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Directors’ report for the period ended 3 January 2010

The directors present their report and the audited financial statements of the company for the period
ended 3 January 2010

Business review and principal activities

DePuy International Limited manufactures and supphes orthopaedic and other medical and surgical
products, both in the UK and overseas

Future outlook

The markets in which we operate are expected to remain competitive in 2010 The development of
new and existing products and processes continues to be important to the success of the company in
all areas of the business We remain confident that the company will continue to perform well in the
future

Principal risks and uncertainties

The management of the business and the execution of the company's strategy are subject to a
number of risks

The key business risks and uncertainties affecting the company are considered to relate to general
industry conditions and competition, economic conditions, technological advances, challenges
inherent In new product development, and trends towards health care cost containment

Key performance indicators {"KPIs")

The directors of DePuy International Ltd manage the group’s operations on a divisional basis The
business is managed using a set of financial and non-financial performance measures These
measures are reviewed routinely and used in making tactical and strategic decisions affecting the
short and long term results of the business

Turnover has grown by 1 39% (2008 5 21%) year on year which is in line with expectations and
reflects growth across all developing areas of the business The gross profit percentage has fallen
slightly from 33 86% in 2008 to 32 17% in the current year reflecting the stable performance across
the core businesses

Financial nsk management

The policies set by the Group are implemented by the company's finance departiment The
department has a policy and procedures manual that sets out specific guidelines to manage
interest rate nsk, credit risk and circumstances where it would be appropnate to use financial
instruments to manage these

Price nsk

The company Is exposed to commodity price nsk as a result of its operations However, given the
size of the company's operations, the costs of managing exposure to commodity price rnisk exceed
any potential benefits The directors will revisit the appropnateness of this policy should the
company's operations change in size or nature The company has no exposure to equity securities
prnice nsk as it holds no histed or other equity investments
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Directors’ report for the period ended 3 January 2010
(continued)

Financial nsk management (continued)

Credtt nisk

The company has implemented policies that require appropnate credit checks on potential
customers before sales are made Where debt finance 1s utiised, this i1s subject to pre-approval by
the board of directors and such approval 1s imited to high-credit-quality financial institutions The
amount of exposure to any individual counterparty 15 subject to a hmit, which is reassessed
annually

Liquidity risk
The company actvely mantains a rmxture of long-term and short-term debt finance that 15
designed to ensure the company has sufficient avalable funds for operations and planned
expansions

Interest rate cash flow risk

The company has both interest bearing assets and interest bearing habilities Interest bearing
assets include only cash balances, which earn interest at fixed rate The company has a policy of
maintaiming debt at fixed rate to ensure certainty of future interest cash flows The directors will
revisit the appropriateness of this policy should the company's operations change in size or nature

Foreign exchange risk
The company makes sales and purchases in foreign currencies The company manages its foreign
exchange risk by hedging its significant exposures through a group hedging scheme

Results and dividends

The profit and loss account for the period is set out on page 8

The company's profit for the period 1s £54,383,000 {2008 £22,230,000) A final dividend of £0 6859
(2008 £0 7074) per ordinary share amounting to £32,000,000 (2008 £33,000,000) was pad The
aggregate dividends on the ordinary shares recognised during the pencd amounts to £32,000,000
(2008 £33,000,000) There are no proposed dividends awaiting approval at the balance sheet date
(2008 Enl}

Qualifying third party indemnity provisions

At the time the report 1s approved there are no qualifying third party indemnity provisions in place
for the benefit of one or more of the directors
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Directors’ report for the period ended 3 January 2010
(continued)

Directors

The directors who held office during the penod and up to the date of signing the financial statements,
unless otherwise stated are given below

R Twomey (resigned 1 December 2009)
P Wells

D Basqull (resigned 15 July 2009)

A Crossley (appointed 16 July 2009)

Charitable and political contnbutions

Chantable contributions paid dunng the penod amounted to £5,448,000 (2008 £4,662,000)
No donations were made during the period to political organisations {2008 £nil)

Employee involvement

The company 1s committed to the continued development of employee involvement by an effective
communications and consultative framework  Consultative committees covenng broad business
areas, pensions, health and safety, quality and employee services are well established and meet
regularly Bnefing meetings for all staif are held regularly

The current emphasis 1s on faciitating cross-functional relatonships to increase awareness and to
build effective teamwork

The company's pelicies and practices are regularly reviewed and feedback 1s received from all staff
levels

Disabied persons

Applications for employment by disabled persons are always fully considered, bearing in mind the
respective aptitudes and abilities of the applicant concerned In the event of members of staff
becoming disabled every effort 1Is made to ensure that therr employment with the company continues
and the appropnate traiming 1s arranged It s the policy of the company that the training, career
development and promation of a disabled person should, as far as possible, be identical to that of a
perscn who does not suffer from a disability

Policy and practice on payment of creditors

The company’s policy in respect of its creditors 1s to settle the terms of payment with those creditors
when agreeing the terms of each transactton
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Directors’ report for the period ended 3 January 2010
(continued)

Statement of directors’ responsibilities in respect of the Annual Report and the financial
statements

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

Company law requires the directors to prepare financial statements for each financial perod
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) The financial statements are required by law to 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 pertod

In preparing those financial statements, the directors are required to

select suitable accounting policies and then apply them consistently,
make judgements and estimates that are reasonable and prudent,
state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements,

e prepare the financial statements on the going concern basis unless it 15 inappropriate to
presume that the company will continue 1n business, in which case there should be supporting
assumptiens or qualifications as necessary

The directors are responsible for keeping adequate accounting records that are sufficient to show
and explain the company's transactions and disclose with reasonable accuracy at any time the
financial position of the company and 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 reasonable steps for the prevention and detection of fraud and
other irregulanties

Auditors and disclosure of information to auditors

All directors In office at the tme the report 1s approved confirm

So far as each diector 1s aware, there 15 no relevant audit information (that 1s, information needed
by the company's auditors In connection with prepanng ther report) of which the company's
auditors are unaware Each director has taken all the steps that he/she ought to have taken in
his/her duty as a director in order 1o make himselffherself aware of any relevant audit information
and to estabhsh that the company’s auditors are aware of that information

Independent auditors

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

On behalf of the board

N
‘—--'-'—-__—_
A Crossley
Director

wLMUS\' Qﬂl 2 -
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Independent auditors’ report to the members of DePuy
International Limited

We have audited the financial statements of DePuy International Limited for the penod ended 3
January 2010 which compnse the profit and loss account, the balance sheet and the related notes
The financial reporting framework that has been applied in their preparation 1s applicable law and
United Kingdom Accounting Standards {United Kingdom Generally Accepted Accounting Practice)

Respective respensibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 5 the directors
are responsible for the preparation of the financial statements and for being saushed that they give
a true and far view Qur responsibity 15 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 repert, including the opimions, has been prepared for and only for the company's members as
a body i accordance with Chapter 3 of part 16 of the Companies Act 2006 and for no other
purpose We do not, 1n giving these opinions, accept or assume responsibility for any other
purpose or to any other person to whom this report 15 shown or into whose hands it may come
save where expressly agreed by our prior consent in wnting

Scope of the audit of the financial statements

An audit involves obtaning evidence about the amounts and disclosures in the financial
statements 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 apphied 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

« give a true and farr view of the state of the company’s affairs as at 3 January 2010 and of
its profit for the perniod then ended,

+« have been properly prepared in accordance with Urnited Kingdom Generally Accepted
Accounting Practice, and

s have been prepared In accordance with the requirements of the Compames Act
2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Cirectors’ Report for the financial year for which the
financial statements are prepared 1s consistent with the financial statements
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Independent auditors’ report to the members of DePuy
International Limited (continued)

Matters on which we are required to report by exception

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

+ adequate accounting records have not been kept, or returns adequate for our audit have
not been received from branches not visited by us, or

e 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

* wa have not received all the information and explanaticns we require for our audit

6&

Gary Shaw {Senior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutery Auditors
Leeds

2PN Bugudr 2810
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Profit and loss account
for the period ended 3 January 2010

2009 2008

Notes £000 £'000

Turnover 2 250,460 247,030
Cost of sales (166,292) (163,374)
Gross profit 84,168 83,656
Operating expenses (10,773) {48,838}
Operating profit 3 73,395 34,818
Exceptional items 4 (10,200) -
Interest receivable and similar Income 7 1,510 8172
Other finance expense (4) (20)
Profit on ordinary activiies before taxation 64,701 42,970
Tax on proftt on ordinary activities 8 (10,318) (20,740)
Profit for the financial period 20 54,383 22,230

There s no matenal difference between the profit on ordinary activities before taxation and the profit
for the periods stated above, and their histonical cost equivalents

All results are derived from continuing operations

The company has no recognised gains and losses other than the results above and therefore no
separate statement of total recognised gans and losses has been presented
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Balance sheet
as at 3 January 2010

2009 2008
Notes £'000 £000
Fixed assets
Intangible assets 10 6,325 10,334
Tangible assets 11 39,451 41,250
Investments 12 1,667 1,667
47,443 53,251
Current assets
Stock 13 5,072 5,696
Debtors 14 106,193 99,090
Cash at bank and in hand 149,561 139,772
260,826 244,558
Creditors: Amounts falling due within one year 15 (210,942) {229,993)
Net current assets 49,884 14,565
Total assets less current habiliies 97,327 67,816
Provisions for liabilities and charges 16 (8,867) (2,380)
Net assets including pension habihity 88,460 65,436
Capital and reserves
Called up share capital 19 46,654 46,654
Cther reserve 20 5,015 4,374
Profit and loss account 20 36,791 14,408
Total shareholders’ funds 21 88,460 65,436

The financial statements on pages 8 to 29 were approved by the board of directors on 23* Mﬂ% oo
and were signed on its behalf by

N

A Crossley

Director

DePuy International Limited
Registered no 03319712
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Notes to the financial statements for the period ended 3
January 2010

1  Principal accounting policies
Accounting period

The accounting period ended 3 January 2010 consists of 53 weeks For the purposes of these
financial statements this period 1s referred to as 2009

Basis of accounting

The financial statements have been prepared on the going concern basis under the histonical cost
convention and in accordance with the Comparies Act 2006 and applicable accounting standards in
the Unted Kingdom The principal accounting policies which have been consistently appled
throughout the period are set out below

Consolidated financial statements

The company and its subsidiary undertaking are included in the full consolidation of the financial
statements of tts ultmate parent, Johnson & Johnson In accordance with the provisions of 5401 of
the Companias Act 2006, group financial statements have not been prepared

Intangible assets

Purchased know-how, goodwill and technology transfer are amortised on a straight hne basis over
their useful lives, estmated at between 11 and 20 years The directors review the level of intangible
assets for impairment If events or changes In circumstances indicate that the carrying values may not
be recoverable

Tangible fixed assets

Tangible fixed assets are stated at thewr purchase cost, together with any inctdental expenses of
acquisition, and they are stated in the balance sheet at cost less accumulated depreciation  The
assets are reassessed penodically

Depreciation 1s calculated so as to write off the cost of tangible fixed assets less therr estimated
residual value, on a straight hne basis over the expected useful economic lives of the assets
concerned Depreciation 1s not charged on capital assets under construction untl the asset is
completed for its intended use and transferred to the appropriate fixed asset classification

The principal annual rates used for this purpose are

Freehold land and bulldings 50 years

Leasehold improvements over the term of the lease
Plant and machinery 3-—12 years

Fixtures, fitings and equipment 5-10years
Investments

Investments 1n subsidiary undertakings are recorded at cost plus incidental expenses less any
provision for impairment  knpawrment reviews are performed by the directors when there has been
an indication of potenhal impairment

Stock

Stock and work in progress 1s valued at the lower of cost and net realisable value In the case of
manufactured products, cost includes attributable manufacturing overheads based on the normal
jevel of actvity Net realisable value 1s based on estimated selling price less further costs to be
incurred to completion and disposal Provision 1s made where necessary for ohsolete, slow moving
and defective stocks
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Notes to the financial statements for the period ended 3
January 2010 (continued)

1 Principal accounting policies (continued)

Product warranty

A product warranty provision Is established for all known product issues which have been notified to
customers

Research and development

Expenditure on research and development i1s charged to the profit and loss account in the penod in
which it 1s incurred

Foretgn currencies

Trading transactions denominated n foreign currencies are translated into sterling at the exchange
rate ruling when the company entered into the transacton  Monetary assets and liabiibes
denominated n foreign currencies are translated Into sterhng at the exchange rate rulng at the
balance sheet date

Dividends

Dwidends received from subsidiary undertakings are accounted for when received Dividends paid
are accounted for in the penod when they are paid

Turnover

Turngver represents the total amount recevable, excluding Value Added Tax, in the ordinary course
of business for goods sold and services provided Turnover 1s recognised once the ttle of the
relevant goods has passed or services have been performed

Operating leases

Costs In respect of operating leases are charged to the profit and loss account on a straight line basis
over the lease term There are no assets held under finance leases

Deferred taxation

Deferred tax is recognised in respect of all iming differences that have onginated but not reversed
at the balance sheet date, where transactions or events that result in an obligation to pay more tax
in the future or a nght to pay less tax in the future have occurred at the balance sheet date

A net deferred tax asset 1s recogrised as recoverable and therefore recognised only when, on the
basis of all avallable evidence, it can be regarded as more likely than not that there will be suitable
taxable profits agamnst which to recover carned forward tax losses and from which the future
reversal of underlying tming differences can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply in the perods in
which the timing differences are expected 1o reverse based on tax rates and laws that have been
enacted or substantively enacted by the balance sheet date Deferred tax 1s measured on a non-
discounted basis
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Notes to the financial statements for the period ended 3
January 2010 (continued)

1 Principal accounting policies (continued)

Pension arrangements

The company participates in the Johnson & Johnson UK Group Retirement Plan The UK Group
operates a funded defined benefit pension scheme and defined contribution scheme for all UK
employees New entrants aged 35 or over are eligible to jon the funded defined benefit scheme
and new entrants aged under 35 are eligible to join the defined contribution scheme

More than one employer participates in the Johnson & Johnson UK Group Retirement Plan and
because the assets atinbutable to each individual company cannot be identified on a consistent
and reasonable basis, each company's share of the deficit cannot be identified Under FRS 17, the
company I1s therefore accountng for its contributions to the scheme as if it were a defined
contribution scheme Accordingly the cost to the company in respect of the scheme s equal to the
contributions payable to the scheme during the period, and this cost has been recogrused within
operating profit in the profit and loss account

Share-based payment

The ultmate parent company, Johnson & Johnson, operates equity-settled, share-based
compensation plans Certan employees of the company are awarded options over the shares in
the ultimate parent The farr value of the employee services received in exchange for these grants
of options 1s recognised as an expense using the Black-Scholes option pricing model, with a
corresponding Increase In reserves (representing a capital contnbution by the ultimate parent} The
total amount to be expensed over the vesting period 1s determined by reference to the far value of
the options granted, excluding the impact of any non-market vesting conditions {for example,
profitability and sales growth targets) Non-market vesting conditions are included in assumptions
about the number of options that are expected to vest At each balance sheet date, the company
revises its estimates of the number of options that are expected to vest It recogrises the impact of
the revision to onginal estmates, if any, in the profit and loss account, with a corresponding
adjustment tc other reserves

In accordance with FRS 20 (Share based payment), fair value calculations have only been made in
respect of share options awarded after 7 November 2002 that remain unvested at 1 January 2006
For all other options awarded prior to 7 November 2002, the company recognises within other
reserves the potential recharge from the ultmate parent company for the cost of options
outstanding at the period end (based upon the difference between the option exercise prices and
the market value at the period end) It has been agreed that the company will no longer be
recharged on the exercise of options granted before 1 January 2000 Movements in the underlying
potential recharge are reflected in the profit and loss account for the period
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Notes to the financial statements for the period ended 3
January 2010 (continued)

1 Principal accounting policies (continued)
Share-based payment (continued)

Upon exercise, Johnson & Johnson makes a recharge to the company in respect of share options
granted to the company's employees When incurred, these intercompany charges are offset in
other reserves against the relevant capital contribution If the amount of the intercompany charge
exceeds the oniginal capital contribution, that excess I1s treated as a distribution from the company
to Its parent

Employer’s Nationa! Insurance on share options

Under unapproved share option schemes, the company 1s required to pay National Insurance on
the difference between the exercise price and market value at the exercise date of the shares
issued The company becomes unconditionally hable to pay the National Insurance upon exercise
of the options The company therefore calculates the provision by applying the latest enacted
National Insurance rate to the difference between the market value of the underlying options at the
balance sheet date and the option exercise prices A full provision 1s made upon grant of the option
as there 15 no underlying performance period The amount of the National Insurance actually
payable will depend on the number of employees who remain with the company and exercise their
options, the market price of the ulimate parent company's shares at the time of exercise and the
prevailling National Insurance rates at the time

Employee benefits — Certificates of Extra Compensation

In addition, the company's employees may be eligible to recewve Certificates of Extra
Compensation (CEC’s)

CEC's may be granted by the company if it wishes to reward an employee for faithful service in the
past and to encourage employees in their future work by permitting them to share in the growth
and success of the company's enterpnises by 1ssuing to them Units of Agreements of Additional
Remuneration (*AAR Units") and to that end receve as extra compensation sums based upon and
measured by (a) the amount of cash dividends from time to trme declared upon an equal number of
shares of common stock of the company and (b) by the formula value of AAR Units as established
in the AAR agreement, at the time of termination of employment or death while in such
employment

Cash flow statement

The company 15 a wholly owned subsidiary of Johnson & Jehnson and the cash flows of the
company are mcluded in the consolidated financial statements of Johnson & Johnson, which are
publicly available Consequently the company s exempt under the terms of FRS 1 (revised 1996)
from preparing a cash flow statement

Related party transactions

The company has laken advantage of the exemption available under FRS 8 not to disclose related
party transactions with companies of which 100% of the voting nghts are controlled within the group
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Notes to the financial statements for the period ended 3

January 2010 (continued)

2 Turnover

Turnover, all of which onginated n the United Kingdom, relates primanly to the sale of surgical and

hospttai products The analysis of tumnover by geographical area is as follows

2009 2008

£°000 £'000

United Kingdom 163,647 158,212
Europe, Middle East & Africa 86,813 88,818
250,460 247,030
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Notes to the financial statements for the period ended 3
January 2010 (continued)
3 Operating profit
2009 2008
£°000 £'000

Operating profit 1s stated after charging/(crediting):
Wages and salaries 39,135 37,300
Social security costs 3,630 3,038
Share based payment — farr value of employee services (note 22) 1,455 1,172
Share based payment — movement in potential recharge to ultimate 270 @71)
parent in respect of options not being far valued
Other pension costs {see note 18) 16,928 10,426
Staff costs 61,418 51,665
Depreciation charge for the pertod

Tangible owned fixed assets (note 11) 8,597 6,022
Impairment of tangible owned fixed assets (note 1) 3,600 -
Amortisation of intangible owned assets (note 10) 4,009 4010
Loss on disposal of tangible fixed assets 11 100
Research and development expenditure 17,790 18,876
Group management fee 723 555
Operating lease charges

Plant and machinery 1,61 1,611

Land and buildings 1,437 1,422

Operating profit 15 stated after a recharge of £60,068,016 (2008 £51,811,556) for operating

expenses incurred on behalf of DePuy (lreland) Limited

Services provided by the company's auditor and network firms:

Dunng the period the company obtained the following services from the company's auditor at costs

as detailled below

2009 2008
Payable to PricewaterhouseCoopers LLP and network firms: £'000 £'000
Audit services fees payable for the statutory audit of the company 57 101
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Notes to the financial statements for the period ended 3
January 2010 (continued)

4 Exceptional items

On 12 November 2009, the company announced the proposed closure of manufacturing at its
Beeston plant, Leeds As a result of this announcement, a constructive obligation arose o recognise
provisions relating to the closure Therefore the followming charges have been recognised as
exceptional items m the profit and loss account, an impairment of tangible fixed assets of £3,600,000
(see note 11), required in order to bring the net book amount of fixed assets at Beeston to the level of
their estmated sale value, and a severance provision of £6,600,000 (see note 16)

5 Directors' emoluments

2009 2008
£000 £000
Aggregate emoluments 690 398

Retirement benefits are accruing to three directors (2008 two directors) under the company's defined
benefit pension scheme and to no directors (2008 no directors) under the money purchase scheme

One director (2008 two directors) exercised share options in the ulbmate parent company during the
penod

2009 2008
£°000 £'000
Highest paid director
Aggregate emoluments and benefits {excluding gains on exercise 407 296
of share options and value of shares received under long term
incentive schemes)
Defined benefit pension scheme
Accrued pension at end of period 43 39

The highest paid director exercised share options in the period (2008 exercised)

6 Employee information

The average monthly number of persons (including executive directors) employed by the company
during the period was

2009 2008
Number Number

By activity
Management, admimistration and sales 547 477
Production 399 358
946 835

The average number of employees includes graduate trainees, part ime employees and those on
maternity leave
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Notes to the financial statements for the period ended 3

January 2010 (continued)

7 Interest receivable and similar income
2009 2008
£'000 £'000
On UK group banking arrangements 1,510 8,172
8 Tax on profit on ordinary activities
2009 2008
£'000 £000
Current tax
UK corporation tax on profits of the period 17,523 13,157
Adjustrments in respect of previous periods (4,285) 8,839
Total current tax 13,238 21,996
Deferred tax:
Origination and reversal of iming differences (2,920) {1,255)
Total deferred tax (see note 17) (2,920) {1,255)
Tax on prohit on ordinary activities 10,318 20,740

The tax assessed for the penod 1s lower (2008 higher) than the standard rate of corporation tax in the

UK 28% (2008 28 5%) The differences are explained below

2009 2008

£'000 £'000
Profit on ordinary activities before tax 64,701 42,970
ggg/ilt(gg (;:gdggg/zcﬂwhes multiplied by standard rate in the UK 18,116 12,246
Effects of
Expenses/(incoma) not deductible/taxable {4,309) {300)
Accelerated capital allowances and other iming differences 3,715 1,210
Adjustments in respect of previous periods {4,285} 8,839
Current tax charge for the penod 13,237 21,998
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Notes to the financial statements for the period ended 3
January 2010 (continued)

9 Dividends

2009 2008
Equity — ordinary £'000 £'000
Finai paid £0 6859 (2008 £0 7074) per ordinary £1 share 32,000 33,000

10 Intangible fixed assets

Know-how Purchased Technology

goodwill transfer Total

£'000 £'000 £'000 £'000
Cost
At 1 January 2009 and 3 January 2010 17,168 8,095 29,787 55,050
Accumulated amorhisation
At 1 January 2009 11,821 5,826 27,069 44,716
Charge for the period 896 405 2,708 4,009
At 3 January 2010 12,717 6,231 29,777 48,725
Net book amount
At 3 January 2010 4,451 1,864 10 6,325
At 31 December 2008 5,347 2,269 2,718 10,334

The technology transfer represents DePuy International Limited’'s share of a worldwide license, to
manufacture and sell certain orthopaedic products The license 1s being amortised over its useful life

of 11 years




DePuy International Limited

19

Notes to the financial statements for the period ended 3

January 2010 (continued)

11 Tangible fixed assets

Assets
Freehold Leasehold Fixtures, under
land and improve- Plant and fittings and  construc-
bulldings ments machinery equipment tion  Total
£000 £000 £'000 £'000 £'000 £000
Cost
At 1 January 2009 7,654 12,061 78,884 12,901 4,931 116,431
Additions - 6,208 - 4,206 10,414
Transfers - 4,035 181 {4.216) -
Disposals - - {103) (17) - {(120)
At 3 January 2010 7,654 12,061 89,024 13,065 4,921 126,725
Accumutated
depreciation
At 1 January 2009 2,930 5,509 59,464 7,278 - 75,181
Charge for the period 171 742 6,781 903 - 8597
Impairment (note 4) - - 3,600 - - 3,600
Disposals - - (97} (7) - (104)
At 3 January 2010 3,101 6,251 69,748 8,174 - 87,274
Net book amount
At 3 January 2010 4,553 5,810 19,276 4,891 4,921 39,451
At 31 December 2008 4,724 6,552 19,420 5623 4,931 41,250
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Notes to the financial statements for the period ended 3
January 2010 (continued)

12 Fixed asset investments

£'000
Cost
At 1 January 2009 and 3 January 2010 5,725
Amounts written off
At 1 January 2003 and 3 January 2010 (4,058)
Carrying value
At 1 January 2009 and 3 January 2010 1,667

The company holds shares in the following principal subsidiary undertakings, all of which are
concerned with the manufacture and/or supply of surgical and hospital products unless stated The
whole of the ordinary share capitals of the subsidiary undertakings are owned by the company All

subsidiaries operate principally within their country of incorporation

(1) Registered in England and Wales

Shares held
3 January 2010

BCCO (1992) Limited (non-trading) £1 ordinary shares 8,299
Tweedbank Surgical Engineerning Limited (non-trading) £1 ordinary 1,000
CMW Laboratonies Limited (nen-trading) £1 ordinary shares 4,995
Orthogenesis Limited (non-trading) £1 ordinary shares 1
Charles F Thackray (1991) Limited (non-trading) £1 ordinary shares 999
Charnley Limited (non-trading) £1 ordinary shares 99
DePuy Motech Limited (non-trading) £1 ordinary shares 100
Shares held

(2) Incorporated in Sweden 3 January 2010
Cemvac Systems AB (non-trading) ordinary 100 Swedish Krone shares 5,000
(3) Incorporated in Greece Shares held
3 January 2010
DePuy Hellas S A (non-trading) ordinary €2 93 shares 60,000

The directors are of the opinion that the value of the company's investment in its subsidiaries Is not
tess than the bock value Where this 1s not the case, an imparment charge has been provided to
reduce the book value to its eshmated recoverable amount
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13 Stock
2009 2008
£'000 £000
Raw materials and consumables 3,622 3,323
Work In progress 1,443 2,067
Finished goods and goods for resale 7 306
5,072 5,696
14 Debtors
2009 2008
£'000 £'000
Amounts falling due within one year
Trade debtors 18,540 18,470
Amounts owed by group undertakings 82,041 73,865
Deferred tax asset (note 17) 4,147 1,227
Prepayments and accrued income 1,465 5,528
106,193 99,090

Amounts owed by group undertakings are unsecured, interest free and have no fixed date of
repayment

15 Creditors: Amounts falling due within one year

2009 2008

£000 £'000

Trade creditors 3,377 6,858
Amounts owed to group undertakings 145,352 163,451
Corporation tax 32,586 34,278
Other taxation and social secunty 66 50
Accruals and deferred income 29,561 25,356
210,942 229,993

Amounts owed to group undertakings are unsecured, mterest free and have no fixed date of
repayment, with the exception of balances with the subsidiary company, which are interest bearing
and have no fixed date of repayment
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16 Provisions for liabilities and charges

Certificates
Share Product of Extra Total
aptions warranty Severance Compensation
£'000 £'000 £'000 £'000 £000
A[ 1 January 2009 97 1,737 - 546 2,380
Charged/{credited) to profit 188 {1,052) 6,600 807 6,543
and loss account
Utiised during the penod (38) (18) - - (56)
At 3 January 2010 247 667 6,600 1,353 8,867

Share options

The provision represents Employer's National Insurance on unexercised share options (see note 22)
This 1s expected to be utiised within the next 10 years

Product warranty

The provision represents the potential hability that may arnse over the coming five year peniod relating
to the product hazard warning notices 1ssued for certain products

Severance
This provision is explained within note 4 and 1s expected to be utihsed by the end of 2011
Certificates of Extra Compensation

This provision 1s explained within note 1 and is expected to be utihsed when the relevant individuals
reach retrement
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17 Deferred tax
Deferred taxation recognised in the financial statements 1s as follows

Amount recognised/
(amount provided)

2009 2008

£'000 £'000
Accelerated capital allowances 362 (178)
Short term timing differences 3,785 1,405
Total deferred tax asset 4,147 1,227
The company had no unrecognised deferred tax at the period end

2009 2008

£000 £'000
At start of period 1,227 (28)
Credited to profit and loss account 2,920 1,255
At end of period 4,147 1,227

18 Pension arrangements

DePuy International Limited participates in two pension arrangements in conjunction with other
compames in the Johnson & Johnson Group These are a funded, defined benefit plan called the
“Johnson & Johnson UK Group Retrement Plan 35, and a defined contnbution plan with some
underlying guarantees for employees called the “Johnson & Johnson UK Group Retirement Plan
16"

It also participates In a life assurance arrangement called the “Johnson & Johnson UK Approved
Life Assurance Plan”

Johnson & Johnson UK Group Retirement Plan 35 and Plan 16

The FRS17 disclosure requirements refer to the situation where either there 1s only one employer
participating n a defined benefit scheme, or there 1s more than cne employer and each employer's
share of the underlying assets and liabiities can be dentified In Johnson & Johnson's funded
defined benefit scheme the assets attnibutable to each individual company cannct be identified on
a reasonable and consistent basis and so each company’s share of the surplus/deficit cannot be
wdentified  In this circumstance, the Accounting Standards Board allows the actual contributions
paid by the Company to be used as a substitute for ‘defined benefit' FRS17 costs

Contributions paid to the Johnsen & Johnson UK Group Retirement Plan 35 by the Company in the
period 1 January 2009 to 31 December 2009 amounted to £16,928,000 This total also included
special orne-off dehicit reduction lump sum payments totalling £12,115,000

Contrnibutions paid by the Company to Plan 16 in the perniod 1 January 2009 to 31 December 2009
amounted to £537,000 At the end of 2009, no contnbutions were outstanding

For comparisen, durng 2008 the Company paid contnbutions of £10,426,000 intc the cominned
Plan
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18 Pension arrangements (continued)

The Company 1s also required to disclose the overall funding positron of the UK Group Retrement
Pian (both Plan 35 and Plan 16)

Composition of the Plan
A full actuanal valuation was carried out as at 31 March 2008 (before the demerger of the Group

Plan) and updated to 31 December 2009 by a qualified independent actuary The major
assumptions used by the actuary were (in notional terms)

2009 2008 2007 2006 2005
Rate of increases in salanes 3 00%" 4 00% 4 00% 375% 375%
Rate of increase In pensions In " o o
payment (where 5% LPI applies) 300% 2 75% 275% 2 50% 2 50%
Discount rate 5.75% 6 75% 575% 500% 4 80%
Inflation assumption 3 25% 300% 300% 275% 275%

* Rate of increase assumed to be 3 00% for 2010, 4 25% thereafter

In addition to the major financial assumptions above, 1t 1s assumed that male members currently
aged 45 will ive for 23 years from age 65 It 1s also assumed that all members commute the
maximum permissible amount of thew pension for cash in ling with current commutation terms

Taking the liabilities calculated on the above basis and the assets of Plan 35 at market value gives
an aggregate penston scheme deficit at 31 December 2009, for the whole UK Johnson & Johnson
Group, of £80,188,000

Where a deficit exists, the method of removing that deficit 1s determined by agreement of the
Participating Employers and the Trustee It should be noted that the basis used to calculate the
deficit amount for these funding purposes does not correspond to the basis set out by FRS17

The Johnson & Johnson UK Group Retirement Plan does not have any self investments

Life Assurance

DePuy International Limited participates in an approved life assurance plan  The premiums pad to
these arrangements during 2009 were

£'000
Johnson & Johnson UK Approved Life Assurance Plan 42
19 Called up share capital
2009 2008
£'000 £'000

Authonsed, allotted, called up and fully paid
46,653,706 ordinary shares of £1 each 46,654 46,654
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20 Reserves

Other Profit and
reserve loss account

£'000 £'000
At 1 January 2009 4,374 14,408
Profit for the financial period - 54,383
Dwidends (note 9) - {32,000}
Share based payments services provided (note 22) 1,725 -
Share based payments recharge from ultimate parent (note 22) (1,084) .
At 3 January 2010 5,015 36,791

Other reserves relate to share options previously included within the profit and loss account
reserve This 1s consistent with the Johnson & Johnson UK Group policy

21 Reconciliation of movements in shareholders’ funds

2009 2008

£'000 £'000

Profit for the financial period 54,383 22,230
Dividends {note 9) {32,000} (33,000)
22,383 (10,770)

Share-based payments services provided {note 22) 1,725 901
Share-based payments recharge from ulimate parent {note 22) (1,084) (505)
Net addition /{reduction) to shareholders’ funds 23,024 {10,374)
Cpening shareholders’ funds 65,436 75,810

Closing shareholders’ funds 88,460 65,436
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22 Share-based payment

Share options

At 31 December 2009 the Company’s employees were members of 9 stock-based compensation
plans operated by the ultimate parent company The shares outstanding are for contracts under
Johnson & Johnson's 2000 and 2005 UK Approved Stock Option Plans, the 2000 and 2005 UK
Unapproved Stock Option Plans, the 2000 and 2005 Non-Qualfying Option Plans, and the 2000
iSO Stock Option Plan, and the 2002 and 2005 French Stock Option Plans All of these
arrangements are settled in equity

A reconciliation of option movements over the year to 31 December 2009 1s shown below

2009 2008

Weighted Weighted

Number average Number average

{‘000) exercise {*000) exercise

price price

Qutstanding at start of year 427 $60.79 396 $60 10

Granted 69 $58 33 86 $61 75

Forferted/Cancelled (13) $62.98 {16} $62 81

Exercised (22) $54.37 {48) $56 08

Transferred (6) - 9 -

Qutstanding at end of year 455 $60 67 427 $60 79
Exercisable at end of year 246 222

The weighted average farr value of options granted in the year was $572,539 (2008 $661,446)

For options outstanding at the end of the period, the range of exercise prices and weighted
average remaining contractual hfe are as follows

2009 2008
Weighted Number of Weighted average Weighted MNumber of Weighted average
average shares remaining life average  shares {'000) remaining life
exercise price ("000) exercise
price
Expected  Contractual Expected Contractual
$52 20 47 31yrs 31yrs $52 20 52 4 1yrs 4 1yrs
$53 93 45 41yrs 41yrs $53 93 60 51yrs S1yrs
$5833 14 91yrs 91yrs $58 34 57 71yrs 71yrs
$58 34 50 61yrs 61yrs $61 75 80 91yrs 91yrs
$6175 78 81yrs 81yrs $65 B2 67 91ys 91yrs
$65 62 65 71yrs T1lyrs $66 18 1m B1yrs 61yrs

$66 18 103 51yrs 51yrs
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22 Share based payment (continued)

All options are granted at the current market price on a specific grant date dunng each calendar
year There is therefore no weighted average exercise price as the shares granted each year are
all granted at the same price, given in the table above

The total charge for the year relating to employee share based payment plans was £191,359
(2008 £316,027), all of which related to equity-settled share based payment transactions After
deferred tax at 28% {2008 28%), the total charge was £137,778 (2008 £227,539)

Options were valued using the Black-Scholes option-pricing model No performance conditions
were included in the fair value calculations The farr value per option granted and the assumptions
used in the calculation are as follows

2009 2008
Share price at grant date and exercise price $58 33 %6175
Number of employees 82 74
Shares granted in the year 68,584 86,407
Vesting period (years) 3 years 3 years
Expected volatility 19.48% 15 0%
Option !ife {years) 10 years 10 years
Expected Ife (years) 6 years 6 years
Risk free rate 2.71% 297%
Expected dividend yeld 330% 290%
Fair value per option $8 35 $7 66

Starting in 2008, expected volatihty represents a blended rate of 4-year daily historical average
volatility rate, and a 5-week average imphed volatility rate based on at-the-money traded Johnson
& Johnson options with a life of 2 years Pnor to 2008, expected volatility was based on a S-year
weekly historical volatility rate  Historical data 1s used to determine the expected life of the option
The nisk free rate was based on the US Treasury yeld curve in effect at the tme of grant

Restricted Stock Units

The Company also grants Restricted Stock Units {(RSU’s) These were first granted in 2006 and
have a vesting period of 3 years The average far value of these units granted during the year
was $52 83, using the far market value at the date of grant The fair value of restricted stock units
was discounted for dividends, which are not paid on the restrnicted stock units dunng the vesting
period

Restricted Stock Units Number of shares (“000)

Shares at 1 January 2009 89
Stock granted 35
Stock forferted {1
Stock 1ssued (22)
Stock transferred 1

Shares at 31 December 2009 102
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22 Share based payment (continued)
Certificates of Extra Compensation

In addiion, the Company's employees may be elgble to receve Certificates of Extra
Gompensation (CEC's)

CEC's may be granted by the Company If it wishes to reward an employee for faithful service in the
past and to encourage employees in therr future work by permiting them to share in the growth
and success of the Company’s enterprises by 1ssuing to them Units of Agreements of Additional
Remuneration (“AAR Units") and to that end recewve as exira compensation sums based upon and
measured by (a) the amount of cash dividends from time to time declared upon an equal number of
shares of common stock of the Company and (b) by the formula value of AAR Units as established
in the AAR agreement, at the tme of termination of employment or death while In such
employment

National Insurance

Share options granted subsequent to 5 April 1999 under unapproved schemes are subject to
employers’ and employees' national insurance on the gan made on exercise of such options by
UK employees

An accrual of £179,649 (2008 £79,679) for employers' national insurance has been made at the
balance sheet date based on the year-end share price of $64 73 it has been assumed that 100%
of shares held by employees at the balance sheet date will be exercised

In addition an accrual of £67,818 (2008 £15,617) has been made for the employers’ national
insurance on restricted stock units

23 Financial commitments

At 3 January 2010 the company had annual commitments under non-cancellable operating leases for
equipment expinng as follows

2009 2008
Land and Land and
Buildings Other Bulldings Other
£'000 £'000 £'000 £:000
Within one year - 666 - 398
Within two to five years - 821 - 1,353
Qver five years 1,450 - 1,435 -

1,450 1,487 1,435 1,751
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24 Capital commitments

Future capital expenditure contracted but not provided for at the balance sheet date amounted to
£313,272 (2008 £1,360,607)

25 Contingent liabilities

The company has given unhmited guarantees in respect of certain fellow subsidiaries’ liabilites to
Royal Bank of Scotland plc The company has given other bank guarantees ansing n the ordinary
course of business amounting to £3,000,000 (2008 £3,000,000)

The company hedges the value of future foreign currency commitments by taking out foreign
currency forward contracts with a fellow group subsidiary At 3 January 2010 the value of these
contracts amounted to £107,542 (2008 £86,754)

26 Ultimate and immediate parent companies and controlling
party

The immedhate parent company 1s Johnson & Johnson Medical Limited

The directors regard Johnson & Johnson, a company registered in the United States of America, as
the ultimate parent company and ultmate controlling party This I1s the smallest group of which the
company 1s a member and for which group financial statements are prepared Coples of the
consolidated financial statements may be obtaned from Johnson & Johnson, One Johnson &
Johnson Plaza, New Brunswick, New Jersey, 08933, USA




