presented in pounds sterling because that 1s the currency of the
prnimary economic environment in which the Company operates

Changes in accounting policy

The accounting policies adopted are consistent with those of the previous financial period except that
the Company has adopted the amendment to 'FRS 20- Share-based payment’ which clanfies that
vesting conditions are service conditions and performance conditions only, and specifies that all
cancellations, whether by the entity or by other parties, should received the same accounting
treatment This change has had no matenal effect on reported performance or equity

The Company has chosen to adopt this amendment early to mamntain consistency with the accounting
policy used by the ultimate parent company

Consolidation

As the Company is a wholly owned subsidiary of Smiths Group plc which prepares publicly available
consolidated group accounts, the Company has not prepared consolidated financial statements as
permitted by section 400 of the Companies Act 2006

Goodwill
Goodwilll represents the excess of the cost of an acquisition over the fair value of the Company’s share
of the identifiable net assets of the acquired business at the date of acquisition

Goodwill arising from acquisitions of businesses after 1 August 1998 1s included in intangible assets It
15 capitalised at cost and amortised on a strarght-ine basis over an estmated useful economic Iife of
up to 20 years Gains and losses on the disposal of an entity include the carrying amount of the
goodwill relating to the entity sold

Goodwill ansing from acquisitions of businesses before 1 August 1998 was set against reserves In the
year of acquisition

Cash flow statement and related party disclosures

The Company i1s a wholly owned subsidiary of Smiths Group plc and 1s included in the consolidated
financial statements of Smiths Group plc, which are publicly avallable Consequently, the Company
has taken advantage of the exemption from prepanng a cash flow statement under the terms of
Financial Reporting Standard 1 (revised 1998) The Company 1s also exempt under the terms of
Financial Reporting Standard 8 from disclosing related party transactions with entities that are part of
Smiths Group ple group

Research and development
Expenditure on research and development 1s charged to the profit and loss account in the year in
which it 1s incurred with the exception of amounts recoverable from third parties
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

1. ACCOUNTING POLICIES (continued)

Tangible fixed assets
Tangible fixed assets are stated at historical cost less accumulated depreciation and any recognised
impairment losses

Land 1s not depreciated Depreciaton i1s provided on other assets estimated to wnte off the
depreciable amount of relevant assets by equal annual instalments over their estmated useful ives In
general, the rates used are

+ Freehold and long leaseheld buildings — 2%,

« Short leasehold property — over the penod of the lease,
« Plant, machinery, etc — 10% to 20%,

e Motor vehicles — 25%,

» Tools and other equipment — 10% to 33%

An asset's carrying amount 1s written down immediately to its recoverable amount if the asset's
carrying amount Is greater than its estimated recoverable amount

No interest 1s capitalised as part of tangible fixed assets

Investments
The Company’'s investment in shares in Group companies are stated at cost less provision for
impairment Any impairment 1s charged to the profit and loss account when 1t anses

Stock

Stock Is stated at the lower of cost and net reahsable value Cost Is determined using the first-in, first-
out (FIFO) method The cost of finished goods and work in progress comprises raw materals, direct
labour, other direct costs and related production overheads (based on normal operating capacity) It
excludes borrowing costs Net realisable value 1s the estimated selling price in the ordinary course of
business, less applicable vanable selling expenses

Provisions

Frovisions for warrantes and product hability, disposal indemnities, restructunng costs, vacant
leasehold property and legal clams are recognised when, the Company has a legal or constructive
obligation as a result of a past event, it 1s probable that an outflow of resources will be required to
settle the obligation, and the amount has been reliably estmated Provisions are not recogrused for
future operating losses

Provisions are discounted where the time value of money 1s matenal

Where there are a number of similar cbligations, for example where a warranty provision has been
given, the likelthood that an outflow will be required in seftlement 1s determined by considenng the
class of obligations as a whole A provisian 1s recognised even If the likelihood of an outflow with
respect to any one item Iincluded in the same class of obligations may be small

Where a leasehold property Is vacant, or sub-let under terms such that the rental income 1s insufficient
to meet all outgoings, provision 1s made for the anticipated future shortfall up to termination of the
lease, or the termination payment, If smaller
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

1 ACCOUNTING POLICIES (continued)

Trade and other debtors
Trade debtors are nitially recognised at fair value and subsequently measured at amortised cost, less
any appropnate provision for estimated irrecoverable amounts A prowvision I1s established for
irrecoverable amounts when there s objective evidence that amounts due under the oniginal payment
terms will not be collected

Cash
Cash includes cash at bank and in hand

Financial assets

Financial assets are initially recognised at transaction price when the Company becemes party to
contractual obligations The transaction price used includes transaction costs unless the asset s being
fair valued through the profit and loss account

The classification of financial assets depends on the purpose for which the assets were acquired
Management determines the classification of an asset at imtial recognition and re-evaluates their
designation at each reporting date Assets are classified as loans and receivables, or financial assets
where changes in far value are charged (or credited) to the profit and loss account

The subsequent measurement of financial assets depends on therr classification Loans and
receivables are measured at amortised cost using the effective interest method Financial assets
where changes In fair value are charged (or credited) to the profit and loss account are subsequently
measured at far value Realised and unrealised gains and losses ansing from changes in the farr
value of the ‘financial assets at farr value through profit and loss’ categoery are included in the profit and
loss account in the period in which they arnse

Financial assets are derecognised when the right to receive cash-flows from the assets has expired or
has been transferred, and the Company has transferred substantially all of the nsks and rewards of
ownership

Financial abilities

Borrowings are inihally recognised at the fair value of the proceeds, net of related transaction costs
These transaction costs and any discount or premium ©on Issue are subsequently amortised under the
effective yield method through the profit and loss account as interest over the life of the loan, and
added to the lhability disclosed in the balance sheet Related accrued interest 15 included in the
borrowings figure

Borrowings are classified due within one year unless the Company has an unconditional right to defer
settlement of the llability for at least one year after the balance sheet date

Derivative financial instruments and hedging activities

Denvatives are initially recognised at farr value on the date a derivative contract is entered into and are
subsequently remeasured at therr fair value The method of recognising any resulting gain or loss
depends on whether the derivative I1s designated as a hedging instrument, and If so, the nature of the
item being hedged

Changes in the farr value of any derivative instruments that do not qualify for hedge accounting are
recognised immediately in the profit and loss account

10



SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

1. ACCOUNTING POLICIES (continued)

Fair value of financial assets and labilities

The fair values of financial assets and financial labilities are the amounts at which the instrument
could be exchanged in a current transaction between wiling parties, other than tin a forced or
liguidation sale

The following methods are used to estimate the fair values of the financial instruments

+ cash, trade receivables and payables and floating rate borrowings — the carrying value 1s a
good approximation of the fair value,

e forward exchange contracts, currency swaps, interest rate instruments and embedded
denvatives — net present value of the future cash-flows, calculated using market data at the
balance sheet date (principally exchange rates and yield curves)

Cash-flow hedge

The effective portion cf changes in the farr value of denvatives that are designated and qualify as
cash-flow hedges are recognised in equity The gamn or loss relating to any ineffective portion 1s
recognised immediately in the profit and loss account

Amounts accumulated 1in equity are recycled to the profit and loss account in the penods when the
hedged item will affect profit or loss (for instance when the forecast sale that is hedged takes place)
However, when a forecast transaction that 1s hedged results in the recognition of a non-financial asset
{(for example, inventory) or a hability, the gains and losses previously deferred in equity are transferred
from equity reserves and included in the inihal measurement of the cost of the asset or liability

When a hedging instrument expires or 1s sold, or when a hedge no longer meets the cntena for hedge
accounting, any cumulative gain or loss existing in equity at that time remains In equity and 1s
recognised when the forecast transaction i1s ultimately recognised in the profit and loss account if a
forecast transaction 1s no longer expected to occur, the cumulative gain or loss that was reported In
equity 1s immediately transferred to the profit and loss account

Leases

Leases (in which a significant portion of the risks and rewards of ownership are retained by the lessor
are classified as operating leases Payments made under operating leases are charged to the profit
and loss account on a straight-line basis over the period of the lease

Turnover
Turnover from the sale of goods 1s recognised when the nisks and rewards of ownership have been
transferred to the customer, which 1s usually when bile passes

Turnover from services 1S recognised (n accounting penods in which the services are rendered, by
reference to completion of the specific transaction, assessed on the basis of the actual service
provided as a portion of the total services to be provided

Turnover 1s measured at the fair value of the consideration received, net of trade discounts and sales
taxes

Pension obligations

The Company's principal arrangements are provided through the independent Smiths Industrnes
Pension Scheme, which 1s a defined benefit scheme The Company i1s unable to identify its share of
the underlying assets and liabriities of the scheme, and accordingly accounts for its contributions to the
scheme as If It were a defined contribution scheme In accordance with 'FRS 17 Retirement benefits'

11



SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

1. ACCOUNTING POLICIES (continued)

Share based compensation
The Group operates a number of equity-settled share-based compensation plans and Smiths Group
plc has made grants under these plans to Group employees working for the Company

The fair value of the shares or share options granted i1s recognised as an expense over the vesting
period to reflect the value of the employee services received The corresponding credit Is treated as a
capital contribution from the parent company

The fair value of options granted, excluding the impact of any non-market vesting condittons, 1s
calculated using established option pricing rodels, pnincipally binomial models The probability of
meeting non-market vesting conditions, which include profitability targets, 1s used to estmate the
number of share options which are likely to vest

In accardance with the transitional provisions of ‘FRS 20 Share-based Payment', no charge had been
recognised for grants of equity instruments made before 7 November 2002

Foreign currencies

Foreign currency transactions are recorded at the exchange rate ruling at the date of transaction and
monetary assets and liabihes denominated in a foreign currency are retransiated at the closing
exchange rate at the balance sheet date

Foreign exchange gains and losses resulting from the settlement of foreign currency transactions, and
from the retranslaton of monetary assets and liabiities denomnated in foreign currencies, are
recognised in the profit and loss account

Current taxation

The tax on profit on ordinary activities includes amounts paid or received for Group relief in respect of
tax losses claimed and surrendered in the current penod All current tax llabilities have been assumed
by Smiths Group plec, the ultimate parent Company

Deferred taxation

Deferred tax 1s recognised in respect of iming differences that have onginated but not reversed at the
balance sheet date Timing differences are the difference between the Company's taxable profits and
its results as disclosed in the financial statements, ansing from the inclusion of gains and losses In tax
assessments in perods different from those in which they are recogmised in the financial statements

Deferred assets are recognised only when their recovery is considered probable
Deferred tax 1s not discounted
Dividends

Dividends are recognised as a hability in the financial year in which they are authorised Intenm
dividends are recognised when they are paid, and final dividends are recognised when they have been
approved by the ultmate parent undertaking

12



SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

2, TURNOVER

The Company operates In one business segment The analysis of turnover by geographical area 1s as

follows

United Kingdom
North America
Eurcpe

Other overseas

3 OPERATING EXCEPTIONAL ITEMS

Management redundancies
Watford reorgamisation
Project One

Year ended Year ended
31 July 2011 31 July 2010
£'000 £'000

38,910 42,635

2,627 17,633
126,309 143,297
65,025 69,770
232,771 273,335
Year ended Year ended
31 July 2011 31 July 2010
£'000 £000

(425) 1,220

- (113)

- 805

(425) 1,912

A provision was made last financial year for the globalisation of the senior management of the
Company, resulting in a number of redundancies The credit this financial year I1s a release of the

unutihsed balance of that provision

The Watford manufacturing facility was moved to Luton and the prior financial year credit 1s a release

of the provision made the previous year

Project One Is a business process reengineering project involving the troduction of a new IT system
The amount involved consultancy and other costs that are not directly attributable to the design of the

IT system

13



SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

4, OPERATING PROFIT

Year ended Year ended
31 July 2011 31 July 2010
£°000 £'000
Wages and salaries 23,218 24,543 |
Social secunty costs 2,462 2,469
Other pension costs (note 25) 1,987 2,304
Share based compensation {note 26) 181 577
Employee costs 27,848 29,893
Depreciation of tangible fixed assets 1,593 1,686
Amortisation of intangible assets 1,732 1,690
impairment of tangible fixed assets - -
Amortisation of goodwaii 469 470
Profit on disposal of fixed assets (10) (251)
Research and development expenses 3,722 3,980
Operating leases
- land and buildings 663 765
- plant and machinery 368 129
Foreign exchange gains/({losses) 736 (712)
Fees charged by PricewaterhouseCoopers and their
associates
- statutory audit fee 117 96
- services related to information technology 70 48
5. DIRECTORS' REMUNERATION
Year ended Year ended
31 July 2011 31 July 2010
£°000 £000
Aggregate emoluments 358 71
Company contributions in respect of defined contribution
pension schemes 33 31

Certain directors provide services both to the Company and @ number of other related Smiths Group
plc entiies Retirement benefits are accruing to 1 director (2010 2) under a defined benefit scheme

Highest paid director

Year ended Year ended
31 July 2011 31 July 2010
£'000 £°000
Aggregate emoluments 220 288

Company contributions in respect of defined contribution
pension schemes 21 18

Defined benefit pension scheme

Accrued pension at the year end - 79
Exercise of Share Options - 163

14



SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

6. EMPLOYEE INFORMATION

The average monthly persons employed by the Company was

Year ended
31 July 2011

Number

790

Year ended
31 July 2010
Number

806

Certain employees’ have contracts of service with Smiths Group plc company Remuneration in
respect of these employees 1s included above because they work full ime for and are paid by the

Company

7. INCOME FROM SHARES IN GROUP UNDERTAKINGS

Medex Medical Limited

8. INTEREST RECEIVABLE AND SIMILAR INCOME

Interest receivable from Group undertakings
Interest recevable on cash and deposits
Other interest recevable

9. INTEREST PAYABLE AND SIMILAR CHARGES

Interest payable to Group undertakings
Interest payable on overdraft and bank loans
Finance costs relating to forward foreign exchange contracts

15

Year ended Year ended
31 July 2011 31 July 2010
£°000 £'0600

5,600 -

Year ended Year ended
31 July 2011 31 July 2010
£000 £000

259 930

5 2

- 1

264 933

Year ended Year ended
31 July 2011 31 July 2010
£'000 £000

- 27

140 124

128 411

268 562




- SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

10. TAXATION

Analysis of tax charge on ordinary activities
United Kingdom

Current tax (group relief payment)

Prior penod adjustment

Total current United Kingdom tax

Deferred taxation

Origination and reversal of timing differences
Changes to statutory tax rates

Total deferred tax (note 15)

Tax on profit on ordinary activities

Year ended Year ended
31 July 2011 31 July 2010
£000 £'000

2,350 11,054

(497) 511

1,853 11,565

2105 {124)

857 181

2,862 57

4,815 11,622

The tax for the financial year i1s different from the standard rate of corporation tax in the UK The

differences are explained below

Profit on ordinary activities before taxation

UK corporation tax at 27 33% (2010 28%)

Effects of

Income not chargeable for tax purposes

Expenses not deductible for tax purposes

Accelerated capital allowances

Depreciation less industnal bullding allowances on ineligible
assets

Other timing differences

Research and development aliowances

Adjustment to tax in respect of prior period

Group relief surrendered from fellow subsidiary
- current year

- priar year

Group relief payment

Total current tax
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Year ended Year ended
31 July 2011 31 July 2010
£'000 £'000
16,248 43,557
4,440 12,196
(2,004) (1,750)
1,830 183
{1,955) 321

181 171

{(170) (11)

(72) (56)

{497) 511

1,853 11,665
(2,350) (11,054)

497 {511)

1,853 11,565

1,853 11,565




- SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

11. GOODWILL
Goodwill
£000

Cost
At 1 August 2010 9,392
Additions -
At 31 July 2011 9,392
Accumulated amortisation
At 1 August 2010 2,647
Charge for the year 489
At 31 July 2011 3,116
Net book value
At 31 July 2011 6,276
At 31 July 2010 6,745

Goodwill represents the difference between the price paid for Pneupac Limited and Medex Medical
Limited, and the net assets acquired The trade and assets of Pneupac Limited and Medex Medical
Limited were transferred to Smiths Medical International Limited
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

12. TANGIBLE ASSETS

Fixtures,
Land and Plant and fittings, and
buildings machinery equipment Total
£'000 £000 £'000 £'000
Cost or valuation
At 1 August 2010 6,593 16,230 22921 45,744
Transfers toffrom other - 55 - 55
Group Companies
Additions - 918 1,305 2,223
Disposals - (2,598) {1,027} (3,625)
At 31 July 2011 6,593 14,605 23,199 44,397
Accumulated depreciation
At 1 August 2010 2,777 12,729 13,9818 29,424
Transfers to/from other - 74 - 74
Group Companies

Charge for the year 117 1,021 2,187 3,325
Disposals - (2,579) (977) (3,556)
At 31 July 2011 2,894 11,245 15,128 29,267
Net book value
At 31 July 2011 3,699 3,360 8,071 15,130
At 31 July 2010 3,818 3,501 9,003 16,320

Additions in the year reflect capital nvestment in the ardinary course of business

Disposals consisted primarly of the disposal of fixed assets at book value at the end of their useful life
In the ordinary course of business

The net book amount of property comprises

31 July 31 July

2011 2010

£000 £'000

Freehold 3,601 3,693
Short Leaseholds 98 123
3,698 3,816
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

13. FIXED ASSET INVESTMENT

Shares in
group
undertakings
£°000
Cost or valuation
At 1 August 2010 18,289
Additions -
At 31 July 2011 18,289
Provision for permanent diminution
in value
At 1 August 2010 -
Additions 8,31
At 31 July 2011 6,391
Net book value
At 31 July 2011 11,858
At 31 July 2010 18,289
31 July 31 July
Investment in Subsidiaries 2011 2010
£000 £000
Pneupac Limited 7.835 7,835
Graseby Medical Limited 229 229
Medex Medical Limited 3,834 10,225
11,898 18,289

On 22 December 2010 Medex Medical Limited paid a dividend of £5,600,000 to the Company
Following this distnbution the Company impaired its investment in Medex Medical Limited by

£6,391,000

In the opinion of the directors the value of investments in subsidiary undertakings 1s not less than the
aggregate amount at which they are shown in the Company's balance sheet

The principal subsidianes at 31 July 2011, which all operate in their country of incorperation, are listed

below
Country of interest
incorporation directly
held
Domestic subsidiary undertakings
Pneupac Limited England and 100
Wales
Graseby Medical Limited England and 100
Wales
Medex Medical Limited England and 1C0
Wales
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Class of
capital

Ordinary
Shares
Ordinary
Shares
Ordinary
Shares

Principal
activity
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Non-trading
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

14. STOCK
31 July 31 July
20M 2010
£'000 £'000
Stock comprises
Raw matenals 4,576 5,468
Work in progress 1,490 1,404
Finished goods 24,455 30,937
30,521 37,809
15. DEBTORS
31 July 31 July
2011 2010
£'000 £°000
Amounts falling due within one year
Trade debtors 20,151 21,277
Amounts owed by Group undertakings 41,778 56,090
Other debtors 24 99
Prepayments and accrued income 839 640
62,792 78,106
Amounts falling after more than one year
Other debtors 13 13
Deferred tax 2,086 5,058
2,109 5,071

The “"amounts owed by Group undertakings” are not secured and attract interest on non-trading
elements at the average rate of 1 35% (2010 1 30%) in the year Interest was not charged to Group

undertakings on trading balances

The deferred tax asset at the balance sheet date 1s £2,096,219 (2010 £5,058,361) and was
recognised given the likely crystallisation of that asset The asset pnmarily anses due to Accelerated
Capital Allowances (“ACAs”™) The deferred tax asset has been calculated at the statutory corporation

tax rate of 25% (2010 27%)

The elements of deferred taxation are as follows

Year ended Year ended
31 July 2011 31 July 2010
£°000 £000

Difference between accumulated depreciation and
amortisation and capital allowances 2,096 4,880
Other timing differences - 168
2,096 5,058
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

16. CREDITORS - AMOUNTS FALLING DUE WITHIN ONE YEAR

31 July 31 July
2011 2010
£000 £000
Trade creditors 7,396 7,488
Amounts due to Group undertakings 29,798 36,473
Other taxation and social security costs 1,381 1,290
Other creditors - 34
Accruals and deferred income 3,211 4,243
41,786 49,528

The “amounts cwed to group undertakings” did not attract interest, and are not secured

17. CREDITORS - AMOQUNTS FALLING DUE AFTER MORE THAN ONE YEAR

31 July 31 July
2011 2010
£000 £'000
20,000 7% preference shares of €2 each (note 20) 35 33

Arrears of dividend amount to €11,200 (2010 €8,400) and have not been accrued
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

18. FINANCIAL INSTRUMENTS

Foreign exchange risk

Transactional currency exposure

The Company has transactional currency exposure ansing from sales or purchases in currencies other
than their functional currency, predominantly USD, EUR, JPY and AUD In accordance with Smiths
Group policy the Company hedges net exposures to agreed sales or purchases which are expected to
occur within the next twelve months using forward foreign exchange contracts This policy minimises
the risk that the profits generated from the transaction will be affected by foreign exchange

movements which occur after the price has been determined

Cash-flow hedging

At 31 July 2011, the Company had outstanding foreign currency contracts designated as hedging
instruments in cash-flow hedges of future foreign currency sales and purchases with a nominal value
of £46,612,000 (2010 £70,653,000) The fair value of the hedging instruments are disclosed In the
derivative table below

The majority of hedged transactions will be recognised in the income statement in the same period as
the cash-flows are expected to occur, with the only differences arising as a result of normal
commercial credit terms on sales and purchases The matunity profiles of the foreign currency
cohtracts are as follows

31 July 31 July

2011 2010

£'000 £'000

Matunng within six months (1,256) 843
Maturing between six and twelve months (406) {68)
Total fair value of foreign currency contracts (1,662) 775

The movements relating to cash flow hedging and resulting in a £2,114,000 loss (2010 £2,878,000
profit) being recognised directly in reserves dunng the financial year are summarised in the table
below

31 July 31 July
2011 2010
£'000 £'000
Net cash-flow hedge gains/{losses) deferred in reserves at 737 (2,141)
start of year
(Losses)/profits on effective cash-flow hedges recognised In (1,070) 5,556
reserves
Amounts removed from reserves and recognised In the (1,044) (2,678)
income statement
Net cash-flow hedge (losses)/gains deferred In reserves at (1,377) 737

end of financial year
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

18. FINANCIAL INSTRUMENTS (continued)

Financial derivatives

The tables below set out the nominal amount and fair value of derivative financial instruments held by

the Company

Contract or
underlying

nominal amount Fair value

Assets Liabilities Assets Liabilities Net
At 31 July 2011 £000 £°000 £000 £000 £000
Foreign exchange contracts (cash fiow 7,512 39,100 55 (1,717) (1,662)
hedges)
Balance sheet entries
Debtors falling due within one year 55
Debtors falling due after cne year
Creditors due In less than one year (1,717)
Creditors due in more than one year
Total financial denvatives 55 (1,717) {1,662)

Contract or
underlying
nominal amount Fair value

Assets Liabilities Assets Liabilities Net
At 31 July 2010 £'000 £'000 £'000 £000 £'000
Foreign exchange contracts (cash flow 45777 24,876 1,920 (1,145) 775
hedges)
Balance sheet entries
Debtors falling due within one year 1,920
Debters faliing due after one year
Creditors due in less than one year (1,145)
Creditors due in more than one year
Total financial dervatives 1,920 (1,145) 775

Fair value of financial instruments

The fair values of financial assets and financial habilites are the amounts at which the instrument
could be exchanged in a current transaction between willing parties, other than ina forced or

iquidation sale

Forward foreign exchange contracts are valued using market valuations at the balance sheet date
Embedded derivatives are valued using the net present value of discounted cash-flows and market

prices for forward foreign exchange contracts

Alt financial instruments are recognised on the balance sheet at a value which is not matenally

different from their fair value

The primary currencies are USD, EUR, JPY, AUD, CAD, SEK, and ZAR
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SMITHS MEDICAL INTERNATIONAL LIMITED

NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

19. PROVISIONS FOR LIABILITIES AND CHARGES

Warranty
provision
and product Reorgan
liability Property isation Litigation Total
£'000 £'000 £'000 £'000 £'000
At 1 August 2010 347 1,200 2,507 242 4,296
Utilsed during the year (155) (53) {1,439) - (1,647)
Charged to profit and loss
account 155 ) ) ) 155
Released to profit and loss - - (479) (242) (721)
account
At 31 July 2011 347 1,147 589 - 2,083

Warranty and product liability provisions are made for the likely costs of after sales support based on
recent past experiences of the business These are expected to be utiised over the penod of the
applicable liability,

Property provisions are made for the likely costs of dilapidation of leased premises and are expected
to be utiised during the term of the applicable lease

Reorganisation relates to the closure of the Watford sites and globalisation redundancies £651,000
was spent against the Watford closure provision, £54,000 being released, leaving a balance of
£589,000 £788,000 was spent against the redundancy provision, £425,000 being released clearnng
the provision The provisions are expected to be utiised within a penod of nine months

Litigation provisions related to potential third party clams against the Company and were released
during the year
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20 CALLED UP SHARE CAPITAL

31 July 31 July
2011 2010
£'000 £'000
EQUITY SHARES
Authorised
50,000 ordinary shares of £1 each 50 50
Issued and fully paid
43,217 ordinary shares of £1 each 43 43
DEBT SHARES
20,000 7% preference shares of €2 each (note 17) 35 33
21. RESERVES
Share Capatal Hedge  Profit and
premium reserve reserve loss
account (note 18) account
£'000 £'000 £000
At 1 August 2010 71,340 2,383 737 34,757
Profit for the financial year - - - 11,433
Dividend paid - - - (35,600)
Total recognised gamns for the - - (2,114) -
financial year
Capital contribution (note 26) - 181 - -
At 31 July 2011 71,340 2,564 (1,377} 10,590
22. RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS
31 July 31 July
2011 2010
£000 £'000
Profit for the financial year 11,433 31,935
Fair value movements on cash-flow hedges (note 18) {2,114) 2,878
Total recognised gains relating to the year 9,319 34,813
Capital contribution {note 26) 181 577
Dividends paid {35,600) {67,000)
Net reduction to shareholders’ funds (26,100) (21,610)
Opening shareholders’ funds 109,260 130,870
Closing shareholders’ funds 83,160 109,260
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NOTES TO THE ACCOUNTS FOR THE YEAR ENDED 31 JULY 2011

23. OPERATING LEASE COMMITMENTS

At 31 July 2011, the Company had annual commitments under non-cancellable operating leases as
follows

Land & Buildings Other
31 July 31 July 31 July 31 July
2011 2010 2011 2010
£°000 £°000 £'000 £000
On contracts expinng
Within one year - - 41 44
After one and within five years 387 ag7 267 269
After five years 703 699 - -
Total 1,090 1,086 308 313
24, CAPITAL COMMITMENTS
31 July 31 July
2011 2010
£000 £000
Contracts placed for future capital expenditure not provided In the
accounts 220 944
Future capital expenditure authorised by directors but not contracted
and not provided in the accounts 2,360 450
25. PENSIONS

Staff of the Company participated in the Smiths Industries Pension Scheme and the TI Group Pension
Scheme, defined benefit pension plans based in the UK With effect from 1 January 2006, a number of
employees of the Company who are members of this scheme became employees of the ultimate
parent Company, Smiths Group ple, and now perform their services under contract from that
Company These pension schemes were closed with effect from 31 October 2009 The Company
provides a defined contnibution pension plan for its employees

The assets of the Smiths Industnies Pension Scheme are held in a separate trustee-administered fund
and the pensions costs are assessed in accardance with the advice of independent, professionally-
qualified actuanes Further details of these pension plans, the actuanal assumptions used and the
latest actuanal valuations can be found tn the consoldated accounts of Smiths Group plc for the year
ended 31 July 2011

The pension cost for the Company in respect of the defined benefit pension plans was £nil (2010
£0 7m} This represents contributions payable to Smiths Group plc which 1s responsible for making
contributions to the pension funds on behalf of the Group as a whole The Company contributions are
set with respect to the current service period only, so the Company has accounted for these
contributions as If the scheme was a defined contribution scheme In 2012 the Company does not
expect to make any payments in respect of the defined benefit pension plans

The total expense recognised In the iIncome statement in respect of defined contnbution pensions was
£2 0m (2010 £16m)
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26. SHARE BASED COMPENSATION

The Group operates share schemes and plans for the benefit of employees The nature of the
principal schemes and plans under which grants have been made to Group employees working for
Smiths Medical International Limited I1s set out below

Smiths Group Sharesave Scheme (SAYE)

The SAYE scheme I1s an HM Revenue & Customs-approved all-employee savings-related share
option scheme which 1s open to all UK employees, including directors, with 12 months’ service or
more Participants enter into a contract to save a fixed amount per month of up to £250 in aggregate
for three or five years and are granted an option over shares at a fixed option price, set at a 20%
discount to market price at the date of invitation to participate In the case of five-year savings
contracts, participants can elect to delay matunty of the contract until s seventh anniversary The
number of shares comprnsing the option 1s determined by the monthly amount saved and the bonus
paid on maturity of the savings contract Options granted under the SAYE scheme are not subject to
any performance conditions

Smiths Industnes 1995 Executive Share Option Scheme (95 ESOS)

Options granted under the 85 ESOS can only he exercised after three years f a performance
requirement, determined by the Remuneration Committee, has been met Options granted under the
95 ESOS up to 2001 are subject to performance testing based on total shareholder return of the
Group versus the total return of the General Industnats Sector of the FTSE All Shares Index Options
granted from 2002 are subject to a performance test based on growth in the Group's earnings per
share If the performance requirement Is not satisfied at the end of the third year, the performance
perniod may be extended for up to two further years so that performance i1s tested over a four-year
period at the end of the fourth year and a five-year pencd at the end of the fifth year The performance
requirement 1s that the growth in the Group’s normahsed earnings per share over the three/four/five
financial years beginning immediately prior to the option grant must exceed the increase in the UK
Retail Prices Index over the same pericd by 3% per annum (for options up to one times base salary)
and by 4% per annum (for the excess up to two times base salary} No grants under the 95 ESOS
were made n the 2010/11 financial year

Value Sharing Plan (VSP)

The VSP i1s 2 long-term incentive plan approved by the shareholders in July 2008 rewarding
executives for value creation at Group and Divisional levels The first grant was made in the financial
year 2008/09 based on performance over three-year and four-year pernods commencing with the
2008/09 The second grant was made in 2010/11 based on performance over a three-year period
Executives with divisional responsibiibes will be rewarded for value creation within the division for
which they are responsible The divisional awards will depend on meeting an internal value growth
target set for the division in which the participant works
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26. SHARE BASED COMPENSATION (continued)

Share options movement table
The following table summarises the options over Smiths Group plc shares 1ssued since 7 November
2002 to employees working for the Company

Weighted
average
price for

option plans
SAYE ESOS DSS/ICIP VSP Total

Ordinary shares under option

1 August 2010 361,942 329,600 4 530 48,052 744,124 738
Granted 37,796 - 7711 - 45507 860
Exercised (61,445) {153,984) - - (215,429) 857
Lapsed (36,521} - - (24,026) (60,547) 403
Transferred (to)/from other Smiths

Companies - 5,250 - (24,026) (18,776) 280
31 July 2011 301,772 180,866 12,241 - 494 879 775

At 31 July 2011 there were 33,500 (2010 98,045) ordinary shares under option in respect of ophions
iIssued before 7 Novemnber 2002 with a weighted average exercise price of £7 90 (2010 £7 62)

Options were exercised on an irregular basis during the year and the average closing share price of
Smiths Group ple over the financial year was 1,240 24p (2010 1,000 61p) There has been no change
to the effective option price of any of the outstanding options during the year

Assumptions underlying share options valuations

For the purposes of valuing options to arrnive at the share-based payment charge, the Binocmial option
pricing model has been used for most schemes and the Monte Carlo method 1s used for schemes with
total shareholder return performance targets The key assumptions used in the models for 2011 and
2010 are volatiity of 30% (2010 30%) and dvidend yield of 3 75% (2010 3 75%) Assumptions on
expected volatility and expected option term have been made on the basis of historical data, wherever
available, for the penod corresponding with the vesting penod of the option Best estimates have been
used where historical data 1s not available in this respect These generated a weighted average far
vatue for CIP of £12 40 (2010 £18 89) and SAYE of £2 68 (2010 £2 15)

Included within administrative expenses is an expense ansing from share-based payment transactions
of £181,029 (2010 £576,827), all of which relates to equity-settled share-based compensation

27. RELATED PARTY TRANSACTIONS

The Company has taken advantage of the exemption provided by Paragraph 3(c) of ‘FRS 8 Related

party disclosures’ not to disclose transactions with entities that are, directly or indirectly, wholly owned
by Smiths Group ple

28. ULTIMATE PARENT UNDERTAKING

For the year ended 31 July 2011, Smiths Medical international Limited was a wholly owned subsidiary
of Smiths Medical Group Limited

The ultimate parent undertaking and controling party 1s Smiths Group plc, which 1s the parent
undertaking of the smallest and largest group to consoldate these financial statements Smiths Group
plc 1s incorporated in the United Kingdom and registered in England and Wales

The annual report and accounts of Smiths Group plc may be obtained from the Company Secretary,
Smiths Graup ple, Cardinal Place, 80 Victoria Street, London, SW1E 5JL
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