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Financial highlights

_I_

Cperational highlights

+42%

Group revenue:]£2:4313m)
(2005 150%m)

+21%

installed] basetol USlelectzosurgenyigeneralors!6:353 |
TnitsH 200515 24 80niE)

7%

Underlying[constantcuriencyj
revenue/growth

+307%

Disposabtelinstrument!salesiinjinellUSiromithe
EELER] Basa]S6012m](20057846am)

007

erating| profitg13612m|

2005]C3,193m)

165%

Underlyingloparating
(200531 412%)

*‘Excluding material non-recurming items, amortisation of acquired intangibles, restructuring costs, IAS 12 adjustment to goodwill
and other delerred taxation movements.
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*Dolphin’ fluid
management system
disposable tube set for
use during hysteroscopic
procedures

Divisional highlights

+40%

Revenue growth in Surgical Division
to £62.5m (2005: £37.6m)

+03%

Revenue growth in Urology & Gynaecology
Division to £96.1m {20056: £49.7m)

4%

Revenue growth in Partnered Technologies
Division to £26.2m (2005: £23.0m)




Brian Steer
Executive Chairm

Qur strategy

_Provide the highest quality PK
tissue management and Invisio
visualisation products

_Differentiate product portfolios through
technological performance and '‘See
and Treat’ strategy

_Focus on leadership in our chosen
market segments

_Build our position in the substantial
general surgery market :

02 Gyrus Group PLC
Annual Report and Accounts 2006




VD IDUR dl LUV do U b‘ AU ALV

year for significant mtegratlcm and

new product lntroductlons Wthh will
determine our future success”. This is a
succinct summary of the Group s strong
performance in 2006, a year in which we
have progressed well with the operational
integration of Gyrus ACMI, having
reorganised and refocused the Group on
the strength and value of our ‘See and
Treat' technology platform. In addition to

" bringing a large number of new products

to market, we have continued to deliver
strong growth in the Group's revenue
and eamings.

The Group’s reported sa!es revenue
grew by 42% to £213.3'million (2005:
£150.4 million). The majority of this
growth derived from the {ull year effect
of the acquisition of ACMI in July 2005.
Underlying proforma constant currency
revenue grew by approximately 7% year-
on-year showing a slight improvernent

in the second half compared with the
first six months.

The Group continued to improve its
operating margin, which translated into
both basic Earnings Per Share (EPS)
growth of 819% to 9.0p (2005: 5.6p) and
our underlying measure of Adjusted EPS
which-grew 20% to 17.1p (2005: 14.2p).

Business Review

Revenue performance, on a constant
currency basis, across the Group
reflected the changes taking place

in each business Divisicn.

Global Surgical Division revenue
increased on a reporied basis by 40%
to £52.5 million (2005: £37.6 million)
although this includes the effect of the
transfer of certain lapardscopic products
from ACMI to the Surgical Division at
the end of 2005. The Division posted
19% proforma revenue growth in the US
on a constant currency basis, primarily
due to the continued grawth of the
laparoscopic hysterectomy market in the
United States. In addition the early stage
of the Division's introduction to the large
general surgery market is encouraging.

The Urology & Gynaecdlogy Division’s
reported global revenue reached £96.1
mitlion, a 83% increase on the prior
pericd performance (5.5 month perod

in 2005: £49.7 million). On a proforma
basis, US revenue grew 4% in constant
currency when compared against a
strong pre-acquisition comparatnve This
Division was refocused,onto the sale of
single use products and several new
product launches resulted in encouraging
signs of a pick up in revenue growth
during the second half of the year.

Whilst undertying revenue from continuing
operations remained flat on a constant
currency basis, the ENT Division

03 Gyrus Group PLC
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and future portfolio. In the last quarter
the Division began a significant overhaul
of its management and sales force to
achieve this. Global Divisional revenue
fell by 4% on a reported basis, due to
the decline in the dollar, to £38.5 million
(2005: £40.1 million). ’

The Partnered Technologies Diviston
showed strong growth with each of its
principal partner relationships contributing
well. The Division reported global revenue
growth of 14% to £26.2 million (2005:
£23.0 million). In addition it commenced
a potentially interasting new relationship
in the area of robot-assisted surgery

with Intuitive Surgical Inc.

By the end of the year the International
sales organisation had addressed

the need to rationalise its distribution
partnerships around the world. The
process of achieving this restricted
revenue growth in the year, resulting

in constant currency growth of 2%
year-on-year.

Overall the Group enjoyed a strong finish
to the year and revenue growth for the
second half began to improve towards
the Group's target of 10% per annum.

R&D and New Products

During the year we focused our
development resocurces primarily on

the Group's '‘See and Treat” platform,
comprising the Group's Invisio digital
visualisation and PK tissue management
technology. During 2006 our expenditure
on research and development before
restructuring costs, increased 16%

to £15.2 million (2005: £13.1 million)

but declined as a percentage of sales

to 7.1% (2005: B.7%).

In the visualisation field Gyrus ACMI
introduced three new camera systems
during the year, including the Titan, the
first 3 chip digital camera, which can
withstand repeated sterilisation by
autoclave, and two megapixel camera
heads. In addition, we introduced the
DUR-D ureteroscope, our latest flexible
endoscope to incorporate Invisio digital
technclogy. We have high expectations
for this product’s success in the market.

In the tissue management field,

Gyrus ACMI introduced the PlasmaCision
range of products for generat abdominal
surgery and, in the last guarter, for

the ENT market. We now have seven
separate disposable instruments
incorporating the Group's proprietary
PlasmaCigsion simu'taneous ‘cut and seal’
technology. We anticipate that the
Surgica! and ENT Divisions will make
significant gains in their respective
markets with these instruments.

+
Cystourethroscope

An instrument combining the uses

of a cystoscope and a urethroscope,
whereby both the bladder and urethra
can be visually inspected.

Revenue by Division

@ Surgical 25% @ ENT 18%
@ Urology & @ Partnarad
Gynaecology 45% Technologies 12%

+42%

revenue growth




WWIN TINUELS

Plasma Trissector

The Laparoscopic Plasma Trissector for use in general surgery
procedures, This single use disposable instrurnent harnesses
PlasmaCision our simultaneous ‘cut and seal' technology to enable
rapid haemostatic transection of multiple tissue types. Launched in
late March 2008, this is ong of the Group’s lead products in its entry
into the significant General Surgery market.

‘ i

: - |
|

!
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Also in the year, we were delighted to
have successfully defended the long
running patent litigation over the ENT
Division’s Diego Microgehrider when
Meditronic Xomed agreed to drop the

case in September 2006’ This is empirical

evidence that Gyrus ACMI will rigorousty
defend its patent estate against

attack, regardless of the size of the
litigating organisation,

Integration of Gyrus ACMI

In 2006 the Group made! substantial
progress in integrating ACMI. This
pracess, which involved significant
restructuring programmes, related to
manufacturing capacity and location,

incurred restructuring costs of £5.8 million

before taxation (2005: (23 weeks) £2.4
million). We are nearing completion of
the closure of our facility in Racine,
Wisconsin, a process that commenced
in January 2006. In mid-year we
announced the instigation of a sheltered
manufacturing programme in Mexico,
which is designed ic take on the
rmanufacturing of products for which
labour and overhead cost is a significant
barrier to success. The first product to
be manufactured at our new Saltillo site
was despatched in February 2007. In
addition, we have set up the Gyrus ACMI
Customer Service and Distribution Centre
in Maple Grove, Minnesota and further
increased our manufacturing capacity
there. Finally, we have also been working
on the imptementation of a new Oracle
Enterprise Resource Planning (ERP)
system throughout the Group This'is
designed, over the next two years, to
replace most of the multuple computer
sysiems and manual processes which

are currently in use throughout the Group.

05 Gyrus Group PLC
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The Maple Grove Distribution Centre was
the first site to go live on the new systern
in early March 2007 .

Management and staff

It is a testament to the capability and
commitment of our staff around the
world that we have been able to progress
on all fronts this year whilst making the
restructuring changes necessary to
support our future success.

During the year there have been some
changes in personnel and responsibilities
amongst the members of the Group
Operating Board, which is the primary
forum for the day-to-day management
of the Group's activities. Andy Zappas,
was appointed President of the Urology
& Gynaecology Division with a particular
brief to build the disposable product
business. Following the departure of
Frank D'Amelio as Chief Technology

Cfficer, Roy Davis, Chief Operating Officer,

has taken over responsibility for research
and development activities alongside his
existing operational duties. Tom Murphy,
Executive Vice President, has taken on
responsibility for the Group's Customer
Service and Distribution Centre and,

in addition, he is responsible for the
implementation of the Oracle ERP
System. Finally, Simon Shaw, Chief
Financial Officer, has assumed
executive responsibility for the

Partnered Technologies Division.

Board

In preparation for the next phase of

the Group's development, the Board
appointed John Rennocks and Kathering
Innes Ker as Non-Executive Directors in
October 2006. Charles Goodson-Wickes

will retire at this year’s Annual General
Meeting and we thank him for his strong
and wise support of the Group over

the 10 years he has held office. Michael
Garner, Deputy Chairman has agreed to
take responsibility for ensuring an orderly
Chief Executive succession process
during 2007.

During 2006 the Nominations Committee
began its preparation for the Chief
Executive succession programme and the
selection process has now commenced.
It is anticipated that a decision will be
made by the time of the Group's interim
results in Septermnber this year.

Outlook

We have delivered earnings ahead of
expectations reflecting the Group’s
irnproved trading and leaner cost base.
In 2006 we have made excellent progress
with the integration of ACMI, having
reorganised and refocused the Group
on our ‘See and Treat’ technology.

We are seeing the strategic benefits

of the combined product portfolic

and are encouraged by the developing
momentum of our new products.
Although-the weakness of the US .
dollar remains a translation concern,
we anticipate further improvement in
our operating margin and continued
strengthening of our business in 2007,

Brian Steer
Executive Chairman



Scott Sanders
Vice President
Procedural Development

+ In developing our products Gyrus ACMI

Creating strong works in tandem with specialists in the

relationships sector to which the product development
relates. We strive to understand and
address the changing needs of surgeons
as the frontiers of laparoscopic surgery
continue to be pushed forward.

Qur Procedural Development team,
under Vice President — Scett Sanders,
works with surgeons in the field o
develop, optimise and validate new
product development.
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Invisic

DUR-D Digital
Ureteroscope

The use of Invisio distal
tip digital senscring
technology results in
significant improvements
in picture quality for

the Urologist.
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Innovation is key to success in the

+
Leading electrosurgery market. The historic limits
the way governing what laparoscopic surgecns

08

were able tc do in ‘keyhole’ surgery are
falling away rapidly. Our role is to develop
the tools to enable surgeons to extend
the potential of laparoscopic surgery

and thus provide better outcomes

for patients.

Gyrus Group PLC
Annual Report and Accounts 2006

+
j PlasmakKnife

The j Plasmaknife, a
PlasmaCision — derived
instrument for full or
partial tonsillectomy.
This is a second!
generation PlasmakKnife,
which builds on our
experience in the figld
over the last twelve
months, and was
introduced to market

in Autumn 2006. ’
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Prototype Invisio Digital :

+
Entering new Percutaneous Nephroscope
markets

10

A forthcoming addition to the Digital visualisation
portfolio. The Urology & Gynaecology Division

is working closely with Dr Art Smith of

Long Island Jewish Hospital, a pioneer of
percutaneous nephroscaopic procedures,
Percutaneous nephroscopy is the process by
which an endoscope is used to view and work
on the kidneys accessed via a small puncture

in the patient’s flank.

Gyrus Group PLC
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DIVISION

President, Gyrus AGMI

Charlie Goodwin i '
Surgical Division l
!
1
{

+ ‘1
In 2006 we grew our PK portiolio of
instruments by over 40% compared
with market growth of circa 25%. We
continue to build our position in this
significant and growing area of surgery.

PlasmaSeal: A PlasmaCision product designed to
electronically seal blood vessels in open surgery.

-1 2 Gyrus Group PLC
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Overview

The Surgical Divisicn is based in
Minneapolis, USA. During 2006 the
Civision increased its reported revenues
in sterling by 40% to £52.5 million
{2005: £37.6 million). The chart opposite
shows the underlying revenues of the
Division in iocal currency.

In the last quarter of 2005 the Surgical
and Urology & Gynaecology Divisions
swapped certain product lines

between them in order to ensure that
predominantly laparoscopic devices were
to be marketed by the Surgical Divisicn
only. This resulted in an annualised total
of approximately $20 million revenues
being transferred into the Surgical
Division comprised principally of
insufflation ana suction/irrigation
equigment, laparoscopes and related
disposables. The PK SuperPulse urology
platform and related disposable PK
instruments, representing approximately
$5 million annualised revenues, were
transferred out to the Urclogy &
Gynaecology Division. Underlying
prcforma revenue growth for the Division
was approximately 19% year-on-year.

The Surgical Division now focuses on the
minimally invasive general surgery market.
This comprises the Division's histcrically
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within the field of general abdominal
surgery. This growth is drlven by the
Group's propristary PK trssue
management technology and its latest
evolution, PlagmaCision, which brings a
combined cutting and seahng capability
to a portfolio of single use disposable
instruments. It is this podfoho that
enables a broad range of procedures to -
be carried out whilst minimising trauma
and blood loss during surgery. This in
turn can save operatlng time, instrument
requirements and imprave recovery
prospects. The patient benefits by
returning to normal activities more quickly.
I
Product performance |
Overall US safes of the Division's PK
disposable instruments range grew by
over 40% to $38.9 milion (2005: $27.5
million). Of this, PK Cutting Forceps, the
product through which the Division has
grown consistently over the last five years,
continued their strong performance in
2006 posting sales of just under $27.3
million in the US, representrng growth of
over 34% on the prior year (2005: $20.3
million). The Division contlnues to build its
position in the Iaparoscoprc hysterectomy
market and, last year approxrrnateiy 400
surgeons were trained |n laparoscopic
gynaecclogical technlques under Gyrus
ACMI's sponsored programmes

The Division increased Tsales of PK
generators, which power our disposable
PK tissue managemenﬂrnstruments to
just under $4 milion in the US, a 64%
increase year-on-year (2005: $2.4 million).
This reflects market interest in the G400
Generator, which is now the Surgical
Division's workstation and can power the
full range of conventional PK and newer
PtasmaCision |nstrumente for use in

both gynaecology and general surgery.
407 new generators were installed into
the US market during the period, of which
41% were sold and the'remainder placed
under the Group’s capital equipment

loan programmes.

International performance

Internationally, the Surgical Division grew
by 28% primarity asscciated with the full
year effect of the ACMI acquisition. New
produicts, which were largely focused on

el Al G0 UG Yodl.

PlasmaCision in General Surgery

In March 2006, the Division introduced
its first laparoscopic instruments for
general surgery using PlasmaCision, our
simultaneous 'cut and seal’ technclogy.

The Plasma Trissector and Plasma J Hook

joined the PlasmaSeal (for open surgery}
and the PlasmaSpatula (gynaecology} to
form the Surgical Division's PlasmaCision
portfolio which represented sales of
$4.6 million in 20086, an increase of
approximately 250% on the pricr

year (2005: $1.3 million).

The two lead products, PlasmaSeal

and Plasma Trissector (for open and
laparoscopic surgery respectively)
underwent significant optimisation
processes during the period from launch
to the end of the year. During this period
they were only available to the markst
on a restricted basis. Since the year end
both products have performed well in
surgery and there is a clear market
position for them relative to

competitive instruments.

Sales and Marketing

During the year the Division increased its
US domestic sales force by approximately
15 representatives to finish the year with
approximately 125 sales personnel. It is
anticipated that this number will increase
progressively in line with our penetration
of the general surgery market.

At the same time substantial effort

has been made to build the Division's
marketing and field training capability.
We expect to continue spending
significant sums on surgeon training
programmes and developing specialist
training partnerships among our surgeon
customers. In so doing we look to

build upon our successful experience

in the field of laparoscopic gynaecology.

workstallon dnveas the surgical
Divisions' suite of PK products.

Analysis of revenue
S = Nerth American Free Trade Area
Int = World ex NAFTA

? 2005 2006 +-{%)

! |

t

' —5m @ 44%\_|

foont em 7.5 28%

}

’ 7.6 40%
Total Division ! tm \"" \ 7]
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GYNAECOUGGY,
DIVISION

Andy Zappas
President, Gyrus ACMI
‘Urology & Gynaecology Division

In 2006 we have successfully focused
on the disposable product portfolio
and built our SuperPulse PK product
business in bladder and prostate
treatments. At the same time we

look forward to the extension of our
Invisio digital visualisation range.

PK SuperPulse Generator: The PK SuperPutse Generator
powers PK products for safer, faster treatment of BPH
[benign prostate hyperplasia} and bladder iumours.

-I 4 Gyrus Group PLC
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Qverview

The Urology & Gynaecology ('Uro/Gynae’)
Division is based in Massachusetts,
USA. During 2006 the Division’s reported
revenues reached £96.1 milion a 93%
increase on prior period (5.5 month
period in 2005: £49.7 million} principally
as a result of the full year efiect of the
acquisition of ACMI. The chart opposite
shows the underlying revenues of

the Division in local currency.

In the last quarter of 2005 the Uro/Gynae
Division swapped certain product lines
with the Surgical Division to ensure an
orderly approach to the market by each
sales force. This resulted in the Division
transferring products with net 2005
revenues of $15 million. On a proforma
basis, US revenue grew 4% in constant
currency when compared against a
strong pre-acguisition comparative.

The Uro/Gynae Division now focuses

on the provision of visualisation products
and instruments for the endoscopic
appiications of the urology and
gynaecology markets, where we are a
leading supplier of such devices. The
business today comprises the Division's
historicalty strong position in the field of
cysto-resection {pladder tumours and
benign prostate hyperplasia) equipment,
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kidney stones by a number of methods
In the gynaecology fi eld the Division has
a variety of hysteroscoplo devices for the
treatment of uterine condmons Finally
the Division also has a sma!l but growing
business in the pr0w5|on of diagnostic
tools into the Doctor’s off ice setting.

s IR T

I
Product performance

In the US domestic cysto-resection
market sales grew by approximately 7%
in 2006 to fust aver $67 milion. The PK
SuperPulse products for prostate and
bladder treatment, which the Division
received in 2005 as part of the product
swap with the Surgical Division, performed
increasingly strongly during the course of
the year. Having posted $3.4 million in
revenue in the first six months of the

year, PK product sales accelerated in

the third quarter and finished the year at
$10.1 million (2005: $5‘9 million}, of which
$8.6 million related to sales of disposable
PK loops and electrodes This represented
overall growth of 89% and reflected the
Division's increasing focus on the value of
disposable product sales. The $1.5 million
revenue associated with the sale of
SuperPulse generators!represented

84% of the 179 generators, which were
installed into the US Urology market.

The remainder were placed under a
variety of long-term loan arrangements.

The performance of thé Division's stone
management portfolio in the US was
mixed with overall sales down by just
under 2% on the proforma full year
comparative to a total of $60 million.
Some important products in the range
performed well, with semi rigid
ureteroscopes showing sales growth of
55% following the launch of the new MR-
BA {autoclaveable) scope and laser fibres
and accessories growing by 7%. There
was a decline in sales of the Division's
conventional fibre optic-based flexible
wreterascopes, primarily as a result of
customers delaying capital investment
on replacement scopes until the launch
of the Division’s new Invisio Digital
Ureteroscope, the DUR-D. This scope
was only introduced to market late in
the year and is expected to generaie
significant revenue in 2007.

|

Rl N Bkl

supported by strong performances

in fluid management and disposable
instruments. Finally the Division's nascent
Office therapy area benefited from the
Smartflow Urodynamics diagnostic
portfolio which increased sales by

75% to $2.9 million partly as a result

of favourable reimbursement conditions
ior urological diagnostic procedures.

S e e T T HIIST T

International performance

Internationally, the Uro/Gynae Division
grew by 26% primarily associated with
the full year effect of the ACMI acquisition.
New products, which were largely
focused on the US, did not have a
significant impact on the International
Division's performance in the year.

Sales and Marketing

During the year the Division’s US
domestic sales force stayed constant

at 104 regional and local representatives.
The marketing team was strengthened
specifically to support PK SuperPulse

in cysto-resection and other disposable
products in the stone management
portfolic.

IL CAMNNES Ne Visudlsalon Deneis

of distaf tip sensor technology with Gyrus
ACMI's historic strength in dual deflection to
enable maximum field of view in the uterus.

Analysis of revenue -/
US = North American Free Trade Area
Int = World ex NAFTA '

g 2005 2006 +-{%)
{ .
_$m 109%) _

: m.em 26%

; .

1S

; _
Total Division : £m ]

R
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Boty Hoxie
Prasident, Gyrus ACMI
ENT Division

__I..

In 2006 we restructured our
business to improve profitability
and made changes to the sales
force to support the launch of
our PlasmaCision — derived Head
and Neck surgery products.

Dissector PlasmaKnife {DPK'): The DPK designed for
radical surgery of the head and neck, thyroidectomy
and parotidectomy procedures.

-1 6 Gyrus Group PLC
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Overview

The ENT Division is based in Memphis,
USA. During 2006 the Division reported
revenues in sterling 4% lower than the
previous year at £38.5 million (2005:
£40.1 million), although excluding the
efiect of a product line which was sold
in late 2005, on a continuing operations
basis the revenue was flat year-on-year.
The chart opposite shows the underlying
revenues of the Division in local currency.

The ENT Division focuses on three
principal areas:

The provision of implants and associated
instruments for the otology market
including vent tubes and prosthetic
stapes products. This area of the
business contributed US sales revenue
of approximately $23.2 rillion in 2006,
a decline of 3% on the previous year
(2005: $23.8 million). This performance”
is consistent with normal variations
between periods for this mature market
in which we hold the leading position.

The second area is Sinus and Rhinology,
comprising microdebriders and
associated products for procedures in
the upper airway (nasal passages). This
product range contributed US sales of
$16.3 million in 2008, approximately 6%
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affected by litigation mounted against the
Division by Medtronic Xomed in respect
of the Division's Diego microdebrider
product. In September 2008, Medtronic
dropped the case and s{ales of the Diego
range have improved since that time to
record annual growth of 12% compared
with 9% at the half year stage.

The third focal area for the Division

is Head and Neck surgery. This area
comprises a number of different products
but the primary focus for the future is
on the Divisicn’s PlasmaCision derived
products, which were launched in the
year. The primary contributor to the
Head and Neck portfolio’s overalt sales
of $9.5 million in 2006 (2005: $10.2
million), was the Somnoplasty range of
products that continued its long nunning
reimbursement driven decline in sales
which fell by 16% to $5.3 million (2005:
$6.3 million).

New products

Puring the second half of the year, two
new PK products were taunched
incorporating the Group's proprietary
PlasmaCision ‘cut and seal' technology.
In September, the j Plasmaknife ('JPK’)
was introduced into the tonsillectomy
market. It is the successor to the Tonsil
PlasmakKnife, which was launched in
March 2005 and it incorporates changes
based on market feedback on the original

-product. The initial feedback has been

positive. In Cctober the Dissactor
PlasmakKnife ('DPK"Y was introduced

‘to the market for complex head and

neck surgery such as thyroidectomy

and parotidectomy. Once again the initial
response has been positive. Revenue
from these products and the G3
generator that powers them, increased
substantially to $0.9 million (2005: $0.3
million) and they are expected to periorm
well in 2007.

revenue from the continental European
ENT preduct range, which was sold in
2005. New products, which were
restricted to the US, did not have a
significant impact on the International
Division’s performance in the year.

o R R =

Sales and Marketing Repositioning
During the year the Division restructured
its marketing function, taking out cost
and refocusing on the more surgical
aspects of the business. This and other
restructuring activities substantially
improved the Division's contribution to
Group profits during the year. In addition,
during the last quarter of the year the
Division significantly restructured its sales
force and associated commission plans
to redirect attention towards growth and
disposable surgical products. The
restructuring involved replacing
approximately 40% of the existing sales
force through the termination of the
majority of independent representatives’
contracts. The sales force now comprises
approximately 70 representatives, of
whom 94% are directly employed and
6% are independent. These changes, .
together with realigned commussion
structures and the recently launched
PlasmaCision products, are expected

to improve the ENT Division's sales
performance in 2007.

SldTo oll TUo i THHIIRAIVY Y oUlNgCut o 1D
use the same instrument to debride and
achieve haemostasis when operating in
the nasal cavity.

Analysis of revenue !
US = North American Free Trade Area
nt = World ex NAFTA '

2005 2006 +/-(%)
US___8m ﬁéb 49.0 (%) _
;lnt £m % 11.8 4%
i { 15) - =
Discontinued product :Int £m U
l m
L 401 ) [ -4% )=
Total Division , £m U
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TECHNOLOGIES
DIVISION

Our partners
DePuy Mitek, Gynecare, Ethicon
Endosurgery, Guidant, ConMed, Rhytec.

+

In 2006 we enjoyed strong revenue
growth from all our partners and we
commenced a new relationship in the
growing area of robot-assisted surgery.

Arthroscopy elactrode: Licensad to, and manufactured
for, DePuy Mitek, This suction electrods is used for the
removal, shrinkage and extraction of cartilage and soft
tissue fromn knee and shoulder joints.

-4I 8 Gyrus Group PLC
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Overview

The Partnered Technologies Division
exploits the Group's proprigtary
technology by out-licensing it, usually
in conjunction with a manufacturing
contract, for markets outside our

core areas of sales and marketing
competence. The business consists

of development, license and supply
relationships with Johnson & Johnson
(DePuy Mitek, Ethicon Endo-Surgery and
Ethicon Women's Health and Urology),
Guidant, ConMed and Rhytec. In May
2006 a new relationship commenced
with Intuitive Surgical Inc. in the area of
robot-assisted laparoscopic surgery.

Overall, the Partnered Technologies
business grew revenue by 14% to
£26.2 milion in 2006 {2005: £23.0
million), reflecting strong performances
from the Division's principal partners.

Arthroscopy

DePuy Mitek supplies ihe VAPR3
system into arthroscopic markets for
the removal and shrinkage of soft tissue
primarily in the knee and shoulder joints.
This comprises a dedicated generator
and a suite of partially and fully
disposable devices. New, lower
manufactured cost products, launched
into this market have continued to drive
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in the form of PK Dissecting Forceps and
Intuitive Surgical Inc's EndoWrist technology
for the da Vinci Surgical System allows the
surgeon, to grasp, dissect and coagulate
during robot-assisted procedures,

volume growth although at Iower seling
prices. Overall revenue increased by just
over 10% year-on-year oh a constant
currency basis and now represents
approximately 44% of Divisional sales.

Hysteroscopy

In hysteroscopy, the Division
manufactures the Versaponnt system for
hysteroscopic gynaecology on behalf of
Ethicon Women's Health and Urology.
The range comprises a dedicated
generator and disposable instruments for
the removal of Benign Uterine Pathologies
and the removal of the endometrial

lining. The Division's sales increased

by approximately 17% on a constant
currency basis and now represent
approximately 18% of Divisional sales.

Cardiovascular

Guidarit utilises a series of endoscopic
instrements for the harvesting of vessels
- for coronary artery bypass grafts in the
cardiovascular field. Product sales to
Guidant increased by apprommately 27%
in local currency as purchasing patterns
returned to normality after. the hiatus
experienced in the final guarter of 2005

as Guidant’s takeover by Boston Scientific

was occurring. In addition; we launched
the VasoView 7 platform in H1 20086.
Cardiovascular sales now represent
approximately 21% of Divisional revenues.

1 9 Gyrus Group PLC
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Gastro-intestinal/Cosmetic Surgery/Other
This comprises relationships with Ethicon
Endo-Surgery, ConMed and Rhytec.
Sales to these partners grew by 16% in
local currency and now represent 17%
of Divisional revenues. During 2006

the Partnered Technologies Division
entered a new relationship with Intuitive
Surgical inc. relating to the emerging
area of robot-assisted surgery. Under
the agreement, which was signed in

May 2006, the Division licensed certain
PK Technology to Intuitive-and began

a programme to develop specific
instruments for the da Vinci robotic
Surgical System.

Analysis of Partnered Technalogy
Division Revenues

@ Arthroscopy 44% @ Hysteroscopy 18%

@ Cardiovascular 21% O Gastro-intestinal/
cosmetic surgery/
____ other 17%

+14%

Revenue £26.2m

(2005: £23.0m}
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We have successfully implemented
a significant part of our integration
programme and look forward to
seeing the results of our continued
lean manufacturing initiative in

the coming period.

Invisio DUR-D Digltal Ureteroscope and stone retrieval basket:

A combination of the Invisio DUK-D Digital Ureteroscope and stone
retrieval basket allows the surgeon to see clearty, catch and remaove
fragments of kidney stone.

20 Gyrus Group PLC '
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Gyrus is committed to delivering world-
class operations, high quality innovative
products, improved profit margins and
a sustainable continuous improvement
culture.

Operations

2006 saw Gyrus continue to achieve

positive resuits from its ‘lean

manufacturing” initiative. Qur gross

margin increased to 60.5% (2005: 58.8%;)

as all ptants continued the roll out.

> Cur Stamford facility saw an 11%
reduction in inventory, an 85% reduction
in lead-times and a 35% reduction in
space utilised within the plants.

> Our Memphis plant reduced the lead-
time of its main product Diego by
20% while reducing scrap by over 50%.

> Qur Cardiff plant improved the
productivity associated with our
generator production, combining
manufacturing cells, outsourcing
circuit board testing and as a result
reduced associated raw material
inventory by 25%.

All plants are now fully implementing
‘Lean’ techniques and we expect to
continue to see significant beneflts
being delivered.
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of expectatlons In March 2006 we
increased our estimated cost savings
to $25 million {up from $22 milion) and
are well on the way to achieving this
new target with approximately 70%

- of the actions required to deliver them
already in train,

e A AT el Sl TR A A

During 2006 we:
i

> Announced and commenced closure
of the Racine, Wisconsin plant - this
is due for completion in Q2 2007.

> Commissioned a new Custorner
Service Centre for the!combined
Surgical and Uro/Gynae Divisions
in Maple Grove. This facmty is now
fully operational and desugned to deliver
world-class customer service and
distribution to our customers.

> Commissioned a new low cost
manufacturing facility in Saftillo,
Mexico. This includes a Class 10,000
clean room and production is in the
process of being transferred from
existing manufacturingllocations.

> Commenced the 1mprementation of
Oracle, a global ERP system designed
to fully integraté busmess operations
across the Group. The' Jimplementation
plan will take two years to complete.

> Implemented supplier rationalisation
and consolidation |n|t|a}ives

We remain confident that the integration
of ACMI and Gyrus will deliver the cost
savings and expected benefits.

Gyrus's approach to )
achieving operaticnal i

excellence is built on:
Implementation
ofilean

manufaclurlng
[aCIOS S NEIGIOURD,

l Achieving
operaticnal
Lexcellence
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Following a review we decided to
focus all of our internal R&D activity
on our two proprietary ‘See and Treat’
technologies:

TR RS A R T AT A

> Digital Visualisation technology
which will be undertaken in our US
{Southborough & Stamford) and
Israeli locations and

> PK Bipolar technology, which will be
ted by our Cardiff R&D team.

To further improve our new product
commercialisation process we introduced
a new Programme Management function
to co-ordinate and manage all new
projects. These changes are already
starting to deliver results.

Some of the planned 2007 product
launches include:

> A Digital Percutaneous Nephroscope —
a rigid scope for use in the kidney
>Two new Digitat Ureteroscopes for
improved trans-ureteral visualisation
> A new Cysto-Resection System
for improved TURP and bladder
tumour diagnosis and removal
> The third generation Plasma J Hook
for ENT - an evolution of the
j PlasmakKnife to treat adenoids
as well as tonsils.

By focusing on our core endoscopic
visualisation and tissue management
technologies Gyrus is aiming to ensure
its continued leadership in these areas.

15 FMOsL Commonty Used 1n e iy
laparoscopic hysterectomy procedure.




Chief anancual Officer,
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During this year of integration and
investment into General Surgery we
have delivered increases in both gross
and operating margins whilst continuing
to control the growth in working capital.

+
Adjusted EPS of 17.1p
(2005: 14.2p)

+20%
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Revenue

The Group's reported results in sterling
showed growth in sales revenue of 42%
to £213.3 million (2005; £150.4 million).
The majority of this growth was a result
of the acquisition of ACMI in July 2005.
Underlying revenue from continuing
operations grew by 7% in constant
currency. The US Dollar, in which
approximately 87% of the Group’s
sales are denominated, weakened
substantially during the year. The last
quarter, which represented 28% of
annual revenue, averaged $1.91:81.
The year as a whole averaged $1.84:€1
(2005: $1.82:£1).

Gross Margin

The Group's reported gross margin
improved to 59.3% in 2006 (2005:
55.6%). Excluding restructuring costs and
a material non-recurring item, the gross
margin improved to 60.5% (2005: 58.8%).
This was achieved through a combination
of volume, mix, lean manufacturing and
integration improvements. The legacy
ACMI manufacturing plants benelited
significantly from both the continuation

of the operating efficiency programmes
started pre-acquisition and the
implementation of lean manufaciuring
since then.
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as a result of the full year effect of the
ACMI acquisition but decreased asa
percentage of sales revenue to 44.3%
(2005: 45.5%) following the removal of
duplicated overhead costs and improved
purchasing power for non inventary
expenses such as msurance coverage.
Selling and distribution expenses
increased substantially to 27.8% of sales
revenue (20056: 25.9%j). This was primarily
due to increased expenditure on sales,
marketing and tralnlng/support staff and
associated resources 10 support new
product launches. !
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Research and development expenditure,
before restructuring costs, increased by
16% to £15.2 million (2005: £13.1 million).
This represented the net effect

of a full year of visualisation-based
expenditure (ACMI), the final development
and launch of a substantial number of new
products and reductions in duplicated
expenditure through integration. R&D
expenditure decreased as a percentage
of sales to 7.1% (2005: 8.7%). In addition,
approximately £1.3 rn|||:on (2005: £1.9
million) was expensed in ;he successful
defence against an intellectual property
infringement action brought against the
ENT Division by Medtironic Xomed. The
capitafisation of development costs,
required under 1AS 38, increased to £1.1
million (2005: £0.3 million) primarily relating
to the late stage development costs of the
digital camera products launched during
the year. Overall, including capitalised
costs, the Group’s R&D spend decreased
to 7.6% of revenue (2005: 8.9%).

General and administrative expenses
increased to £20.0 millicn on
incorporation of a full year of ACMI (2005:
£16.4 million). However elimination of
duplicated costs in the combined group
restricted general and administrative
expenditure to 9.4% of sales revenue
(2005: 10.9%).

Profitability

The Group's reported operating profit

for 2006 was £18.1 milion (2005: £10.4
million) representing an 84% increase

on the prior year. Excluding material non-
recurring ifems, amortisation of acquired
intangibles, restructuring costs and the
separately disclosed (AS 12 adjustment

Aty Bl it B b

of 16 5% of sales revenue (2005: 14. 2%)
Although restructuring charges will
continue to have an impact upon 2007
and 2008 the Group is well on course to
meet its goal of substantially improving its
underlying operating margin to 20%.

Goodwill and Intangible

asset amortisation

The Board reviewed the carrying value
of gooawill and separately recognised
acquired intangible assets at 31
December 2006 and confirmed that no
provision for impairment was necessary.
The amortisation charged on acquired
intangible assets of ACMI amounted to
£8.5 million in 2008 (2005 (23 weeks):
£3.9 million).

Rastructuring costs

Restructuring costs increased
substantially during the first full year
after the acquisition of ACMI io £5.8
million (2005 (23 weeks): £2.4 million).
These costs represented a number of
integration expenses incurred during

the implementation of the Group's three-
year integration plan which is now
approximately half way to completion.
The restructuring costs charged during
2006 represented the cost of severance,
re-branding, short-term manufacturing
inefficiencies in duplicated production
sites relating to relocated production,
the write down of certain assets and
sundry integration expenses.

Financial Income and Expense

The net financial expense for the year
amounted to £9.0 million (2005: £5.5
million excluding the one time acquisition
related option gain of £2.0 million).

This reflected interest rate increases in the
year, mitigated by our interest rate hedge,
relating primarily to interest and charges
on the Group's Syndicated $250 million
acquisition loan facility and $15 miliion
revolving credit facility. Included in
financial expense are forgign exchange
losses on re-translation of monetary
assets and liabilities at the balance sheet
date of £0.4 miltion (2005: £1.1 million).

Gross margin before restructuring
(2005: 58.8%)

10.5%

Underlying cperating margin
{2005: 14.2%)

Average US Dollar/t Exch:ange Rates
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million) representing 13.6% of profit
before amaortisation of intangible assets
(2005: 8.5%). This rate was primarily
associated with increased profits in the
UK chargeable to corporation tax at

the full rate of 30% together with the
continued utilisation of tax losses in the
US and efficient managerment of internal
treasury functions. The difference
between this and the Income Statement's
net tax credit of £3.1 millicn (2005:
charge £0.7 million} represents the

net effect of the recognition of multiple
deferred tax assets and liabilities under
the prevailing interpretation of the
wide-ranging scope of I1AS 12,

Earnings per share

Basic Earnings Per Share (EPS} in 2006
increased by 61% to 5.6p. Adjusted
EPS which excludes the amortisation

of acquired intangible assets, net
restructuring costs {including the cost of
the one-off special LTIP award, but not
‘normal’ annual awards), material non-
recurring items and other movemenis
on deferred taxation increased 209% to
17.1p (2005: 14.2p).

Capital Expenditure and Placed Assets
Tangible fixed asset additions in the year,
excluding the cost of generator systems
placed into the market (‘Placed Assets'),
amounted to £5.8 million (2005: £2.7
million). This increase reflected specific
expenditure related o integration activities
such as the establishment of the Group
customer service and distribution centre
and increased manufacturing capacity

in Minnesota.

Placed Assets comprise generators
placed on loan upon which, together with
those that have been sold outright, the
Group makes profitable revenues from the
sale of disposable surgical instruments.

In 2006 the installed base of generators
in the US grew by 21% to 6,353 units
(2005: 5,248 units). Sales of disposable
instruments associated with these
generators increased by 30% to $60.2
million (2005: 22% and $46.3 million
raspectively). During 2006 the Group
continued to sell approximaiely 50%

of the generators which we supplied io
the US market overall, with the remainder
placed under a variety of loan schemes.

The Group's investment in placing
generators in the year increased by 27%
to £1.9 million (2005: £1.5 million) in line
with placement volumes. The net book
value of Placed Assets at 31 December
2006 was £3.1 millicn (2005: £2.9
million;.

Working Capital and Cash Generation
The reported net book value of inventory
decreased by 2% to £32.4 million
(2005: £33.1 million). This resulted from
an underlying increase of approximately
9% less a favourable currency effect of
approximately 11%.

2 Gyrus Group PLC
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the beneficial currency effect.

Trade and other creditors decreased by
8% to £34.8 million (2005:; £37.7 million).

The Group's operating cash flow before
working capital moverments increased

to £36.8 million (2005: £26.3 million).

At the year end cash balances stood

at £23.3 million {2005: £20.2 million) and
net debt outstanding was £96.9 million
(2005: £129.9 miltion). This reduction
represented the net effect of the Group's
cash generation/debt repayment and
the net beneficial effect of currency
translation on the cutstanding balance
of the Group’s cash balances and US
doflar denaminated debt. :

Treasury Policy and Financial Risk
Management

The Group operates a risk adverse policy
of treasury management to secure its
primary objective of minimising exposure
to capital loss whilst securing prevailing

market rates of interest on cash balances.

In respect of long term borrowings for
operational purposes, the Group's paolicy
is to fix or hedge its exposure to interest
rate fluctuations in respect of at least half
the forecast cutstanding lecan balance,
with Board discretion to increase the
amount hedged if appropriate. In the
case of the five year acquisition finance
facility of $250 million, the Group has
hedged its exposure to increases in

US $ LIBOR above 4.75% in respect of
75% of the loan for the first three years
of the facility and 37.5% thereafter.
During 20086 this hedge created a benefit
of £0.4 million in reduced interest costs.

Currency Risk

The Group is exposed to currency

risk, principally in respect of US dollars
and Euros. The majority of the risk

is associated with translation of the
revenues, profits and net assets of
overseas subsidiaries into sterling on
consolidation. The Group does not
routinely hedge translation exposure.
Transaction exposure exists to a small
extent in most of the Group's subsidiary
companies, however the principal risk is
associated with the Cardiff plant, which
manufactures the Group's generator
systems and some PK instruments
together with generators and disposable
instruments on behalf of certain
customers of the Partnered Technologies
Division. The majority of that plant’s
revenue is denominated in US dollars.

The Group applies a hedging policy for
transaction exposures which requires that
forward ioreign currency contracts are
used to cover anticipated potential
exposures as follows:

L_ 1 /Y

US installed bass of generators: 6,353
{2005: 5,248)

+30%

Disposable instrument revenue from instabed base:
$60.2 million (2005: $48.3 miflion)

Period forward Minimum coverage

1-3 months 80%
4-6 months 50%
7-12 months 25%
SJB Shaw

Chief Financial Officer




NMEoFJUNJIDILNE T
|
Employment Policy i
Gyrus believes its greatest asset is its
employees and its poholes are therefore
directed to creating an environment that
wilt attract, develop and retain
outstanding peopte.
Key features of the Group employment
policies and practices are -
> Equal opportunity through a policy
of non-discrimination irrespective of
colour, national or ethnic origin, religion,
sex, disability or mantai status.
> Career and personal development
through appraisal programmes and
the provision of appropriate training.
> Employee participation in the
performance and growth of the
Campany through performance related
bonuses, employee share schemes and
long term incentive plans. Share save
schemes are in operation for all UK
based employees and will be extended
to US based employees during 2007.
> The Group’s palicy is to provide
equal employment opportunity tc
disabled pecple by giving full and
fair consideration to applications
for employment and continuing
employment, wherever possible, of
employees who become disabled and
providing suitable opportunities for
their training, career development
and promotion, '

Environmental policy at Gyrus

Gyrus believes in protecting the
environment. When developing products
and manufacturing processes, every effort
is made to try to ensure that any adverse
effects on the envrronment are minimised.
We endeavour io use renewable
resources wherever possjble.

Gyrus's objective is to achieve 1SO 14001
certification with respect t¢ environmental
policy.

Gyrus's pelicy is to: [

> Comply with applicable environmental
laws and regulations wherever it
operates;

> Encourage understandlng of
environmental issues in|general, and
particularly as they relate to the medical
device and healthcare lndustry

> |dentify, encourage awareness of,
and include wharever relevant,
environmental issues in'all aspects of
decision making within the Group;

> Develop an ethos of continuous
improvement in each operation
to reduce the environmental impact
of Gyrus’s products and processes
on the external environment;

> Work with our suppliers to try to improve
their envircnmental management as it
relates to products and services they
provide to Gyrus;

> Develop specific standard operating
procedures for each operation
within Gyrus with regular audits
to monitor compliance;,
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located;
> Encourage employee participation

in environmental projects, such as

recycling, waste reduction and

energy conservation; for example

> encouraging tefephone and video
conferencing to curb emissions
from corporate travel;

> encouraging use of electronic

" communications in place of
paper usage.
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We routinely monitor, assess and amend
this policy to ensure it is relevant and
appropnate to the environment within
which we live and work.

Health & Safety Policy

Gyrus regards the promation of

health and safety as an essential

part of management and employer
responsibilities. It believes in continuous
improvement as a basis for its approach
to these areas. Gyrus is committed to
complying with applicable health and
safety laws and regulations wherever

it operates.

Each Gyrus location has a Health &
Safety Committee with representatives
from across the business participating
in ensuring that good practices are
adopied and implemented.

Business Ethics

The Gyrus Group is committed to, and
expects all of its employees at all times
to maintain, the highest standards of
business and personal integrity in all

. aspects of its operations. We respect

the law in the countries and communities

where we operate and accept and uphold

the principles contained in the United
Nations Universal Declaration of
Human Rights.

Social Responsibility

The Gyrus Group is committed to
conducting all aspects of its business
in a socially responsible way. We adopt
this ethos in all interactions with our
key stakehclders - our customers,
shareholders, our employees, cur
business partners, the communities

in which we operate and society

in general,

Specifically:

For our CUSTOMERS: We are
committed to providing innovative, cost-
effective, procedure-enabling products
that help physicians around the world
improve the quality of life for their
patients. To deliver this we maintain a
significant investment in research and
development. Gyrus's products are
designed to be safe and reliable for
their intended use, and to comply with
all legal and reguiatory requirements.
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information on our business and its
performance. We conduct our operations
in accordance with generally accepted
principles and rules of good corporate
governance and specifically in
accordance with the listing rules of

the Financial Services Authority.
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For our PATIENTS: Gyrus's products
improve the quality of life for patients
around the world by reducing hospitat
stays and allowing a quicker return to
normal activities.

For our BUSINESS PARTNERS: Gyrus
believes that working with our suppliers
in a spirit of partnership is the best way
to meet our objectives and we encourage
open and ethical relationships with

our suppliers.

For our COMMUNITY AND SOCIETY:
Gyrus sees contribution to the
communities in which we work as

a fundamental part of our social
responsibifity to the communities in
which we are located and to society
in general. We strive to be a good
corporate citizen by being an active
member of each community in which
a Group Company is located and by
encouraging and supporting employees
who undertake community work.

For more information,
go to www.gyrusplc.com
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1, Brian Steer i
Executive Chairman '

3. Simon Shaw
Chief Financial Officer

4. Michael Garner
Non-Executive Deputy Chairman

5. John Rennocks
Non-Executive Director i

7. Keith Krzywicki
Non-Executive Director

9. Dr Chasles Goodson-Wickes
Non-Executive Director

6. Dr Katherine Innes Ker
Non-Executive Director

BT

8. Protessor Charles Cummings
Non-Executive Director
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CEQ, is 73 years cld and has a wealth
of international senior management
experience in the healthcare industry. He

was President of Z|mmer International inc.

from 1983 to 1993 and prior to that was
President of Travenol International
Services Inc. (now Baxter Healthcare
Corporation) and has considerable
experience in |nternat|onal markets for
medical devices. He originally joined
Gyrus as a consultant in January 1994,
was appointed to the Board in Navember
1994 and became Executive Chairman
in 1996. Mr Steer has overseen the
development of the Group's business
organically and by acquisition since its
flotation in 1997,

2. Roy Davis

Chief Operating Officer

Roy Davis, Chief Operating Officer, is 51
years old and has over 25 years of ling
management and strategic consulting
experience. He joined Gyrus from NTERA,
a Nanotechnology company, where he
was Chief Executive. Before this he spent
nearly 10 years with Arthur D. Little, the
global management consulting company,
where he was Vice President and Global
Head of its Operations Management
business. Mr Davis has also held senior
operational positions for Tricomn, Reuters
and Molex in the US, Taiwan and Europe.
Before becoming Chief Operating Officer
Mr Davis served as a Non-Executive

Director of Gyrus from its flotation in 1997,

He has a mechanical engineering degree
and an MBA,

3. Simon Shaw

Chief Financial Officer

Simoen Shaw, Chief Financial Officer is

42 years old and joined the Group in
October 2003 to take responsibility for
the Group financial management, financial
strategy and investor relations. He is
non-executive Chairman of Synairgen plc,
listed on AIM and is a member of the
TechMark Advisory Group of the L.ondon
Stock Exchange. Mr Shaw was Chief
Operating Officer of Profi le Therapeutics
plc, a listed drug delivery and medical
devices business, from 1997 to 2003,
Prior to 1997 he was a corporate
financier, latterly with Hambros Bank.

He qualified as a Chartered Accountant

in 1990.
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Chairman, is 69 years ¢ld and was the
Finance Director of Tl Group PLC from
1979 to 1993. Since then he has been
a Non-Executive Director of a number of
companies including Enterprise Inns plc
from September 1985 to January 2005.
He was a founder member of the
Accounting Standards Board and has
been a member of The Hundred Group
of Finance Directors since 1978,

e T

5. John Rennocks

Non-Executive Director

John Rennocks, Non-Executive Director,
is 61 years old and a qualified Chartered
Accountant with significant sector
experience with Smith and Nephew plc
from 1974 to 1989, becoming Group
Finance Director in 1981, Subsequent to
that, he was Finance Director of Powergen
plc and Corus Group plc, before taking up
a number of non-executive director
positions of public and private companies,
providing broad experience in
biotechnology, support services and
manufacturing. He is currently Chairman of
Nestor plc, Diploma plc, Intelligent Energy
Holdings plc, and Deputy Chairman of
Inmarsat plc. He is the Chairman of the
Audit Committee and a member of the
Remuneration Committee and
Nominations Committee.

6. Dr Katherine Innes Ker

Non-Executive Director

Dr Katherine Innes Ker, Non-Executive
Director, is 46 years old and gained a
D.Phil in Molecular Bioghysics from
Oxford University in 1987. She then
pursued a career in the City as an Equity
Analyst with UBS Phillips & Drew, and
later with Dresdner Kleinwort Benson,
where she was a Director and UK Media
Analyst, before maving to SBC Warburg
as a Director and Pan European Media
Analyst. She is a Non-Executive Director
of Taylor Woodrow plc and Ordnance
Survey Lid and is Chairman of Shed
Productions plc. Dr Innes Ker has also
previously occupied non-executive
pasitions in a number of other public
companies. She is the Chairman of the
Remuneration Committee and a member
of the Audit and Nomination Committees.
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is 62 years o!d and has over 30 years’
experience in the Pharmaceutical Industry
with responsibility for manufacturing and
commercial operations. He has held Chief
Executive peositions in Denmark and
Belgium and frorm 1990 until 2003

was President of Pharmacia Lid, UK

and Ireland.
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8. Professor Charles Cummings
Non-Executive Director

Professor Charles Cummings, Non-
Executive Directar, is 71 years old and is
the Dirgctor Emeritus of Otolaryngology -
Head and Neck Surgery at the Johns
Hopkins Hospital in Baltimore, Maryland,
US and is on the Beard of Directors of
Johns Hopkins Medicine. He has written
over 125 scientific papers, is a past
president of both the American Saciety
for Head and Neck Surgery and the
American Academy of Otolaryngology,
Head and Neck Surgery and has served
on the Amarican Board of Otclaryngelogy
for 19 years.

9. Dr Charles Goodson-Wickes
Non-Executive Director

Dr Charles Goodson-Wickes, Non-
Executive Director, is 61 years old and
is qualified both as & physician and a
barrister. He has held appointments in
the NHS, has seen active service in the
Army as a Medical Officer and built up
his occupational medicine practices.
He was a Member of Pariiament for

10 years, serving as Parliamentary
Private Secretary in three Government
departments. He currently holds a
number of Non-Executive Directorships.




The Directors prasent their report and audited financial statements for the year ended 31 December 2008.

Principal Activities
The Group designs, develops, manufactures and markets advanced surgical systems. It develops innovative tissue management
and visualisation systems for minimally invasive surgery.

Business Review

A review of the activities of the Group’s Divisions and of the Group's results, activities during the year and financial position at the
end of the year can be found in the Chairman’s Statement, the Business Reviews, the Operations and Research and Development
Review and the Financial Réview on pages 2 to 24. These pages also include, where relevant, a number of key financial and non-
financial performance indicators (KPI's) and an indication of future developments. The KPI's include the following items which are
regularly reviewed by management in respect to changes between reporting periods.

Revenue (Group and Divisional)

Grass margin

Overhead expense ratios

Operating margin

Components of working capital

The installed base of PK generators in the US

Disposable revenues derived from installed base of PK generators
Capital expenditure

Key Risks
The following risks and uncertainties are regarded as key to the Group:

Patents and proprietary rights

The success of the Group depends, inter alia on its ability to establish, protect and enforce proprietary rights relating to the
manufacture, use and sale of its existing and future products. Whilst the Group seek patent protection where appropriate for its
inventions, there can be no assurance that: patent applications will mature inio granted patents; that existing patents will provide
the Group with sufficient protection in the case of an infringement of its technology; or that existing or future patents will not be
successfully challenged, revoked or circumvented by competitors.

Dependence upon reimbursement

The ability of the Group to commercialise its products successfully depends in part at least on the extent to which reimbursement
for the costs of surgical procedures is available from governments, health administration authorities, private insurers and other
organisations. There can be no assurance that changes in reimbursement policy in the Group's main markets will not have an
adverse affect on the Group's ability to sell products into those markets.

Regulatory approval

The majority of the Group's products require marketing authorisation from naticnal or federal regulatory bodies prior to being
offered for sale. In addition some regulatory bodies, such as the US Food and.Brug Administration (FDA) have rights of access and
audit of the Group's manufacturing facilities worldwide. There can be no assurance that any product developed By the Group will
achieve and maintain its Marketing Autharisation throughout its fifecycle or that the Group will always pass regulatory inspection

at each of its plants. Failure to do so could have adverse consequences upon' the Group's ability to sell products in any relevant
territory.

Integration risk

The integration of the Group's activities after acquisitions can involve the transfer of significant manufacturing operations, the
closure of plants, reductions in staff and the implementation of new computer systems. Many of these activities carry a variety of
risks and can represent expensive projects to undertake. There can be no assurance that the Group will not encounter difficutties in
effecting its integration plans or that the expected berefits of such integration will be realised in the future.

Currency risk
Currency risk is addrassed in the Financial Review on pages 22 to 24 and in Note 22 to the Financial Statements on pages
76to 78.

Treasury risk
Treasury risk is addressed in the Financial Review on pages 22 10 24 and in Note 22 to the Financial Statements on pages
76 to 78.

Credit risk
Credit risk is addressed in Note 22 to the Financial Statements on pages 76 to 78.

Results and Dividends

The audited financial statements are set out on pages 43 to 88. The Group made a pront after taxation for the year ended
31 December 2006 of £13,193,000 (2005: £6,276,000). The Directors do not recommend the payment

of a dividend.
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Directors
The Directors who held office during the year were:

BL Steer Executive Chairman

SJB Shaw Chief Financial Officer

GR Davig Chief Operating Officer

MF Garner Independent Non-Executive Director, Deputy Chairman and Senior Independent Director
C Goodson-Wickes Independent Non-Executive Director

KT Krzywicki Independent Non-Executive Director

CW Cummings Independent Non-Executive Director

NM Goble Non-Independent Non-Executive Director (resigned 15 March 20086)

K Innes Ker Independent Non-Executive Director {appointed 16 October 2006)

J Bennocks Independent Non-Executive Director {appointed 16 October 2006)

Remuneration
Details of Directors' remuneration is included in the Directors’ Remuneration Report on pages 36 to 41.

Substantial Shareholdings

At 1 March 2007, substantial interests in the issued share capltal of the Company, notified and registered in accordance with

section 198 of the Companies Act 1985, were as follows:

Number of Percentage of

ordinary shares tssued share capital

Figelity Investments 11,462,520 7.80%
AXA Group SA 11,021,919 7.50%
Lazard Asset Managemerit LLG 6,316,875 4.30%
Legal & General Group 5,815,014 3.96%
Standard Life Investments 4751,165 3.24%
Lioyds TSB Group plk 4,437,484 3.02%

Directors’ Interests in Shares

The interests of the Directors and their families in the share capital of the Company appearing in the register of director's interests

were as follows:

Crdinary shares Ordinary shares
31 December 2006 31 December 2005
Executive _
BL Steer {note 1) 572,865 572,865
5JB Shaw 18,000 18,000
GR Davis 4,000 4,000
Non-executive
MF Garner 20,010 20,010
C Goodson-Wickes (note 2) 11,350 10,000
KT Krzywicki 8,000 8,000
CwW Cummings 4,500 4,500
K Innes Ker (note 3) - -
J Bennocks (note 3) 5,000 -

Notes: .
{1} Includes 321,617 crdinary shares held by Royal and Sun Alliznce Inc ior the benefit of Mr BL and Mrs S Steer,

{2) Incucdes 8.914 ordinary shares hekd by Alliance Trust SIPP (Self Invested Personal Pension)

(3) DOr K lnnas Ker and Mr J Rennocks held no shares at tha time of their appointment to the Board on 16 October 2006.

There have been no changes to Directars’ shareholdings since 31 December 2006.
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CONTINUED

Directors’ interests in Contracts
None of the Directors had a beneficial interest in any contract of any significance in relation to the business of the Company or its
subsidiaries at any time during the financial year.

Auditors
A resolution to re-appoint KPMG Audit Plc as auditors of the Company is to be proposed at the forthcoming Annual General
Meeting, to be held on 30 April 2007.

Corporate Governance

Application of the Principles set out in the Combined Code

Throughout the year to 31 December 2006, the Company complied with the provisions of the Revised Combined Code On
Corporate Governance issued by the Financial Reporting Council in July 2003 except for the non-separation of the roles of
Chairman and Chief Executive Officer which is explained below in the section headed ‘Beard of Directors’. The Board considers
that it applies the principles of the Combined Code in an appropriate and effective manner. This is demonstrated as follows:

Board of Directors -

Until 16 October 2006, the Group was managed by a Board of Directors comprised of seven Directors. The names of the
Directors together with their biographical details are set out on page 27. All the Directors served throughout the period under
review. From 16 Octeber 2006, the number of Directors was increased to nine with the appointment to the Board of K Innes Ker
and J Rennocks. Six of the Directors were Non-Executive Directors and, with the exception of MF Garner and C Goodson-Wickes,
each of whom have served in their capacity as Directors for greater than nine years, all the Non-Executive Directors are considered
independent based on the guidelines in the Combined Code. MF Garner has been the Deputy Chairman since 22 May 2003 and
Non-Executive Director since 20 October 1997. Accordingly, he has exceeded a ning-year service period, which the Combined
Code suggests is the maximum period for which independence can be presumed. In view of his close knowledge of the Group
and strong non-executive experience, the Board considers that Mr Garner should retain the role of Senior Independent Director
and Deputy Chairman through the Chairman and Chief Executive succession process to be conducted in 2007 (details of which
are set out on pages 32 to 33). C Goodson-Wickes will be retiring from the Board of Directors at the Annual General Meeting

on 30 April 2007. Alt of the Non-Executive Directors bring strong independent judgement and considerable knowledge and
experience 10 bear in matters of strategy, performance, rescurces, corporate governance and financial control. From time

to time, the Chairman holds meetings with the Non-Executive Directors without the executives present.

The Board meets at least seven times a year and has adopted a formal schedule of matters specifically reserved for its decision.
This includes overall Group strategy, planning for the succession of the executive and the Board itself, approving appointments of
Board Directors and of the Gompany Secretary, financing arrangements, material licensing transactions, acquisitions and disposals
of companies, approval of the annual budget, major capital expanditure, risk management, treasury policies and the operation of
internai controls. At each rmeeting the Board is briefed on issues arising, reviews the progress of the Group towards its objectives
and monitors financial performance against budget.

The Company Secratary is responsible for advising the Board through the Chairman on all governance matters. All Directors have
acoess to the advice and services of the Company Secretary. They are encouraged regularly io update and refresh their skills and
knowledge, for example, through attending courses on technical areas or external briefings for Non-Executive Directors. Newly
appointed Directors are pravided with appropriate induction training. The Board has established a procedure for Directors 1o take,
if necessary. independent professional advice at the Group's expense. Appropriate Directors and Officers’ liability insurance has
been arranged by the Company.

All Board members receive monthly management accounts and regular management reports enabling them to review the Group's
performance against agreed objectives. Regular reports and papers are circulated to Directors in a timely manner in preparation for
Board and Committee meetings. This information includes items specifically requested by the Non-Executive Directors from time
to time.

The terms and conditions of appeintment of Non-Executive Directors are avallable for inspection by request at the Company’s
registered office during normal business hours and at the AGM.

The Board is led by BL Steer who holds duat responsibility as both Chairman and Chief Exacutive Officer. The Board is aware that
Mr Steer’s role as both Chairman and CEOQ is contrary to the recommendations of the Revised Combined Code. The current
position derives from the origing of the Company and Mr Steer's entrepreneurial role in growing the crganisation. Subject to
unforeseen circumstances, Mr Steer will retinguish his Chief Executive responsibilities during 2007, from which date the roles

will be separated in accordance with the Combined Code. Mr Steer has no other significant business commitments.

The dual role performed by Mr Steer is balanced by a strong independent non-executive presence on the Board of Directors
including an experienced Deputy Chairman and Senior Independent Director, MF Garner. In addition there is the Operating Board,
which meets monthly and is responsible for the creation and implementation of Gyrus's strategy, reporting to the Gyrus Group PLC
Board of Directors, In addition to the Executive Chairman, the Operating Board includes several senior executives with clearly
defined responsibilities: SJB Shaw, Chief Financial Officer, has responsibility for Finance, Legal, Partnered Technologies and
Investar Relations; GR Davis, Chief Operating Officer, has responsibility for Operations, Research and Development, Human
Resources and the integration of the ACM! business; TF Murphy, US-based Executive Vice President, has responsibility for
customer service and Group-wide implementation of an enterprise resource management system; the Division Presidents

and the US-based Vice President of Legal Affairs.
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The number of full Board meetings and Committee meetings attended by each director during the year was as follows:

Scheduled Board Audit Aemuneration Nomination
Name . Meetings Attended Committee Committee Committea
BL Steer 7 N/A N/A 2
SJB Shaw 7 N/A N/A N/A
GR Davis 7 N/A N/A N/A
MF Garner 7 3 3 2
C Goodson-Wickes 7 3 3 2
KT Krzywicki 7 3 N/A, N/A
CW Cummings 7 N/A 3 N/A
K Innes Ker (note 4) 1 0 1 N/A
J Rennocks (note 4) 1 1 s N/A
Number of meetings in 2006 7 3 3 2

Note:
{4) There wera three scheduled meetings after the appointment of K Innes Ker and J Rennocks to the Soard on 18 October 2006 being a Tull Board meeting, an Audit Commitiee meeting and
& Remuneration Committee meeting. .

Appointments to the Board and Re-election of Directors

There is a Nomination Committee to consider the appointment of new Directors and make recormmendations to the Board, All
Directors’ terms of appointment are governed by the Company’s Articles of Association requiring that all Directors should be
subject to election by shareholders at ihe first AGM following their appointment and that at each AGM one third of the Directors
retire and submit themselves for re-appointment.

During the year, the Board approved that K Innes Ker and J Rennocks be appointed as Non-Executive Directors with effect from
16 October 2006 and gach will be proposed for election at the forthcoming AGM,

C Goodson-Wickes will resign from the Board of Directors at the forthcoming AGM.
K Krzywicki retires by rotation pursuant to Article 113 of the Articles of Association and stands for re-election at the forthcoming AGM.

The Company’s Articles :do not require Board members to retire at 70 years of age but as a matter of best practice Board
members over 70 years stand for re-election on an annual basis. Accordingly BL Steer and CwW Cummings stand for re-election at
the forthcoming AGM. |

MF Garner, who has already served nine years as independent Non-Executive Director and was re-glected at the 2006 AGM for
one year, retires and submits himself for re-election at the forthcoming AGM for a further year. The Board has undertaken rigorous
formal performance reviews and has concluded that Mr Garner continues to be effective and to demonstrate independence and
commitment to the role.;

Biographical details of all Directors standing for re-election at the AGM and the Board's reasons for recommending their re-election
are contained in the Notice of AGM which will be sent to all shareholders.

Board Performance Evaluation

A formal process of Board performance evaluation was followed during the year which included individual completion by all Board
members of questionnaires regarding the effectiveness of the Board and of each of the Board committees together with discussion
by the Board of the perfarmance evaluation results and agreement of actions arising. Individual evaluations of each Board member
were performed by the Chairman and discussed with the relevant Director on a one to one basis. The independent Non-Executive
Direciors, led by the Senior Independent Director meet annually to conduct a performance evaluation of the Chairman and take
into account the views of the executive Directors.
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Board Committees

Audit Committee

The Audit Commitlee is comprised of four Non-Executive Directors, J Rennocks (Chairman), MF Garner, K Innes Ker and
KT Krzywicki. MF Garner was Chairman of the Audit Committee for most of theryear, until the Audit Committee Meeting of
19 Decemnber 2006, at which time J Rennocks assumed Chairmanship of that committee.

The Chairman of the Audit Committee has a wealth of experience in finance in both an executive and non-executive capacity.
The Board considers that Mr Rennocks provides the Audit Committee with the necessary recent and relevant financial experience
required by the Smith guidelines and the Combined Code. His biographical details can be found on page 27.

The main responsibilities of the Committee as defined under its agreed terms of reference are:

« To review the appointment of the external auditor and assess the independence of the external auditor.

= To review and recommend the audit fee to the Board and pre-approve any fees in respect of non audit services provided by

the external auditor and to ensure that the provision of non audit services does not impair the external auditors’ independence

or objectivity. :

To review with the external auditor the nature and scope of the external audit.

To review the exiernal auditor's management letter and managerment’s response.

To regularly review the need for a formal internal audit function and make appropriate recommendations to the Board.

To review the Company's procedures for handling allegations from whistieblowers.

To review management's reports on the effectiveness of systems for internal financial control, financial reporting and risk

management.

= To review, and challenge where necessary, the actions and judgements of management in relation to the interim and annual
financial statements before submission to the Board.

¢« To review the Company's statement on internal control systems prior to endorsement by the Board and to review the policies
and processes for identifying and assessing business risks and the management of those risks by the Company.

. * & * @

The Audit Committee meets at least three times a year to discharge its responsibilities and provides the farum through which
the Group’s external auditors report to the Board. Executive Directors and finance management are regularly invited to attend
Audit Committes meetings but the Commitiee meets at least annually with the external auditor in the absence of executives
and management.

The Audit Committee continually reviews the need ior a formal internal audit function. In the light of the involvement of Group
finance staff in regular reviews of the finances and controls operating in subsidiary companies, the Audit Committee has concluded
that a separate internal audit department is not required at this stage in the Group's development. However, the Audit Committee
and management have formalised the activities required to be performed by Group finance staff on internal audit and have
established procedures for the reperting of such activities to the Audit Committee.

External auditor objectivity and independence is safeguarded by a policy that any non audit services over £25,600 other than tax
compliance work, must be pre-authorised by the Chairman of the Audit Committee and be supported by a tender process where
appropriate. Details of the amounts paid to the external auditors during the year for audit and other services are set out on page

59 in note 5 to the financial statements.

Remuneration Committee

The Remuneration Committee is comprised of three Non-Executive Directors, K Innes Ker {Chairman), J Rennocks and CW
Cummings. C Goodson-Wickes was Chairmarn of the Remuneration Committee until the conclusion of the Remuneration
Committee meeting of 30 October 2008, at which time K Innes Ker assumed the Chairmanship of that commitiee. Details of the
role and responsibilities of the Remuneration Committee and the Company's Remuneration Palicy are given in the Directors’
Rermuneration Report on pages 36 to 41.

Nomination Committee

The Nomination Committee is comprised of three members, the Executive Chairman, BL Steer (Chairman of the Nomination
Committee}, with Deputy Chairman and Senicr Independent Director, MF Garner {Deputy Chairman of the Nomination Committee)
as his alternate, and Non-Executive Directors K Innes Ker and J Rennocks. The Committee meets at least once a year and rmore
frequently when reguired. In 2008, the Commiitee met twice.

The main role of the Committee is to: : .

 Regularly review the structure, size and composition of the Board and make recommendations to the Board with regard to any
adjustments it deems necessary.

» Prepare a description of the role and capabilities required for a particular appointment including the time commitment required.

* |dentify and nominate for the approval of the Board suitable candidates to fill Board vacancies.

* Recommend to the Board whether or not Directors retiring by rotation should be put forward for re-appointment at the next
Annual General Meeting.

= Satisfy itself with regard to succession planning in respect of both Board and senior executive positions.

The Executive Chairman does not chair the Nomination Committee when it deals with matters relating to the appointment of
a successor to the Chairmanship of the Board or the role of CEO. The Deputy Chairman chairs the Nomination Committee
on these cccasions.
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The Nomination Commitiee commissioned an independent review by Korn Ferry International of the senier management team in
2006. During 2008, it also reviewed a number of Non-Executive Director candidates, and recommended the approval of K Innes
Ker and J. Rennocks. The Nomination Committee has appointed Korn Ferry international to advise it on the process for selecting
Mr Steer's successor as CEC, with a brief to compare both internal and external candidates. It is expected that this process will
be completed in 2007. |

!
The terms of reference for each of the Board Committees may be obtained from the Company Secretary or from the Company’s
website: http://Awww.gyrusplc.com

|
Relations with Shareholders
Institutional investors
The Group has designated BL Steer, Executive Chairman, and SJB Shaw, Chief Financial Officer, as its principal spokesmen with
institutional investors, analysis, press and other interested parties. Meetings are held with the Group's institutional investors at least

- twice a year (following the interim and final results announcements). Visits to the Group's operating facilities are arranged on a

regular basis depending upon demand.

All members of the Board, are encouraged to attend analyst or brokers' briefings to develop an understanding of the views of
shareholders. In addition, the Executive Chairman and CFO provide feedback 1o the Board at least twice a year on issues raised
with them in meetings with shareholders. The AGM is normally attended by all Directors and shareholders are invited o ask
questions during the meeting and to meet with Directors after the formal proceedings.

|
The Senior Independent Director, MF Garner, is available to shareholders if they have concerns for which the normal channels of
communication through the Executive Chairman or CFO are inappropriate. Major shareholders are offered the opportunity to meet
the Executive Directors and investors may request mestings with Directors, inciuding the Senior Independent Director.
Private Investors :
All shareholders are sent coples of the Interim and Annual Reports and are given notice to enable them to attend the Company's
Annual General Méeting and any Extraordinary General Meetings. Persons nominated by shareholders 1o exercise all or any of the
specified rights of the shareholders in relation to the Company and persons nominated by shareholders to enjoy information rights
will also be provided with thig information. In accordance with the Companies Act 2008, two resolutions will be proposed at the
forthcoming AGM {0 allow, the Company 1o communicate with shareholders in elecironic form and by means of a website.

Information on the Group, ‘lts products and technology, press releases, and the Interim and Annual Reports may be found on the
Group's website: http: //www gyrusple.com

Internal Control
The provisions of the Code in respect of internal controls require that Directors review all controls incluging operational, compliance
and risk management, as well as financial controls.

The Directors, through the’ Audlt Commiiitee, have reviewed the effectiveness of the Group's system of internal control during the
pericd covered by the Annual Report and Accounts and for the period to the date of approval. The Directars acknowledge their
respon5|bul|ty for ensuring that the Group maintains an adequate system of internal control and for reviewing its effectiveness.
However, it is noted that any system of internal control can only be designed to manage rather than to eliminate the risk of failure
to achieve business objectives and can only provide reasonable and not absolute assurance against material misstaterment or loss.

The key elements of the Gr‘oup's internal control system are as follows:

Control environment

* An organisation structure with clearly defined responsibilities and levels of authority.

* A system of budgetary ¢ontrol,

¢ The appointment of expenenced and professional staff with the necessary ability to fulfil their allotted responsibilities.

* Regular monitoring of key areas of business risk.

* An approved Group poh|c|es and procedures manual and a self-certification process for management to cenfirm compliance.
|

Control Procedures, Monitoring and Risk Assessment

The Group has a framework of contrel procedures that are communicated to all relevant employees.

There is an ongoing process for identifying, evaluating and managing the significant risks faced by the Group. The risk assessment
process involves the senor; management of all the Group's businesses in addition to the Group’s Executive Directors. The results of
these assessments are summansed and the results reviewed regularly by the Board. In line with the Turnbull guidance, the process
is designed to enable management to determine the likelihood of the risk, the adequacy of controls in place to minimise the
occurrence of the risk and the appeintment of an individual to be responsible to the Board for mitigating or managing that risk.
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~ aware of that information.

Information to Group's Auditors

The Birectors who held office at the date of approval of this Directors’ Report confirm that, so far as they are each aware, there is
no relevant audit information of which the Company's auditors are unaware; anci each Direcior has taken all the steps that he/she
might have taken to make himself/herself aware of any relevant audit |r1forrnat|on and to establish that the Company's auditors are

Management Information '

The Group has a comprehensive process of medium-term planning, annual budgets mid-period forecasts and detailed monthly
reporting of performance against budget, The annual budgets are reviewed and revised, if approgriate, by the Exacutive Directors
before formal approval by the Board. The Group seeks continuous mprovemelnt of its management information systems.

Going Concern

After making detailed enquiries, the Board has a reasonable expectation that the Group has adeguate resources to continue in
operational existence for the foreseeable future and accordingly continues to adopt the going concern basis in preparing the
financial statements. :

EU-adopted Internationa! Financia! Reparting Standards ‘

For reporting periods on or after 1 January 2005, the consolidated accounts of the Group must comply with EU-adopted
International Financial reporting standards (Adopted IFRSs) and accordingly the 2006 financial staiements have been prepared
under Adopted IFRSs. Thé Company only financial statements have been prepared under UK GAAP (UK Generally Accepted
Accounting Practice).

Employees

The Group continued its policy of provrdrng regular information on the financial performance, business activities and related matters
to all employees. Extensive team briefing is operational in the Group to ensure employee awareness of factors affecting Group
performance and their rnvolvement in decisions. )
Group policy with regard to disabled people is to provide equal employment opporlunlty by giving full and fair consideration to their
applications for employment and continuing employment, wherever possible, of employees who become disabled and providing
suitable opportunities for their training, career development and promotion.

Policy on payment of suppliers '
Itis the Group's poficy to agree the terms of payment with all suppliers when enterlng into a transaction, to ensure that all suppliers
are aware of the terms of payment and pay them in accordance with their agieed terms and conditions. The Group's average
creditor payment period at 31 December 2006 was 37 days (2005: 35 days) ; and the Company's average crediior payment period
at 31 December 2006 was 20 days (2005: 33 days).

Donations and contributions
During the vear the Group made charitable donations of £24,687 (2005; £19, 173) No political donations were made during the
current or preceding year.

Market vatue of land
In the opinion of the' Direciors there is no material difference between the market value of the land owned by the Group and the
value included in the balance sheet.

By order of the Board
R Honig

Company Secretary
15 March 2007
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RESPONSIBILITIE}S

]

Staterment of Directors’ Responsibilities in respect of the Annual Report and the financial statements
The Directors are responsible for preparing the Annual Report and the Group and Parent Company financial statements, in
accordance with applicable law and regulations.

Cempany law requires Directors to prepare Group and Parent Company financial statements for each financial year. Under that law
the Directors are requxred to prepare the Group financial statements in accordance with IFRSs as adopted by the EU and have
alected to prepare the Parent Company’s financial statements in accordance with UK Accounting Standards (UK Generally
Accepted Accounting Pract:ce)

The Group financial statements are required by law and IFRSs as adopted by the EU to present fairly the financial position and
performance of the Group, the Compan:es Act 1985 prowdes in relation to such financial statements that references in the relevani
part of that Act to fmanmal statements giving a true and fair view are references to their achieving a fair presentation.

The Parent Company’s flnanmal statements are required by law to give a true and fair view of the state of affairs of the Parent

Company.

In preparing each of the Group and Parent 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;

« for the Group flnanCtaI staternents, state whether they have been prepared in accordance with IFRSs as adopted by the EU;

» for the Parent Company financial statements, state whether applicable UK Accounting Standards have been followed, subject to
any material departures disclosed and explained in the Parent Company's financial statements; and

* prepare the financial statements on the going concern basis unless it is inappropriate to presume thal the Group and the Parent
Company will continu{a in business.

The Directors are respon?sible for keeping proper accounting records that disclose with reasonable accuracy at any time the
financial position of the Rarent Company and enable them to ensure that the financial statements comply with the Companies Act
19885. They have general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Group
and to prevent and detect fraud and other irregularities.

|
Under applicable law and regulations, the Directors are also responsible for preparing a Directors’ Report, Directors’ Remuneration
Report and Corporate Governance Statement that comply with that law and those regulations.

The Directors are respon3|ble for the maintenance and integrity of the corpeorate and financial information included on the
Company’s website. Legislation in the UK governing the preparation and dissemination of financial statements may difier
from legistation in other jl;JriSdiCtiOﬂS.
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REFURIT

Consideration of matters relating to Directors’ remuneration '
The Remuneration Committee currently comprises three Non-Executive Directors, K Innes Ker (Chairman), J Rennocks and
CW Cummings. All of these Non-Executive Directors are independent. The Executive Chairman and other senior executives
attend mestings from time to time at the invitation of the Committee. |

The Committee meets at least three times a year and more frequently when requrred It performs its duties under formal terms of
reference which include determining with the Board the Company’s broad pollcy for executive remuneration and, within the terms
of this agreed framework, determining the total individual remuneration packages (including pension rights, performance related
bonus plan and share option awards) for each of the Executive Directors and the Operating Board. In addition to authorising

the grantrng of share options (o executives and other employees within the rules of the existing share plans, the Remuneration
Committee is responsible for making appropriate recommendations to the Board with regard to the introduction of, or changes
in, share option plans:or other long-term incentive arrangements. .

No director or manager is involved in any decisions as to his or her own remuneration. The Commiitee is consulted on, and
notified of, all senicr management appointments and related remuneration. It is also consulied on major organisational change.

Fees for Non-Executive Directors are proposed by the Executive Chairman, a‘rter taking into account fees paid by similar
companies, and are approved by the Board, |

The Remuneration Committee has access to independent advice where it considers it appropriate. During the year such advice
was received from New Bridge Street Consultanis LLP, which is the Rermuneration Commitiee’s retained adviser. New Bridge
Street Consultants have no other connection with the Group and did not provide any other services to any company in the
Group during the financial year other than share option valuations for the purptjses of IFRS 2.

Remuneration Policy !

Rermuneration policy centres on ensuring that remuneration packages are suffi ciently competitive to atiract, retain and motivate
the right calibre of Executive Director and senior manager for each individual functron taking into account the Group's particular
activities and its stage of development. The remuneration packages are also designed to align the interests of shareholders
and executives with a view to encouraging commitment to the development of the Group for the leng-term enhancement of
shareholder value. In determrnrng remuneration packages for senior exeoutrveslthe Board has regard to pay and conditions
elsewhere in the Group.

The policy in respect of Directors’ remuneration for the forthcoming year is as follows:

Policy on relative importance of performance linked and non-performance linked pay

It is the Group's policy to emphasise the performance linked elerment of remuneratron as It believes this policy to be in the interests
of shareholders. It does this by rewarding executives with a remuneration package incorporating a moderate basic salary, which is
not performance linked, togsther with participation in the performance linked Annual Bonus Plan and Share Incentive Plans. The
potential remuneration linked to performance is intended to be a srgnrfrcant proporiion of the total remuneration package. At the
“target’ level for incentives it is estimated that 50% of total pay comprises performance-related pay.

Basic Salaries
Executive Directors’ salaries are normally reviewed annually takrng into consrderatron individual performance over the previous
12 months and pay and employment conditions elsewhere in the Group. The Remuneration Committee also uses information
provided by its advisor relating to rates of pay for similar positions in similar businesses and in UK companies with a similar
market capitalisation. Basic salaries and total remuneration are set at broadly market median levels.

\
Pensions i
The Group contributes 10% of basic salary to a non-contributory defined contribution pension scheme for SJ8 Shaw and GR
Davis. BL Steer, Executive Chairman, receives an annual pension contribution of £108,000 with payments being spread equally
over the year. The con_tributions are made to a non-contributory defined contribution scheme. The Remuneration Committee
considers this appropriate in the context of his total remuneration package and there remains a sensible balance between fixed
and performance related remuneration. Actual contributions for Executive Directors to pension plans in 2006 are shown in the
Directors’ emoluments table on page 39. Non-Executive Directors’ fees are non pensionable.
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Performance Related Annual Bonus Plan
Annual bonus paymentslare conditional upon demanding performance criteria so as to align incentive awards paid to Directors
directly with the mtereets of shareholders. For 2007 bonuses will be payable on achievement of demanding profit before tax
targets. As in previous years a maximurn of 50% of an Executive Director’s average basic salary for the finanéial year under review
is payable for achlevement at the targeted level, where the target is designed to be stretching but achievable. In addition, the
Executive Directors, have an opportunity to increase their bonus potential to a maximum of 100% of basic salary if reported Group
earnings performance exceeds the already demanding target. The additional bonus above 50% and up to 100% of basic salary is
payatle for the achisvement of predetermined Group earnings' targets and requires excepticnal Group performance for the full
bonuses to be earned. Bonuses paid to Executive Directars relating to the Group's performance in 2006 are shown in the
Director's emoluments table on page 39. The Non-Executive Directors do not participate in the annual bonus plan.

Long-Term Incentive Plans
The Board believes that share participation plans are an important element in attracting, retaining and rewarding executives and
employees, and ahgnmg their interests with those of shareholders. UK employees of the Group are able to participate in a Save As
You Earn Scheme following an initial period of service. Under the 2005 Long Term Incentive Plan ('LTIP"), which was approved at
the 2005 AGM, senior executives and other employees may be granted a conditional award of free shares which will normaily only
vest if demandmg performance conditions are achieved over a three-year period and if the grantee remains an employee of the
Group. The LTIP is now the primary long-term incentive plan for senior executives and the Executive Directors and other senior
executives continue 1o receive annual awards under the plan,

1

Under the terms of the Plan normally an individual may not receive awards in any financial year over shares having a market value
on grant in excess of 100% of his or her annual salary in that financial year and Executive Directors are expected to retain no fewer
than 50% of shares acquired upon the vesting of awards under the LTI, net of taxes, until such time as, in combination with any
other shares the GXBCUtIIVes may have acquired, they hold shares with a value equivalent to 100% of base salary.

The Remuneration Committee believes that the LTIP continues to provide a good link between reward and performance and aligns
the interests of executives and investors.

LTIP Performance condltlons

Vesting of awards under the LTIP is subject to the achlevement of stretching performance conditions based on growth in the
Company’s earnings per share over a fixed three-year period, beginning on the first day of the financial year in which the award

is granted, with no provision to retest. The Committee cansiders that EPS growth alone is the most appropriate measure of
performance for.the tlme being as it allows the Company to grant and structure awards in both the UK and US on the same
basis, where previously | under the ESCS only options granted in the UK were subject to a performance target, based on Total
Shareholder Return. As ‘awards are also granted to US employees, it was not felt appropriate to have a UK measure of inflation as
a benchmark against WhICh to compare £EPS growth and therefore the periormance condition has not been expressed as RPI+%
growth. This fact has been taken into account in determining the growth rates for the purposes of performance conditions.

All awards will lapse at the end of the applicable performance period to the extent that the applicable performance condition has
not been satisfied. In the event of an offer for the Company being accepted by the Board during the performance period, the LTIP
awards shall vest at completion to the extent that applicable performance conditions have been satisfied.

Performance Conditions for 2005 and 2006 LTIP Awards
The first award was made under the LTIP in May 2005 shortly after the approval of the plan by sharehotders at the 2005 AGM.

For these initial awards and for awards made in 2006 (including awards to employees in the US), vesting of an award is based on
the growth in the Group s Earnings Per Share (‘'EPS'} from the base year, which is the year preceding the year in which the award
was made, as follows:

Average annual Adjusted EPS growth Preportion of
Grant over three financial years Award Vesting
1 June 2005 ' 8% {i.e. 24% over 3 years) 25%
: 18% (i.e. 54% over 3 years} 100%
8% 10 18% Between 25% and 100% on a pro rata basis
10 October 20056 ' 8.8% 25%
' 19.8% or more 100%
P 8.8% and 19.8% 25%-100% on a straight-ling basis
26 May 2006 | same as 10 October 2005 grant same as 10 October 2008 grant
30 October. 2006 ) same as 10 October 2005 grant same as 10 October 2005 grant

1
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In connection with the acquisition of ACMI in 2005, a special one-off award was made to approximately 25 senior executives
within the enlarged Group under the 2005 Long Term Incentive Plan. In determining these additional awards, the Remuneration
Comimittee was salisfied that the acquisition of ACMI would materially transform the Company and that the additicnal LTIF award,
which is subject to extremely demanding EPS performance conditions, would provide a significant and meaningful incentive to
reward the efiective and efficient integration of ACMI into the enlarged Group. In exceptional circumstances, the rules of the LTIP
provide that the Remuneration Comsittee may grant awards in excess of the one times salary limit and the grant levels to
individual Directars and senior management were aver shares worth between approxmately 100% and 400% of salary.

The performance condition to determine vesting of the special award is also based upon growth in EPS over three financial years
using the 2004 EPS as a base. The growth targets start at the top end of the performance condition for the annual award and are
more stretching to reflect the significance of the special award. Furthermore, the vesting levels are significantly geared towards the
achievement of targets at the upper end of the EPS growth range. The EPS growth targets are as follows:

Average anrwal Adjusted EPS growth Proporiion of

aver three finandial years . Award Vesting
18%-20% 0-9% pro rata
25% 17.5%

30% 40%

35% 66%

40% 100%

Straight line interpolation betwean the points
I
The Remuneration Committee remains satisfied that the range of targeis is a stretchmg incentive and the award strongly aligns
the interests of executives and investors. In the light of this award, the Remuneration Committee has modified its policy regarding
shareholding guidelines for Executive Directors by increasing the required level of shareholding from 100% to 200% of annual
salary.
i

In the case of both the normal and ‘special’ LTIP awards in 2005 and 20086, the performance conditions will not be subject to
retesting and EPS is the Adjusted Basic EPS excluding amortisation of intangible assets, charges relating to share based payments
and, at the discretion of the Remuneration Committee, exceptional items such as restructuring costs. The Remuneration
Committee is required to ensure that there Is consistency of treatment in the calculation of EPS under International Financial
Reporting Standards. I

Service Contracts

The Company has service contracts with its Executive Directors. It is Company policy that contracts should contain notice periods
of not mere than 12 months. The Company's policy is that the Company shall be entitted to terminate the appointment immediately
by paying to an Executive Director a payment in lieu of notice which shall be calculated with regard to the director's common law
duty to mitigate his loss.

Details of the contracts currently in place for Executive Directors who served dui’ing 2008, as amended in March 2007, are as
follows:

Notice Notice Provision for

Date of periad required penod required compensation for

contract from Company from director loss of office

BL Steer 25 June 2002 as amended 6 May 2004 six months six months Payment in lieu of notice -
! six months basic salary only

5JB Shaw 9 Septernber 2003 twelve months six months  Payment in lieu of notice which

shall be calculated with regard to
the Executive's common law
duty to mitigate his loss

GR Davis 9 September 2003  twelve months six months  Payment in lieu of notice which
shall be calculated with regard to

the Executive’s common law

duty to mitigate his loss

All of the Executive Directors' senvice contracts are rolling contracts except for Mr Steer's contract which expires when he
relinguishes his responsibilities, It is planned that Mr Steer will relinquish axecutwle responsibility during 2007.

Non-Executive Directors' terms of appointment are governed by contracts for services. The contracts outline the role of the Non-
Executive Director, fees to be paid, anticipated time commitrment necessary to meet the expectations of the role, and the need to
retire and submit themselves for re-appointment at least once every three years. The contract can be terminated by either party

upon three to six months’ written notice.
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The Board believes that the helding of other Directorships outside the Company by Executive Directors is beneficial for the Group
in terms of training and experlence It is therefore the Company's policy that Executive Directors may held other Directorships and
may retain any fees from these Directorships, as long as the company concerned is not in a competing business and the time
spent on the outside Dwectorshnp does not interfere with the director's role within the Company. During 2006, Mr Davis and Mr
Shaw had reported earnings of £6,000 and £25,000 respectively from other Non-Executive Directorships.

Audited Information |

Individual Aspects of Remuneration

Details of individual emo.'uments and compensation

The emoluments in respect of qualifying services and compensation of each person who served as a director during the year were
as follows:

, Perommance ’ Total Total
related emoluments emoluments

: annual exciuding exchuding Pension Pension

Salaries/iees bonuses Banefits pensions pensions contributions contrbutions

. 2006 2006 2006 2006 2005 2006 2005

i £000 £000 £000 £000 £000 £000 £000
Executive 5
Bl Steer (Chairmany} | 304 152 20 476 575 108 98
GR Davis | 228 114 50 392 440 23 22
SJB Shaw : 201 101 16 318 377 20 18
Non-executive |
MF Garner 60 - - 60 54 - -
C Goodson-Wickes i a8 - - - 48 42 - -
KT Krzywicki 33 - - 33 31 - -
CW Cummings i 33 - - 33 31 - -
K Innes Ker I ) - - g - - -
J Rennocks | 8 - - 8 - — -
NM Goble i B - - 6 30 - -
Total | 930 367 86 1,383 1,580 151 138
Notes: l

1. No payments wers made toc any diractor in respect of compensation tor loss of office in 2006 or 2005.

2. Benelits receivable consist of the provision of cars and car allowances, lite assurance and medical cover.

3. C Goodson-Wickes' fees are pfaid to Medarc Limited, a company controlled by him,

4. Pension contributions represent payments mada to defined contribution schemes. Non-Executive Directors are not entitled to retirement benefits.

5. In 2005 the executives achieved the target lavel set in tha 2005 bonus plan under which they ceuld receive a bonus of 50% of basic salary. They also achieved the out-performance element of the
bonus plan, which was based on the dagree to which tha Group surpassed its targel profit before tax and under which they could have receved up to a further 50% of basic salary, resulting in a
maximum payable aggregate bonus of 100% of basic salary, In 2006, the exacutives acquired the target level set in the 2006 bonus plan under which they could receive a bonus of 50% of basic
salary. They did not achieve the out-performance elament.

8. GR Davis spends a significant amount of his lime in Boston whera ha receives normal benefits in kind such as accommodation, utilities and a car allowance. The total value of his US-based
benafits amounted to £34,000 (2005: £14,000).

1
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Directors’ holdings in share participation plans

Summary particulars of the Group's share participation plans are given in note 16 to the financial staternents. Details of the

holdings of those Directors who served during the year are as follows:

Vested
Granted Lapsed/ Granted Exercised Date from Options  Performance
at cancelled during during At Exercise which as at conditions.
Plan title 01/01/08  in 2006 2008 2006 31/12/06 price exercisable Expiry date M112/06 Nota:
BL Steer '
Share options- 1997 Approved 15,000 - - - 15000 159.5p 15/07/2001  15/07/2008 15,000 1
6,078 - - - 6.078 330.0p 16/10/2003 16A10/2010 8,078 1
i
Share options 1997 Unapproved 23,922 - - - 23,922 éS0.0p 16/10/2003  16/10/2010 23,822 1
148,055 - - - 148,055 2645p 29/06/2004 29/06/2011 148,085 2
151,316 - - - 151,316 285.0p 25/03/2005 25/03/2012 151316 3(a)
34,354 - - - 34354 1550p 1610/2005 16/10/2012 34,354 3@
266.822 - - - 265,822 197.5p 16/10/2006 16/10/2013 206,754 3(z)&3(b)
Performance 2005 Long Term 39,690 - - - 39,680 N/A - 01/06/2008  01/06/2015 - 5
Share Plan Incentive Plan 363,636 - - - 383,636 N/A  21/07/2008  21/07/2015 - B
2006 Long Term
Incentive Plan - - 30,000 - 30.000 N/A  26/05/2009  26/05/2016 - 5
S.JB Shaw ‘
Share options 1907 Approved 15,189 - - - 151189 197.5p 16/10/2006 16/10/2013 11,814 3(@a)&3(b)
Share options 1997 Unapproved 106,329 - - - 106,329 197.5p 16/10/2006 16/10/2013 82,703 3(a}&3(b)
69,533 - - - 69,533 240.0p 25/10/2007 25/10/2014 - 4
Employse
purchase plan Save As You Earn 9,552 - - - 8552 1730p 01/12/2009  31/05/2010 - N/A
Perficrmance 2005 Long Term 25,843 - - - 256843 ' N/A 01/06/2008  01/08/2015 - 5
Share Plan Incentive Plan 272,727 - - - 272727 N/A /072008 21/07/2015 - 8
2006 Long Term ¢
Incentive Plan - - 20,000 - 20,000 ¢ N/A 26/05/2007  26/05/2016 - 5
GR Davis |
Share options 1997 Approved 15,189 - - - 15,188 197.5p 16/10/2006 16/10/2013 11,814 3(a)&3(b)
Share options 1997 Unapproved 121,519 - - - 121,519 1:97.5p 16/10/2006  16/10/2013 94,517 3(a)&3(b)
] 78.975 - - - 788975 240.0p 25/10/2007 25/10/2014 - 4
Employee Save As You Earn 2,190 - - - 2,180 173.0p 0%/12/2007 01/06/2008 - N/A
purchase plan Save As You Earn 2,200 - - - 2,200 255.0p 01/12/2008 01/06/2009 - N/A
Performance 2005 Long Term 29,160 - - - 29,180 N/A 01/06/2008  01/06/2015 - 5
Share Plan Incentive Plan 272,727 - - - 272727 N/A - 21/07/2008  2i/07/2015 - 6
2006 Long Term -
Incentive Plan - - 20,000 - 20,000 N/A  26/05/2009  26/05/2016 - 5
Notaes:

1. These share options were not subject to performance conditions because they were grantad betore November 2001 when performance conditions were introduced under the Gyrus Share

Option Policy.

2. These share options wera granted with performance criteria requining the Group's eamings per share growth to exceed inflation by an average of 3% per annum over a three-year period, measured
from a base peint of 3 pence. .
3. {a) These shara options wera granted with performance conditions based on Total Sharehoider Return (TSR) cver a three-year period beginning on the first day of the Group's financial year in which
the grant of options is made. Assessment of achievement of the perfermance conditions is mace by comparison to a list of companies frem the TechMark Mediscience Index which are ranked in

order of TSR.

(b} Thesa eptions are sliding scalg options and in order for 100% of these options to ba exercisable Gyrus's TSR must be in the upper quartile relative to the comparator companies. At median
ranking only 50% of the options will be exercisable and between median and upper quartile the percentage exercisable will be prorated between 50% and 100%. At the first tasting of the
performance condition for tha skding scate options, conducted as at 14 March 2008, the Group's performance over the first performance period was between median and upper guartile relative
to the comparator group. and 65% of thess options were deemed vested and axercisabie. At the lirst ra-test of the pertarmance conditions, conducted as at 31 Decernber 2006, the Group again
ranked between median and upper quamle within the comparator group, and the percentage of options deemed vested and exercisable was raised to 77.78%. The performance condition may
be re-tested on one remaining occasion, at 31 December 2007, which may provide for higher leve!s of vesting if the Groups relative TSR performance improves.
4. Share options granted in Octoper 2004 have performance based on TSR with assessment of the achievernent of tha performance condition by comparison to the FTSE Small Cap Index. In order
for options to be exercisable Gyrus's TSR must exceed the median of the FTSE Small Cap index.

oo

for the 2005 and 2006 LTIP awards.
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. Performance conclitions are based cn earnings per share growth over a three-year period as described in detail under Performance Conditions for the 2005 and 2006 LTIP awards.
Represents the one-ofl spacial LTIP award whose performance conditions are based on earnings per share growth overa three-year period as described in detail under Performance Conditions




The market price of oréimary shares at 31 December 2006 was 375.75 pence and the range during 2006 was 307 pence ¢
421 pence. All option prices are based on the mid market guctation (MMQ) from the Daily Official List as per the scheme rules.
In the case of the UK schemes this was based on the MMQ on the day of grant for all grants before October 2003, and on the
day preceding the grant for those issued thereafter. All grants made under the US schemes are based on the MMQ on the day
preceding grant. All of the options were granied for nil consideration.

No Director exercised ghare options in 2006.
|
The Non-Executive Diréctors do not participate in the share option schemes.

Total Shareholder Return (TSR}
The following graph charts the total cumulative shareholder return of the Group from 31 December 2001 to 31 December 2006,
in accordance with paragragh 4 of the Directors’ Remunaration Report Regulations 2002, relative to the FTSE Small Cap Index:
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The graph shows the value, by the end of 2006, of £100 invested in Gyrus compared with €100 invested in the FTSE small
cap index on 31 Decernber 2000.

Save As You Earn Scheme (SAYE)

All Executive Dlrectors with UK contracts are eligible to participate in the Save As You Earn Scheme operated by the Company.
A maximum of £250 per maonth may be contributed into the scheme and contracts are enterad into for a period of three or
five years.

Annual General Meetlng

An ordinary resolution'seeking the approval of the Remuneration Report will be proposed at the forthcoming Annual General
Meeting on 30 April 2(?07

Katherine Innes Ker |
Chairman of the Remuneration Cornmittee
15 March 2007

'
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We have audited the Group and Parent Company financial statements (the ‘financial staterments'} of Gyrus Group PLC for the year
ended 31 December 2006 which comprise the Group Income Staternent, the Group and Parent Company Balance Sheets, the
Group Cash Flow Statement, the Group Statement of Recognised Income and Expense and the related notes. These financial
statements have béen prepared under the accounting policies set out therein. We have alsc audited the information in the
Directors' Remuneration Report that is described as having been audited.

This report is made solely {o the Company's members, as a body, in aCCOI'd.'!EII'\CB with section 235 of the Companies Act 1985.
Our audit work has been undertaken so that we might state 1o the Companys members those matters we are required to state
to them in an audltors report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
respongibility to anyone other than the Company and the Company’s members as a body, for our audit work, for this report,

or for the opinions we have formed. |

Respective responsibilities of directors and auditors

The Directors' responsrbrlrtres for preparing the Annual Reponrt and the Group financial statements in accordance with appllcable
law and lnternatronai Financial Reporting Standards UFRSS) as adopted by the EU and for preparing the parent company financial
statements and the Directors’ Remuneration Report in accordance with appllcable law ang UK accounting standards {UK Generally
Accepted Accounting Practice) are set out in the Staternent of Directors’ Responsibilities on page 35.

Qur responsibility is to audit the financial staterments and the part of the Dire¢tors' Remuneration Report to be audited in
accordance with relevant legal and regulatory requirements and International; Standards on Auditing (UK and Ireland}.

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial staternents
and the part of the Directors’ Remuneration Report to be audited have been,properly prepared in accordance with the Companies
Act 1985 and, as regards the Group financial statements, Article 4 of the IAS Regulation. We also report to you whether in our
opinion the information given in the Directors’ Report is consistent with the financial statements. The information given in the
Directors' Report includes that specific information presented in the Chalrmans Statement, Business Reviews, the Operations:

and Research and Development Review and Financial Review that is cross referred from the Directors’ Report. In addition, we
also report to you if; in our opinion, the Company has not kept praper accounting recerds, if we have not received all the
information and explanations we require for our audit, or if information specified by law regarding Directors’ remuneration and
other transactions is not drsclosed . |

We review whether the Corporate Governance Statement reflects the Company s compliance with the nine provisions of the 2003
FRC Combined Cade specified for our review by the Lisiing Rules of the Financial Services Authority, and we repart if it does not.
We are not required to consider whether the Board's staterments on internal control covers all risks and controls, or form an
oprnron on the effectiveness of the Group's corporate governance procedures or its risk and control procedures.

I
We read the other information contained in the Annual Report and consider whether it is consistent with the audited financial
statements. We corsider the implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the financial statements. Our regponsibilities do not extend to any other information,

Basis of audit opinion

We conducted our audit in accordance with International Standards on Audltlng (UK and Ireland) issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial
statements and the part of the Diréctors’ Remuneration Report to be audited. It also includes an assessment of the significant
estimates and judgements made by the Direciors in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the Group's and Company’s circumstances, cansistently applied and adequately disclosad.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance that the financial statements and the part of the Directors’
Remuneration Report to be audited are free from material misstatement, whether caused by fraud or other irregularity or error.

In forming our opinion we also evaluated the overall adequacy of the presentation of information in the financial staternents and
the part of the Directors’ Remuneration Report to be audited. !

Opinion

In our opinion:

The Group financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of the state of the
Group’'s affairs as at 31 December 2006 and of its profit for the year then ended the group financial statements have been
properly prepared in accordance with the Companies Act 1985 and Article 4 'of the 1AS Regulation; the Parent Company financial
statements give a true and fair view, in accordance wish UK GAAP, of the state of the Parent Company's affairs as at 31 December
20086; the Parent Campany financial staternents and the part of the Directors| Remuneration Report to be audited have been
property prepared iniaccordance with the Companies Act 1985 and the infarmation given in the Directors' Report is consistent
with the financial statements. .

KPMG Audit Pic

Chartered Accountants
Registered Auditor

Arlington Business Park, Theale
Reading RG7 45D

15 March 2007
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YEAR ENDEID J1 DEVEMBER 2000

I Impact
Year anded of fair value
31 December adsstments on
2006 Year endod acquired
pre- 31 December inventory
‘ rastructuring IAS 12 2005 . and option
costs adjustment  Year ended pre- accounting  Year ended
and IAS 12 Restructuring  to goodwill 31 December restructuring  Restructuring (notes {a) 31 December
| adjustment {Note 3) {note §) 20086 costs {note 3) and () 2005
| Nota £000 £000 £000 £000 £000 £000 £000 £000
Revenue | . 1 213,342 - - 213,342 150,376 - - 150,376
Cost of sales } (84,351) (2,514) - (86,865) (62,006) {67) [(4,686) (66,749)
Gross profit ' 128,991 (2,514 - 126477 88,370 (57) (4685 835627
Other operating iﬁcome 4 695 - - 695 1,500 - - 1.501
Selling and dlstnbutlon eXpenses
— Seliing and distribution (59,334) (1,952) - (61,286) (38,955} (1,208) - (40,161)
- Amortisation of 'cllcqmred intangible assets (5,506) - - (5,506) (2,524) — - {(2,524)
Research and de\.lfelopment expenses -
- Research and development {15,196) {308) - (15,504) (13,148) - - {(13,148)
- Amortisation of acqmred intangible assets (2,942) - - (2,942) (1,349) - - {1,349
E
General and administrative expenses (19,982) (1,034) (1,773) (22,789) (16422) (1,106) - {17.,528)
|
Operating profit i 26,726  (5,808) (1,773) 19,145 17473 (2,369) (4,686) 10,418
Financial income - 7 1,322 - - 1322 255 ~ 2972 3227
Financial expense | 8 (10,342) - - (10,342) (5,718) - 892y (6,710
Profit before taxa;tion 17,706 (5,808) (1,773} 100125 " 12,010 (2,369) (2,706) 6,935
Taxation 9 940 2128 - 3,068  (3,340% 900 1,781 (659)
[
Profit for the year 18,646 (3,680) (1,773) 13,193 8,670 (1,469) {925) 6,276
|
Earnings per ordlnary share
Basic 17 9.0p 5.6p
Diluted V7 8.7p S5.4p

|
All activities wers in respect of continuing operations

a) Fair value adjuétment on acquired inventory

As required by IFRS 3 'Business Compinations’, at the date of acquisition of ACMI finished goods were valued at the selling price
less the costs of disposal and a reasonable prof t allowance for the selling effort. Work in progress was valued at the selling price
of the finished goods less costs to complete, costs of disposal and a reasonable profit allowance for completing and selling the
goods Raw materials were valued at current replacement cost. The fair value adjustment arising as a resuit of this valuation
exercise amounted to an increase in the value of inventories of £4,686,000. This inventory uplift reversed through the income
statement over the| inventory turn and the charge arising in the year ended 31 December 2005 was £4,686,000.

b) Option accounting

On 16 June 2005 Gyrus announced the proposed acquisition of ACMI for a total consideration of $497 milion. On the same date
it entered a placing agreement to raise £116 million (net). In order to ensure that £116 million praceeds of the sterling capital raised
would buy at least|USD$208 million required for settlement, regardless of movements in the USD$:GBPE exchange rate, Gyrus
entered into an option agreement. The cost of the option was £982, OOO and the terms of the option allowed for exercise up to
the 15 August 2005.

!
On completion, the sale of the option generated proceeds of £2,972,000 (a net gain of £1,980,000). This was an ineffective hedge
under the prowsmns of IAS 39, and therefore the cost of the option and the sale proceeds thereof were taken to financial expense
and financial | :noorqe respactively in the year ended 31 December 2005.
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2006 2005

Note £000 £000

Exchange differences arising on translation of foreign operations (32,864) 19,027

Deferred tax recognised on income and expenses recognised directly in equity 9 451 443
Cash flow hedges

Changes in accounting policy relating to first-time adoption of IAS 39 - (115)

Effective portion of changes in fair value of cash flow hedges net of recycling 22 75 809

Actuarial gainf{loss) on defined benefit pension plan 19 227 {35)

(32,111) 20,129

Profit for the ysar 16 13,193 6,276

Total recognised income and expense for the year {18,918) 26,405
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i Note 2006 2005-
| ! £000 . £00D
» Assets |

Property, plant and equipment 10 20,784 20,057
Goociwill | 1 253,538 288,251
Other intangible assets 11 89,831 110,288
Total non-current assets 364,153 418,596
1
Inventories ; 13 32,353 33,140
Trade receivables! 14 33,713 35,500
Other current assets 14 7,076 8,849
Cash and cash equivalents 15 23,327 20,194
Total current assets . : 96,469 97 692
i -
Total assets ! 460,622 516,288
Equity ' :
Share capital ' 16 (2,792) (2,785)
Share premium 4, 16 (305,282) (303,699}
Merger reserve | 16 (3,860) (3,860}
Other reserves 16 22,102 (10,687}
Retained earnings 16 2,999 19,526
Total equity | (286,833) (301,505)
Liabilities |
Bank loan ‘ 18 (99,633} (136,731)
Obligations under finance leases and hire purchase contracts 18 (44} (146)
Deferred tax liabilitics 12 (13,778} (22,801)
Provisions | 20 (1,400} (1,624)
Total non-current liabilities {114,855} {161,302)
t ‘
Bank overdrafts and loans due within one year 18 (20,437} (13,123)
Trade and other payables 21 (34,846) (37,700)
Current tax payable’ {540) (929)
Obligations under finance leases and hire purchase contracts 18 (99} (134)
Provisions ! 20 {3,012} {1,595)
Total current liabilities (58,934) (53,481)
Total liabilities i {173,789) (214,783)
Total equity and liabilities . (460,622) {516,288)
These financial statémenls were approved by the Board of Directors on 15 March 2007 and were signed on its behalf by:

S Shaw B Steer
Chief Financial Officer Executive Chairrnan
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2006

2005

Note £000 £000
Cash flows from operating activities
Profit for the year 13,193 68,276
Adjustments for:
Depreciation of property, plant and equipment 10 4,784 4,316
Amortisation of intangible assets 11 8,803 4,327
IAS 12 adjustment to goodwill 9 1,773 -
Less on disposal of property, plant and equipment 81 85
Financial income and expense 9,020 5,463
Exchange loss included in financial income and expense 423) {1,062)
Fair value adjustment on acqguired inventory and option accounting - 2,705
Equity settled share based payment expense 2,656 1,970
Taxation (3,068) 659
Operating cash flows before movement in working capital 36,819 24,339
Increase in inventories (4,238) {1,263}
Increase in trade and other receivables (263) {10,268}
Increase in trade and other payables 3,176 948
Cash generated from operations 35,494 13,756
Interest paid (9,595) (3,227}
Tax paid (2,850) (573)
Net cash from operating activities 23,049 9,956
Cash flows from investing activities
Interest received 742 192
Proceeds on disposal of property, plant and equipment 306 -
Acquisition of property, plant and equipment 10 (7,685) {4,238)
Acquisition of patents, trade_marks and other intangibles i (140) (56)
Expenditure on product developrment 11 (1,104) {253)
Acguisition of subsidiaries (net of cash acquired) - (289,775)
Net cash from investmentlactivities (7,881) (294,130)
Cash flows from financing activities
Proceeds from issue of share capital 16 1,590 155,660
{Repayment)/proceeds from (decrease)/increase in borrowings (12,403) 141,259
Repayment of obligations under finance leases (110) (133)
Net cash from financing activities (10,923) 296,786
Net increase in cash and cash equivalents 4,245 12,612
Cash and cash equivalents at beginning of year 20,194 7,263
Effect of foreign exchange rate fluctuations on cash held {1,112} 319
Cash and cash equivalents at end of year 23,327 20,194
Bank balances and cash 23,327 20,194
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Significant accoluntlng policies

Gyrus Group PLC is a company incorporated in England and Wales. The address of the Company’s registered office is Fortran
Road, St Mellons, Cardifi, CF3 OLT. The consolidated financial statements of the Company for the year ended 31 December 2006
comprise the Company and its subsidiaries (together referred to as the Group).

{a) Statement of compliance
The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards as
adopted by the EU (adopted IFRSs).

The financial statements were approved by the Board of Directars on 15 March 2007.

(b) Basis of preparatlon
The financial statements are presented in sterfing, rounded to the nearest thausand. They are prepared on the historical cost basis
except for denvatwe financial instruments that are stated at their fair value.

t
The accounting policies set out below have, unless otherwise stated, been applied consistently to all periods in these consolidated
financial statements.

As permitted under IFRS 3 and as disclosed in notes 2 and 9 an adjustment has been rmade to the opening goodwill balance
arising on the acqwsmon of ACMI.

(c) Basis of consohdation

(i) Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power, directly or indirectly, to govern the
financial and operatlng policies of an entity so as to cbtain benefits from its activities. In assessing control, potential votlng rights
that are presently exerC|sabIe or convertible are taken into account. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control ceases.

On acquisition, the identifiable assets, liabilities and contingent fiabilities of a subsidiary are measured at their fair values at the date
of acquisition. The results of subsidiaries acquired or disposed of during the year are incfuded in the consolidated income
statement from the'effective date of acquisition or up to the effective date of disposal, as appropriate.

{f) Transactions efiminated on consolidation
Intragroup balances, and-any unrealised gains and losses or income and expenses arising from intragroup transactions, are
eliminated in preparing the consolidated financial statements.

(d) Foreign currency

(i) Foreign currency transactions

Transactions denomlnated in foreign currencies are translated to the respective functional currencies of Group entities at the
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in fareign currencies at the repomng
date are translated to the functional currency at the exchange rate at that date. Non monetary assets and liabilities denominated in
foreign currencies that are measured at fair value are translated to the functioral currency at the exchange rate at the date the fair
value was determinad. Foreign currency differences arising on translation are recognised in the income statement,

(i} Exchange differences arising on consolfidation

On consolidation, the results of overseas operations are translated at the average rates of exchange during the period and their
balance sheets at the rates ruling at the balance sheet date. Exchange differences arising on translation of the opening net assets
and on the difference between ihe results of overseas operations translated at average monthly exchange rates and year-end rates
are deaft with through the Group's translation reserve,

(e) Derivative funancml instruments

The Group uses derlvatlve financial instruments to hedge its exposure io foreign exchange risks and interest rate risks arising from
operational and fi nanc ng activities. In accordance with its treasury policy, the Group does not hold or issue derivative financial
instruments for trading purposes.

Derivatives are recorded at fair value and any gains or losses on remeasurement of fair values is taken to the income statemant.
However, where derivatives qualify for hedge accounting, recognition of any resulting gain or loss depends on the nature of the
item being hedged.

The fair value of forwérd exchange contracts is their quoted market price at the balance sheet date.

The fair value of interest rate swaps is the estimated amount that the Group would receive or pay to terminate the swap at the
balance sheet date, teltklng into account current interest rates and the current creditworthiness of the swap counterparties.
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(f) Cash flow hedging

When a derivative financial instrument is designated as a hedge of the variability in cash flows of a recognised asset or liability or
highly probable forecast transaction, the effective part of any gain or loss on the denvatlve financial instruments is recognised
directly in the hedging reserve. If a hedge of a forecasted transaction subsequently results in the recognition of a financial asset or
a financia’ liability, then the associated gains or losses that were recognised directly in equ:ty are reclassified into the income
statement in the same period or perrods during which the asset acquired or liability assumed affects the income statement (i.e.
when interest incorme or expense is recognised). '

t
The ineffective part of any gain or loss is recognised immaeadiately in the income statement.

When a hedging instrument expires or is sold, terminated or exercised, or ihe Group revokes designation of the hedge relationship
but the hedged forecast transaction is still expected to occur, the cumulative gain or IGss at that point remains in equity and is
recognised in accordance with thé above policy when the transaction cccurs. If the hedged transaction is no longer expected to
take place, then the curmulative unrealised gain or loss recognised in equity is recogmsed immediately in the income statement.

{g) Property, plant and equipment

(i) Owned assets

ltems of property, plant and equipment are stated at cost less accumulated depramahon and impairment losses.

{f) Leased assels

Where the Group enters into a lease which entails taking substantially all the risks and rewards of ownership of an asset, the lease
is treated as a finance lease. The lease is recorded in the balance shest as a tangible fixed asset and is depreciated over its
esiimated useful life or the term of the lease, whichever is the shorter. Future instalments under such leases, net of finance
charges, are included in creditors. I

{ii) Depreciation
Depreciation is provided to write off the cost less the estimated residual value of tangible fixed assets by equal instalments over
their estimated useful economic lives. Land is not depreciated. The estimated useful lives are as follows:

Fixtures, fittings and office equipment 3-10 years
Buildings 20 years
Leasehold improvements term of lease
Plant and machinery 3-10 years
Placed equipment ‘ 3 years

Placed equipment relates to equipment placed in clinical settings to generate a stream of disposables revenus. Utilisation of such
equipment is measured and provision made where appropriate for impairment. i
(h) Intangible assets
(i Goodwill
Goodwill anising on consolidation represents the excess of the cost of acquisition over the Groug's interest in the fair value of the
identifiable assets, liabilities and contingent liabilities of a subsidiary at the date of acquisition. Goodwill is recognised as an asset
and is tested for impairment annually, or on such other occasions that events or changes in circumstances indicate that it might be
impaired. .

I
As part of its transition to IFRS, the Group elected to restate only those businass combinations that cccurred on or after 1 January
2004. In respect of acquisitions prior to 1 January 2004, goodwill represents the amount under the Group's previcus accounting
framework.

On disposal of a subsidiary, the attributable amount of unamortised goodwill whlch has not been subject to impairment is included
in the determination of the profit or loss on disposal.

(i} Research and development
Expenditure on research activities is recognised as an expense in the period in which it is incurred,

Development expenditure arising from the Group’s development aclivities is capitalised and amortised over the life of the product

only if the Group can demonstrate the following:

- The technical feasibility of completing the intangible asset so it will be available for use or sale;

- The intention to complete the intangible asset and use or sell it;

— The ability to use or sell the intangible asset;

- That it is probable that the asset created will generate future economic benefits;.

- There is the availability of adequate technical, financial and other resources to complete the development and to use or sell the
intangible asset; and '

— The development cost of the asset can be measured reliably.
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.Subseqguent expenditure on a capitalised intangible asset is capitalised only when it increases the future economic bengfits

|

Where no intangible asset can be recognised, development expenditure is recognised as an expense in the period in which it is
incurred. Capitalised development costs are amortised over the life of the product, which is usually no more than 10 years.

(i} Licensing agreements
Licensing agreements are included at cost and depreciated over their useful economic life. Provision is made for any impairment.

{iv) Intellectual property rights
Patents and trademarks are measured initially at purchase cost and amortised on a straight-line basis over their estimated useful
lives,

{v) Subsequent expenditure !
embodied in the speciﬂc asset to which it relates. All other expenditure is expensed as incurred.

(vi) Intangibles arising on acquisition of subsidiary undertakings
On acquisition, |ntang|ble assets are identified and valued in accordance with IFRS 3.

Amortisation is charged to the income statement on a straight-line basis over the estimated useful lives of the relevant intangibles
unless such life is nndef nite. Intangible assets with an indefinite useful life are systematically tested for impairment at each balance
sheet date, or whenever thera is evidence of impairment. Qther intangible assets are amartised from the date they are available for
use. The esnmatedh useful lives are as follows:

Capitalised development costs - 5-10 years

Acquired research and development - As identified at acquisition date

Licensing agreements - Life of the agreement or underlying patent
Intellectual property, rights - Life of the underlying right (e.g. patent)
Customer relationships - As identified at acquisition date
Trademarks - As identified at acquisition date

The estimated lives 'pf acquired intangibles are as follows:

In process research and development - 11-12 years
Developed product technology - 6-11 years
Customer relationships - 5-12 years
Trademarks - 19 years

(i} Trade and other receivables
Trade and other receivables are stated at their fair value less impairment losses.

{j) Inventories :

Inventories are stated at the lower of cost and net realisable value. Cost is determined on a first in first out basis and includes
transport and handting costs. In the case of manufactured products, cost includes all direct expenditure and production overheads
based on the normalllevel of activity. Net realisable value is the price at which the stocks can be sold in the normal course of
business after allowmg for the costs of realisation and, where appropriate, the cost of conversion from their existing state to a
finished condition. Provision is made where necessary for obsolete, slow-moving and defective inventory in determining net
realisable value.

Finished goods acquwed as a result of business combinations are vaiued at the selling price less the costs of disposal and a
reasonable profit allowance for the selling effort. Work in progress acquired as a resuit of business combinations is valued at the
selling price of the finished gocds less costs 1o complete, costs of disposal and a reasonable profit allowance for completing and
selling the goods. Raw materials acquired as a result of business combinations are valued at current replacement cost. The fair
value adjustment ansmg as a result of the valuation exercise is reduced over the period of the inventory turn of the acquired
company. The resultlng charge is taken to the income statement.

(k) Cash and cash equwalents

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts ihat are repayable on demand and form an
integral part of the Groups cash management are included as a component of cash and cash equivalents for the purposes only of
the statement of cash flows.
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() impairment

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible assets with finite lives to
determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the
recoverable amount of the agset is estimated in order to determine the extent of the impairment loss {if any). Where it is not
possible to estimate the recoverable amount of an individua! asset, the Group estlmates the recoverable amount of the cash-
generating unit to which the asset belongs.

Goodwill arising on acquisiticn is allocated to cash-generating units. The recoverable amcunt of the cash-generating unit to which
goodwill has been allocated is tested for impairment annually, or on such other occasions that events or changes in circumstances
indicate that it might be impaired.

If the recoverable amount of an asset {or cash-generating unit) is estirated to be Iess than its carrying amount, the carrying
amount of the asset (cash-generating unit) is reduced to its recoverable amount. Irnpalrrnent losses are recognised as an expense
immediately, unlass the retevant asset is land or buildings at a revalued amount, in whlch case the Impairment loss is treated as a
revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset {éash-generating unit) is increased to the
revised estimate of its recoverable amount, but such that the increased carrying amount does not exceed the carrying amount that
waould have been determined had no impairment loss been recognised for the asset (cash generating unit) in pricr years. A reversal
of an impairment loss is recogmsed as income immediately, unless the relevant asset is carried at a revalued amount, in which
case the reversal of the impairment loss is treated as a revaluation increase. However, impairment losses relating to goodwill may
not be reversed.

{m) Interest-bearing borrowings ‘

Interest-bearing bank loans and overdrafts are recognised initially at fair value less attributable costs. Subsequent to initial
recognition, interest-bearing borrowings are stated at amortised cost with any difference between cost and redemption value being
recognised in the income statement over the period of borrowings on an effective interest basis.

{n) Employee Benefits

() Defined contribution plans

Obligations for contributions to defined contribution pension ptans are recognised as an expense in the income staiement as
incurred.

(i) Defined benefit plans
The Group has obligations to two defined benefit plans which were assumed on 21 July 2005 as part of the acquisition of
American Cystoscope Makers Inc. The details of these plans are disclosed in note 19 to the accounts.

The Group’s net obligation in respect of defined benefit pensions plans is calculated separately for each plan by estimating the
amount of future benefit that employees have earned in return for their services in current and grior pariods; that bengfit is
discounted to determine the present value, and the fair value of any plan assets is deducted. The discount rate is an actuarially
defined rate, based upon long-term interest rates, used to determine the present value of gross future obligations of the scheme.
The calculation is performed by a gualified actuary using the projected unit credit method.

Where the calculation resuits in a benefit to the Group, the recognised asset is Wimited to the present value of any future refunds
from the plan or reductions in future contributions to the plan.

Actuarial gains and iosses arising subsequent to the acquisition of American Cystoscope Makers In¢ are recognised directly in
equity in the period that they occur through the statement of recognised income and expense.

(i) Share based payment {ransactions
Iin accordance with the transition provisions, {FRS 2 has been applied to all grants of shares or share options made after 7
November 2002 that were unvested as of 1 January 2005.

The Group issues equity settled share based payments to certain employees. Equity settled share based payments are measured
at fair value at the date of grant. The fair value determined at the grant date of the equity settled share based payments is
expensed on a straight-line basis over the vesting period, based on the Group's estamate of shares that will eventually vest.
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The fair value of services received in return for share options granted to employees is measured by reference to the fair value of
share options granted The estimate of the fair value of the services received is measured based on a stochastic option pricing
modet. This model takes into account the foliowing variables: exercise price, share price at grant, expected term, expecied volatility
of share price, rigk-free interest rate and expected dividend vield.

The Group also gives employees the opportunity to purchase shares in the Group by participating in a share purchase plan. The
option price for the UK Save As You Earn scheme is the market price on the day preceding the invitation date discounted by a
maximum of 80%. The share options under this plan are also treated as equity settled share based payments and the fair value
calculated using ? stochastic model.

In May 2005, the|Group issued the first grant under the Gyrus 2005 Long Term Incentive Plan. This is a discretionary plan which
provides for the grant of conditional awards or nil cost options over 1p ordinary shares in the Company. Awards normally vest
following the third anniversary of grant once certain performance conditions have been satisfied and provided that the participant
remains ernptoyed by the Group. The performance conditions are based on earnings per share growth The fair value of grants
under this scheme are determined as being the mid market quote on the day preceding grant which is charged to the income
statement evenly over the three-year vesting period based on the Group’s estimate of shares that will eventually vest. Further
awards have been made under this scheme during 2006 and the details of these grants are provided within note 16.

t
{0} Provrslons t
Provisions are recognrsed when the Group has a present legal or constructive obligation as a result of a past event and it is
probable that an outflow of econamic benefits will be required to meet that abligation.

{i) Restructuring
Provisions for restructuring costs are recognised when the Group has a formal pian for the restructuring and it has been nofified to
affected parties by the balance sheet date. Future operating costs are not provided for.

{p) Trade and other payables
Trade payables are stated at their fair value.

{q) Revenue r

Revenue from the sale of goods is measured at the fair value of the consideration received or receivable, net of returns and
allowances, discounts and rebates. Revenue is recognised when the significant risks and rewards of ownership have been
transferred to the buyer and payment is probable.

Royalty revenue relatrng to licensed technotogy is recognised when the significant risks and rewards of ownership of the product
have been transferred to the buyer or when advised by the ather party to the royalty contract that the royalty is earned.

|
Revenue excludes VAT and similar taxes.

{r) Other income '
Other income represents revenues derived from collaborative development agreements and is recognised in accordance with the
applicable contract . |terrns

I
{(s) Cost of Sales '
Cost of sales represents the material, labour and production overheads incurred in manufacturing the preducts sold or the

purchase cost and directly attributable handling costs of products bought for re-sale.
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{t) Expenses

{i) Operating lease payments

Payments made under operating leases are recognised in the income statement on a straight-ling basis over the life of the lease.
i

(i) Finance lease payments
Minimum lease payments are apportioned on an effective interest basis, between the finance element, which is charged to the
income statement account, and the capital element, which reduces the outstanding obllgatlons for future instalments.

{iif) Financial expenses f
Financial expenses comprise interest payable on borrowings, foreign exchange losses and losses on hedging instruments that are
recognised in the income statement.

(iv) Financial income
Financial income comprises interest income recognised in the income statement as it accrues, interest receivable on funds
invested and gains on hedging instruments that are recognised in the income statement.

() Income Tax

The charge for current tax is based on the results for the peniod as adjusted for items whnch are non-assessable or disalowed and
any adjustment to tax payable in respect of previous years. It is calculated using rates'that have been enacted or substantively
enacted by the balance sheet date.

Deferrad tax is accounted for using the balance sheet liability method in respect of temporary differences arising from differences
between the carrying amount of assets and liabilities in the financial statements and the corresponding tax basis used in the
computation of taxable profit. In principle, deferred tax liabilities are recognised for all taxable temporary differences and deferred
tax assets are recognised to the extent that it is probable that taxable profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not recognised if the temporary difference arises from goodwull (or
negative goodwill) or from the initial recognition (other than in a business combmatron) of other assets and liabilities in a transaction
which affects neither the taxable profit nor the accounting profit.

Where the Group is able to control the distribution of reserves from subsidiaries, and there is no intention to distribute the reserves,
deferred tax is not recognised for these temporary differences.

Deferred tax is calculated at the rates that are enacted or substantively enacted at the balance sheet date. Deferred tax is charged
or credited in the income statement, except when it relates to items credited or charged directly to equity, in which case the
deferred-tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when they relate to incoms taxes levied by the same taxation authority, and the Group
intends to settle its current tax assets and labilities on a net basis.

Information as to the calculation of the income tax expense is included in note 9.

{v) Key sources of estimation uncertainty

In applying the above accounting peolicies, management has made appropriate estimates in key areas, and the actual outcome
may differ from those calculated. The key sources of estimation uncertainty at the balanoe sheet date, that have a significant risk of
causing material adjustment to the carrying amount of assets and liabilities in the next financial year are:

Forecasts and discount rates
The carrying value of a number of items on the balance sheet are dependent on the estimates of future cash flows arising from the
Group's operations:

The impairment tests for goodwill are dependent on forecasts of the cash flows of the cash-generating units that give rise to the
goodwill and the discount rate applied. No impairment resulted from the annual impairment testing conducted in 2006.

The realisation of deferred tax assets recognised is dependent on the generation of sufficient future taxable profits. The Group
recognises deferred tax assets where it is likely that the benefit wilt be realised and recognises no more than five years of tax losses
(see note 12).
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Provisions !
The Group meaeures provisions at the directors’ best estimates of the expenditure required to settle the obligation at the balance
sheet date. These estimates are made taking account of information available and difierent possible outcomes.

(w) New standards and interpretations not yet adopted

IFRS 7 ‘Financial Instruments: Disclosures’ and the Amendment to IAS 1 *Presentation of Financial Statements: Capital
Disclosures’ requlres extensive disclosures about the significance of financial instrurments for an entity’s financial position and
performance, and qualitative and quantitative disclosures on the nature and extent of risks. IFRS 7 and amended IAS 1, which
becomes mandatory for the Group's 2007 financial statements, will require additional disclosures in respect to the Group s financial
instruments and share capital.

IFRS 8 ‘Operating Segments’ sets out requirsments for the disclosure of information about an entity s operating segments and also
about the entity's products and services, the geographical areas in which it operates, and its major customers. IFRS B becomes
mandatory for the Group's 2009 financial statements. It is anticipated that the business segments currently disclosed under IAS 14
will become the operattng segments required to be disclosed under IFRS 8. It is anticipated that additional disclosures will be
required in respect of operating segment interest income and expense, raconciliation of operating segment information and the
basis on which prof it and loss, segrment assets and segment liabilities are measured for each repeortable segment.

IFRIC 7 ‘Applying the Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary Economies’ addresses the
application of 1AS 29 when an economy first becomes hyperinflationary and in particular the accounting for deferred taxation. IFRIC
7. which becomes mandatory for the Group's 2007 financial statements, is not expected to have any impact on the consolidated
financial statements.

IFRIC 8 '‘Scope of IFRS 2 Share based Payments’ addresses the accounting for share based payment transactions in which some
or all of goods or 'services received cannot be specifically identified. IFFIC 8 will become mandatory for the Group's 2007 financial
statements. IFRIC 8 is not expected o have any impact on ithe consolidated financial statements.

IFRIC 9 'Reassessment of Embedded Derivatives’ requires that a reassessment of whether an embedded derivative should be
separated from the underlying host contract should be made only when there are changes in the terms of the contract that
significantly modify the cashflows. IFRIC 9, which becomes mandatory for the Group's 2007 financial statements, is not expected
to have any |mpact on the consolidated financial statements.

IFRIC 10 'Interim Frnanmal Reporting and Impalrment prohibits the reversa! of an impairment loss recognised in a previous interim
period in respect of goodwill, an investment in an eguity instrument or a financial asset carried at cost. IFRIC 10 will become
mandatory for the Groups 2007 financial statements, and will apply to goodwill, investments in equity instruments, and financial
assets carried at cost prospectively from the date that the Group first applied the measurement criteria of 1AS 36 and IAS 39
respectively (.e. 1 January 2004). IFRIC 10 is not expected to have any impact on the consolidated financial statements.

IFRIC 11 ‘IFRS 2 = Group and Treasury Share Transactions’ addresses two issues (1) whether equity instruments granted to an
employee should be treated as equity settled or cash settled and (2) treatment of share based arrangements that include two or
more entities W|th|n the same group. IFRIC 11, which becomes mandatory for the Group's 2G07 financial statements, is not
expected to have any impact on the consolidated financial statements.

IFRIC 12 "Service Concession Arrangements’ provides guidance on the accounting by operators for public-to-private service
concessicn arrangements IFRIC 12, which becomes mandatory for the Group's 2008 financial statements, is not expected to
have any impact on the consolidated financial staterments.
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1. Segment reporting

Segment information is presented in respect of the Group’s busingss Divisions, which afre the primary basis of segment reporting.

The business segment reporting format reflects the Group's management and internal reporting structures for 20086,

Inter-segment pricing is determined on an arm’s length basis.

Segment results include iterns directly attributable to a segment as well as those that can be allocated on a reasonabte basis.

Business segments
The Group is comprised of the following main business segments:

ENT Design, davelopment, manufacture, marketing and sales of otclogy, sinus and rhinology and head and

neck products.

Surgical Design, devetopment, manufacture, marketing and sales of laparoscopic surgery products.

Urology & Gynaecology Design, development, marketing and sales of urclogy and gynaecology and visualisation products.
Partnered Technoiogies  Qut-licensing of Group’s proprietary tachnology in conjunction with a manufacturing contract for markets

outside the Group’'s core sales and marketing competence. |

The 2005 segmental comparative for the Urclogy & Gynaecology Division represents the activities of ACMI between the date of
acquisition (21 July 2005) and the year ended 31 December 2005. As part of the Group restructuring, a number of products were
transferred between the Surgical, Urology & Gynaecology and Partnered Technology Divisions. The effect of these changes is

identified in a reconciliation of the 2005 revenue comparative in the result by segment:

Partnered Uralogy &
ENT Surgical Technologies Gynaecology Total
For the year ended 31 December 2006 £000 £000 £000 £000 £000
Revenue
. External Sales 38,532 52,465 26,238 96,107 213,342
inter-segment sales - 985 3,669 - 4,654
38,532 53,450 29,907 96,107 217,996
Segment result before amortisation, restructuring charges ,
and IAS 12 goodwill adjustment 4,138 11,227 5,697 14,777 35,839
Amortisation of acquired intangibles - (919) (56} (7,473) (8,448)
IAS 12 goodwill adjustment (1,542} {231} - - (1,773)
Restructuring charges (335) {(1,989) (47) (3,437) (5,808)
Segment result after amortisation, restructunng charges '
and IAS 12 goodwill adjustment 2,261 8,088 5,594 3,867 19,810
Unallocated corporate expenses (665)
Profit from operations 19,145
Net finance costs {9,020)
Profit before tax 10,125
Taxation 3,068
Profit for the year 13,193
Partnered Urclogy &
ENT Surgical Tachnologies Gynaecology Unallocated Total
At 31 December 2006 £000 £000 £000 £000 £000 £000
Capital additions 990 3,488 1,339 3,095 17 8,929
Depreciation 1,497 1,390 640 1,200 57 4,784
Amortisation 110 927 124 7,642 - 8,803
Assets 96,032 55,389 26,824 279,179 3,198 460,622
Liabilities {56,917) (3,182) (4,890) ¢ (116,248) 7,448 (173,789)
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Partnered Urology &

| ENT Surgical Technologies Gynaecology Total
For the yaar ended 31 December 2005 £000 €000 £000 £000 £000
Revenue
2005 revenue comparative on basis of 2008 segments 40,119 37,561 23,022 49,674 150,376
Effect of restructuring on segment revenue - (387) (370) 757 -
External Sales as'lpreviously reported 40,119 37,174 22,652 50,431 150,376
Inter-segment sales 1,715 1,750 1,501 622 5,688

f 41,834 38,924 24,153 51,053 155,964
Segment result béfore amortisation, restructuring
charges and material non-recurring item 1,948 7.967 4172 7,736 21,821
Amortisation of acquired intangibles - - - (3,873) 3,873
Restructuring charges (846) (876) (34) (613 (2,369)
Material non-recurring item - - - {4,686) {4,686)
Segment result aﬂer amortisation, restructuring charges
and material non-recurring item 1,100 7,091 4,138 {1,436) 10,893
Unaliccated corporate expanses (475)
Profit from operations 10,418
Net finance costs excluding material non-recurring item (5,463)
Material non-recurring item 1,980
Profit before tax 6,935
Taxation ' (659)
Profit for the year ! 6,276

There was no mate';n'al impact on segment result for the year ended 31 December 2005 of the effect of restructuring on segment revenue.

Parinerec Urology &
ENT Surgical Technologies Gynascology Unallocated Totat
At 31 December 2005 | £000 £000 £000 £000 £000 £000
Capital additions | 1,197 1,457 858 a1 114 4 547
Depreciation l 2,021 a39 548 555 55 4,316
Amortisation i 128 63 32 4104 - 4,327
Assets ; 130,402 45,901 25,835 319,919 (5,769) 516,288
Liabilities ! (59,807} (3,910} (3,497) (145,651) (1,818} (214,783)
The average number of employees for the year for each of the Group's prihcipal divisions was as follows:
Year ended Year ended
31 December 2006 31 December 2005
Number Number
ENT 183 235
Surgical 302 273
Partnered Technologies 162 139
Urology & Gynaecology 747 819
Head office and administration 40 32
: 1,434 1,498
Geographical Segr'nents
b Year ended Year ended
' 31 December 2006 31 December 2005
Turmnover by destination £000 £000
North America & 168,139 111,361
United Kingdom and rest of Europe 32,664 28,196
Rest of world 12,539 10,819
213,342 150,376
: 2006 2005
Assets . . £000 £000
North America ! 404,184 4R7,769
United Kingdom and'rest of Europe 55,280 47,234
Rest of world 1,158 1,285
460,622 516,288

|
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1. Segment reporting {continued)

2006 2005

Capital additions £000 £000
North America 7,459 3,155
United Kingdom and rest cf Eurcpe : 1,434 1,298
Rest of world 36 94
8,929 4,647

2. Acquisitions of subsidiaries in comparative period
{i) Acquisition of Urology Solutions Pty Limited

On 16 March 2005, the Group acquired 100% of the equity of Urology Solutions Pty Limited {renamed Gyrus Australasia Pty
Limited), the exclusive distributor of Gyrus's surgical products in Australia and New Zealand for total consideration of £1,170,000
satisfied by cash and deferred consideraticn. In the nine months to 31 December 2005 the subsidiary reduced Group operating
profit for the year ended 31 December 2005 by £421,000. If the acquisition had cccurred on 1 January 2005, the subsidiary would
have reduced Group operating profit for the year ended 31 December 2005 by £460,000.

I

Effect of acquisition
The acquisition had the following effect on the Group's assets and liabilities.

Acquiree’s bocok values  Fair value adjustments Acquisition amounis

Acguirea’s net assats at the acquisition date £000 £000 £000
Property, plant and equipment 34 - 34
Intangible assets - 387 387
Inventories 318 19 337
Trade and other receivables 125 - 125
Cash and cash equivalents 32 - 32
" Trade and other payables _ (351} (139) {490)
Net identifigble assets and liabilities 158 267 425
Goodwill on acquisition 745
Total consideration 1,170
Satisfied by: :
Cash 797
Deferred consideration 373
Total consideration 1,170
Cash consideration 797
Less: cash acquired on acquisition . (32)
Net cash out flow arising on acquisition 765

This acquisition provided Gyrus with the opportunity to sell its range of ENT products through this distribution channel. Goodwill of
£745,000 arose on this transaction as a result of the potential for generating additional sales.

Cn 12 May 2005, Gyrus Australasia Pty Ltd tcok over the distribution of ENT produéts in Australia from Global Scientific Pty Ltd
and purchased business records and inventory fer cash consideration of £511,000.

Acquiree’s book values  Farr value adjustments  Acquistion amounts
£000 £000

£000
Intangible assets - 161 161
Inventories 346 (103) 243
Net identifiable assets and liabilities 348 58 404
Goodwill on acquisition 107
Total consideration satisfied by cash 511

The acquisition of business records and inventory from Glebal Scientific Pty Ltd provided Gyrus with a further opportunity to sell its
range of ENT products through established distribution channels. Goodwill of £107,000 arose on this transaction as a result of the
poiential for generating additional sales.
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|
{ii} Acquisition of American Cystoscope Makers Inc
On 21 July 2005, Gyrus Group PLC acquired 100% of the share capital of American Cystoscope Makers Inc (‘fACM)'). ACMI designs,
manufactures, markets and services surgtcal visualisation and treatment systerns used by surgeons and physicians primarily for
diagnosis and mlnlmally invasive surgery in the field of urology and gynaecology. ACMI was acquired for a consideration of US$332
million plus the assumptlon of debt and other obligations subsequently repaid by the Company of US$168 million less the
assumption of cash balances on the date of acquisition. The consideration was satisfied by the issue of 61,560,025 placing shares at
250p per placing share and new banking facilities. The entire proceads of the allotmant of the placing shares (which were issued in
consideration for,the outstanding commeon stock of ACMI) were paid to the Sellers.

1 Acquiree’s book vakses  Fair value adjusiments  Acquisition amounts
£000 £000

£000
Property, plant and equipment 10,440 (1,991} 8,449
Intangible assets | 612 108,812 109,424
Inveniories ' 15,038 4,686 20,624
Trade and other receivables 16,442 - 16,442
Ceferred tax asset/{liability) 216 (27,009 (26,793)
Cash and cash equivalents 2,642 - 2,642
Trade and other payables (30,243} - (30,243)
Provisions i (2,245) - (2,245)
Bank loan | (83,365} - (83,365)
Net identifiable assets and liabilities (69,563 84,498 14,935
Goodwill on acauisition 180,351
Total consideration including costs 195,286
Purchase price of $382 460,851 186,368
Acquisition costs taken to cost of investment 6,838
Funds from exercise of option - 1,980
Total consideration 195,286
Satisfied by 5 $000 £000
Share placing | 153,901
Cash ) 32,467
Purchase price | 332 461 186,368
Cash acquired 4.712) (2,642)
ACMI debt paid on acquisition 167,763 94,052
Acquisition costs* ) — 10,721
Net cash outflow as a result of the acquisition 495,512 288,499

| )
“Includes £6,938,000 of acquisition costs taken to cost of investment and £3,783,000 of acquisition costs relating to the share
placing that were taken to the share premium account.

Adjustment to ope:ning goodwill balance
|

£000

Goedwill on acquisition as disclosed at 3t December 2005 180,351
Adjustment to opening goodwill as permitted under IFRS 3 (note 11) 224
Revised goodwill on acquisition as at the year ended 31 December 2005 180,575
Fair value adjustm'ents
A valuation was commissioned to identify and value intangible assets. As a result of the valuation, £108,812,000 of intangible
assets were recognised which can be analysed as follows:

l“ T00C
Developed product technology Urology - 12,557
Developed product technology Gynaecology 4,148
In process R&D - Urology 9,362
In process R&D - Gynaecotogy 2915
Trademark/tradename portfolic — Urology 28,141
Trademartdtradename portfolio — Gynaecology 5662
Custormer relationships 46,471
Less: amounts |ncluded in opening balanoe sheet in connection with the above . (444}
Total ‘ 108,812

!
A valuation study was commissioned on the land and buildings owned by ACMI, As a result of the valuation the value attributed to
property, plant and equipment was reduced by £1,991.000.
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CONTINUED

2. Acquisitions of subsidiaries in comparative period [continued)

As required by IFRS 3, the fair value adjustment to inventory for finished goods represents the selling price of the goods less costs

to dispose and a reasonable profit allowance for the selling effort. Work in progress was similarly valued and includes an allowance

for the costs to complate. The resulting fair value adjustment of £4,686,000 has been recogmsed

The acquisition of ACM! has provided Gyrus with the opportunity to combine ACMI's u_roiogy, gynaecology and endoscopic

expertise with Gyrus's tissue management technology in these fields. This enables the enlarged Group to meet two key

requirements of surgeons — the ability to visualise the operative site and the ability effectively to manipulate tissue with minimum
collateral damage. Goodwill of £180 million arose as a result of the synergistic and |ntegrat|on benefits of combining the two

organisations.

Between the date of acquisition and 31 December 2005, ACMI contributed the following to the operating profit of the Group.

: £000
Revenue 50,431
Cost of sales (23,805)
Gross profit 26,626
Selling and distribution expenses .
- Selling and distribution (12,507}
- Amortisation of intangible assets (2.524)
Research and development expenses
- Research and development 2.473)
~ Amnortisation of intangible assets {1,349)
General and administrative expenses (3,057)
Operating profit : 4,716
Had the acquisition taken place on 1 January 2005, ACMI would have contributed th:e following to the operating profit of the
Group at 31 December 20065:

£000

Revenue 111,820
Cost of sales ' (49,570)
Gross profit _ 62,350
Selling and distribution expenses
- Belling and distribution (27,805)
— Amortisation of intangitile assets” (5,706)
Research and development expenses
- Research and development (6,277)
- Amortisaiion of intangible assets* (3,050)
General and administrative expenses (8,511)
Operating profit 11,001

*Amortisation of intangible assets as if acquisition had occurred on 1 January 2005
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3. Restructuring

As a result of thejacquisition of ACMI in 2005, a number of restructuring costs have been incurred across the Group. The total
charge for the ye{ar ended 31 December 2006 amounted to £5,808,000 (2005: £2,369,000). An analysis of these costs is shown

below.
: 2006 2005
| £000 £000
Severance costs , 2,071 1,320
Short-term sales commlssmn alignment - 3562
Demonstration eqmpment write-off 80 148
Alignment of global enterprise resource planning systerns 58 456
International distributor settlements 241 -
Manufacturing inefficiencies and other duplicated costs arising from the relocation of production 1,365 -
Set up costs associated with the customer service and distribution centre and Mexico production facility 815 -
Core integration team expenses as1 -
Gyrus ACMI rebranding 143 -
Other costs 154 93
! 5,808 2,369
4. Other operating income
’ 2006 2005
. £000 000
Incorne from research and development costs recharged 1o third party 337 1,501
Other 358 —
695 1,501
5. Operating profit
! 2006 2005
£000 OO0
Operating profit is stated after charging:
Depreciation on tangible fixed assets
— Owned . 4,712 4,248
- Leased ! 72 68
Amortisation on intangible assets 8,803 4,327
Auditors' remuneration:
— Audit of these financial statements 483 409
— Audit of financial statements of subsidiaries pursuant to legislation 5 5
- Non-audit fees payable to Company's auditor and its associates 190 232
14,265 9,289

Non-audit fees paid to the auditors and its associates in 2006 comprise £141,000 related to tax compliance and tax planning work
including the complet;on of the UK tax returns and US state and federal tax returns, £24,000 in respect of the finalisation of taxation
relating to the acqunsmon of ACMI in 2005, £8,000 in refation to Inland Revenue queries, £6,000 in relation to transfer pricing studies,

£5,000 in connecnon with the restructure of intercompany debt and £6,000 on other sundry tax queries.

Non-audit fees paid 1o the auditors and their associates in 2005 comprise £166,000 related to tax compliance and tax planning work
including the completlon of the UK tax returns and US state and federal tax returns, £41,000 in relation to transfer pricing studies and
£25,000 in refation to the acquisition opening balance sheet. In addition, included within the acquisition costs in 2005, as permitted by
IFRS 3, are fees of £950,000 which wers paid to the Company auditor for due diligence work and transaction support in respect of the

acquisition of ACMI in Juty 2005,
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6. Personnel expenses

2006 2005
Note £000 £000

Wages and salaries 39,008 34,447
Social secunty costs 4,004 3,040
Contributions to defined contribution plans 1,330 748
Share based payments 16 2,656 1,570
Amounts recognised in respect of defined benefit pension plan 19 72 35
’ 47,070 39,840

The average number of employees during the year ended 31 Decernber 2006 was 1,434 (2005: 1,498).

The emoluments, share options and pension entitlernents of direciors are contained in the Directors” Remuneration Report on pages

36 to 41.

7. Financial income

2006 2005
Notg £000 £000
Bank interest receivable 1,164 193
Expected return on defined benefit scheme plan assets 19 158 62
Material nan-recurring item - gain on option - 2,972
1,322 3,227

8. Financial expense
2006 2005
Note £000 000
Interest on bank overdrafts and loans 9,763 4,578
Interest on cbligations under finance leases 13 19
Interest on defined benefit pension plan obligation 19 143 59
Net loss on foreign exchange 423 1,062
Material non-recurring item — option premium - 992
10,342 6,710
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|
9. income tax expense
| 2006 2005

Current tax expense Note £000 £000
|

UK corporation tax charge on profits for the year (1,790) {379}

Adjustments in respect of previous periods 24 (54}
’ : (1,766) {(433)
}

Foreign tax on prof its for the year (936) {487)

Adjusiments in respect of previous periods 181 -

Total current tax charge (2,521) (920)

Deferred tax credit

Origination and reversal of temporary differences 2819 6,175

Benefit of tax lossés recognised (1,616) (5,914}

Net efiect of IAS 12 adjustment () - -

Adjustments in respect of previous periods (**) 4,386 -
' 12 5,589 261

Total income tax érediU(expense) in income statement 3,068 (659)

“In calcutating the 2005 iax charge, certain legal and professional fees relating to the acquisition of ACMI were treated as non-
deductible items. However, following a detailed review of these expenses, £4.1 milion has been treated as allowable resulting in a

- prior year adjustment of £1.5 million. Other significant adjusiments were in respect of depreciation, accrued interest and changes
in estimates.

"As a result of prev:ous acqwsmons during 2000 and 2001 cartain deferred tax assets were not recognised as it was considered
untikety that they would be utilised in future periods. The performance of these acquisitions are now better than originally anticipated
thus, under IAS 12 ( Income Taxes'), the Group has adjusted goodwill equal to the tax benefit of the subsequently recognised losses.
Accordingly a deferred tax asset of £2,054,000 was recognised and utilised together with a comesponding adjustment to goodwill
net of a credit of 9281 ,000 in respect of over amartisation in the period before tha transition to IFRSs.

Reconciliation of effective tax rate

The total tax charge for the year is tower {2005: lower) than the standard rate of corporation tax in the UK. The differences are
explained below.

2006 2005
£000 €000
Prefit before taxation 10,125 6,935
Profit before taxation multiplied by standard rate of corporation tax in the UK 30% {2005: 30%) 3,038 2,081
Effect of tax rates in} foreign jurisdictions {rates higher than UK taxation) 34 456
Expenses not deductible for tax purposes 569 216
Other short-term temporary differsnces . - (1,809)
R&D tax credit ! (563) -
Effect of tax losses utlised (1,760) (239)
Prior year adjustments and changes to prior estimates () {4,386) 54
Total tax (credit)/charge for the year (3,068) 659

i .

Deferred tax recognised directly in equity

' 2006 2005
£000 £000
Relating to foreign exchange gain on translation (2,983) (220)
Relating to share options schemes s1) (443)
(3.434) (663)
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10, Property, plant and equipment

Freghald

land and Leasehold Plant and Fixtures Placed
buildings improvernents machinery and fittings equipment Tolal

Note £000 £000 £000 £000 £000 £000
Cost
At 1 January 2006 5,543 2,853 14,745 4,693 8,895 36,729
Additions 292 1,852 3,014 622 1,905 7,685
Disposals - ~ (484) (141) (603) (1,228)
Transfers to stock - - - - 211 211
Exchange moverment (780) (144) {1,834} (380) (1,026) (4,164)
At 31 December 2006 5,055 4,561 15441 4,794 9,382 T 39,233
Depreciation
At 1 January 2006 620 1,214 6,275 2,582 5,981 16,672
Charge for the year 267 363 1,661 848 1,645 4,784
Disposals - - (55) (241) (545) (B41)
Transfers to stock - - - - (108) (108)
Exchange movement (201) (56) {875) {192) (734) (2,058)
At 31 December 2006 686 1,521 7,006 2,997 6,239 18,449
Net book value
At 31 December 2006 4,369 3,040 8,435 1,797 3,143 20,784
Cost
At 3 January 2005 2,348 2,400 7,158 2,892 8,705 21,503
Acqguisitions through business
combinations ) 2 4517 212 4,789 956 - 10,474
Adjustments arising from :
business combinations 2 (1,991) - - - - (1,891)
Additions ) 190 132 1,761 B33 1,622 4,238
Disposals ‘ - - (116) (35) (199) (350)
Transfers to stock - - (33) (4} 13 (24)
Exchange movement 479 109 1,186 251 854 2,879
At 31 December 2005 5,543 2,853 14745 4,693 8,895 36,729
Depreciation
At 1 January 2005 248 887 4,373 1,806 3,793 11,107
Charge for the year 218 281 1,335 668 1,814 4,316
Disposals - - (98) {32) . {152) (282)
Transfers to stock - 4 - (4 - -
Exchange movement 154 42 665 144 526 1,531
At 31 December 2005 620 1,214 6,275 2,582 5,081 16,672
Net book value
At 31 December 2005 4,823 1,639 8,470 . 2,111 2914 20,057
At 1 January 2005 2,100 1,513 2,785 1,086 2912 10,386

Leased plant and machinery
The Group leases fixtures and fittings and plant and machinery under a number of finance Jease arrangements. The carrying amount
and depreciation charge for such assets are disclosed below.

2006 2005
£000 £000
Fixtures and fittings
Net book value 208 256
Depreciation charge for the year 42 . 34
Plant and machinery
Net book value 72 104
Depreciation charge for the year 30 34
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Security |

At 31 Decernber 20086, the fixed assets of the Group are subject to a fixed and floating charge to secure both the bank loan
of USD$250 ITII”I(IJH and revolving credit facility of USD$15 million.

Capital Commltments

As at 31 December 20086, the Group had entered into contracts to purchase property, plant and equipment of £455,000 {2005:

£411,000). l
11. Intangible assets
\ Capitalised
] Trademarks Customer Developed In-process Licensing development
Goodwill & tradenames relationships technology A&D  agreements Patents ©costs Total
' Note £000 £000 £000 £000 £000 £000 £000 €000 £000
Cost '
At 1 January 2006 304,842 35,085 48,917 17,338 12,801 636 50 404 420,073
Additions - - - - - 140 - 1,104 1,244
Adjustments to goodwill (**) {115) - - - - - - - {115}
Disposals - - - - - - {49) - 49)
Exchange movement (35,399) (4,275) (5,924) (2,113} (1,560) (78) (1) (59) {49,409)
At 31 December 2006 269,328 30,810 42,993 15225 11,241 698 - 1,449 371,744
|
Amortisation |
At 1 January 2005 16,591 815 2,093 905 481 546 44 59 21,534
Charge for the year - 1,730 3,884 1,921 1,021 54 2 191 8,803
IAS 12 adjustment to goodwill {**) 1,773 - - - - - - - 1,773
Disposals - - - - - - {43) - (43)
Exchange moverment (2,574) (208) (460) {230} (123} 97) (3) 3 {3,692)
At 31 December 2006 15,790 2,337 5,517 2,596 1,379 503 - 253 28,375
|
Net book value i
At 31 December 2008 253538 28473 37476 12629 9,862 195 - 1,196 343,369
Cost
At 1 January 2005 105,037 - - - - 543 50 141 105,771
Acquisitions through business
combinations : 2 181,203 - - 612 - - - - 181815
Adjustments arising from
business combinations 2 355 33,802 47134 16,093 12,333 - - - 109,714
Additions - - - - - 56 - 253 309
Adjusiment to goodw:ll ) 173 - - - - - - - 173
Disposals | - - - - - - {©) - 9
Exchange movement 18,074 1,283 1,786 633 468 37 9 10 22,300
31 December 2005 304,842 35085 48,917 17,338 12,801 636 50 404 420,073
Amortisation !
At 1 January 2005 14,328 - - - - 443 26 - 14,797
Charge for the year - 793 2,042 881 468 69 17 57 4,327
Disposals - - - - - - (S - (S}
Exchange movement 2,263 22 51 24 13 34 10 2 2,419
31 December 2005 16,591 815 2,093 905 481 546 44 58 21534
Net book value |
31 December 2005 288,251 34,270 46,824 16,433 12,320 90 6 345 308,539
At 1 January 2005 90,709 - - — — 100 24 141 90,974

* Adjustments 1o goodwill irlx:lude tha following (1) As disclosed in the Annual Report and Accounts for tha year ended 31 December 2005, on 21 July 2005, Gyrus Group PLC acquired 100%

of the share capital of ACMI. Fair values were assigned 10 ACMI's igentifiable assets and liabilities on the basis of information available. Subsequent to 1he initial accounting for this business
combination, a lability of £224,000 has been identified that existed at the balance sheet date but for which no fafr value was attributed on acguisition, As permittad under IFRS 3 (Business
Combinations), the liability has been recognised within twetve manths of the acquisition date as an adjustment to the opening goodwill arising an acquisition. Net assets and liabilities restated at the
acquisition date are £14,711,000 and goodwill restated at acquisition T180,575,000. There is no impact on either profit or adjusted eamnings per shara !or the years ended 31 December 2005 or 31
December 20086. {2) The final deferred consiceration payment to Gyrus Medical BY was £5+,000 below the maximum potential payment under the terms of the contract resulting in an adiusiment 1o

goodwill in the year ended 31 Becember 2005.

“* Reduction in the value of 'deferred discounted goodwill of £115,000.

=" As disclosed in note 9, the reduction in the value of goodwill as a resuit of the recognition of a defermed tax asset resuting from pra-acquisition trading losses in pre-IFRS transitional acquisitions
should ba recognised as an expense and pre-transition goodwill adjusted accordingly.
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11. Intangible assets (continued)

Goodwill principally relates to ACMI (£165,375,000), Gyrus Medical Inc (£19,777,000) and Gyrus ENT LLC (£59,060,000). The
carrying value of goodwill has been assessed on a value-in-use basis using internal forecasts and a discount rate based on tha
Group's weighted average cost of capital, Value-in-use was determined by discounting future cash flows. The cash flows were
projected based on actual operating results and the five year business plan. Following the initial projection, constant growth rates,
based on long-term industry averages, were applied to revenue for a further 20 year penocl together with an inflaticnary adjustment to
operating expenditure. The key assumptions supporting the Carrying value of goodwill were revenue growth, price and cost changes
and mprovement io operational efficiency based on past experiences and externally sourced infarmation. No impairment arose as a
result of the review.

The estimates and assumpiions made in connection with impairment testing could differ from future actual results of operations and
cash flows.

12. Deferred tax assets and liabilities
Deferred tax assets and liabilties are attributable to the following:

Assets Liabilities Nat {asset)/liability

2006 2005 2008 2005 2006 2005

£000 £000 £000 £000 £000 £000
Property, plant and equipment - - 543 3,081 543 3,081
Intangible assets - - 358 99 358 99
Goodwill on US acquisitions {1,506) (1,878) 3,654 3,022 2,148 1,144
Share options (2,152} {1,034) - - (2,152) (1.034)
Provisions (7,135) (7,383) - - {7,135} {7,383)
Business combinations - - 33,477 41,368 33,477 41,368
Accrued interest {1,749) (2,525) - - {1,749} (2,.525)
Tax value of loss carry-forwards recognised (11,712} (11,949) - - (11,712} (11,949)
Tax {assets)/liabilities (24,254} (24,769) 38,032 f 47,570 13,778 22,801

Goodwill on US acquisitions '

IFRS requires that deferred tax is recognised on tempcrary differences which are expecied to be recovered. A temporary difference
arises batween the tax and accounting treatment of the goodwill arising ¢n the acquisition of the assets made by Gyrus {e.g. ENT
Division). For tax purposes, reliet is obtained on the goodwill whereas for accounting purposes the amount is no longer amortised
and only tested for impairment.

Share options

In accordance with IFRS 2 *Share based payments', the Group has recognised a charge to the income statement which
represents the fair value of cutstanding share based payments granted to employees. However, for tax purposes, most option
schemes will only give rise to a deduction at the date of exercise, thus giving rise to a temporary timing difference between the
accounting and tax treatment.

IFRS therefore also requires that deferred tax is recognised on this temporary difference which is expected to be recovered. The
basis of calculation for deferred taxation is the difference between the market price at the balance sheet date and the exercise
price of the share based payment reflecting expected levels of vesting.

Unrecognised deferred tax.assets
Deferred tax assets have not been recognised in respect of the following items:

2006 2005
£000 £000
Tax losses ‘ (6,644) (11,344)

The deferred tax asset not recognised relates solely to past losses in the US that are not expected to be utilised within the next five
years. As a result of previous acquisitions, the amount of losses that can be utilised in the US are subject to an annual limitation.
Currentiy the Group has recognised five years worth of these losses.
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Movement in de}erred tax (asset)/liability during the year

. At 1 January Recognised Recognised At 31 December
| 2006 in income in equity 2006
. £000 £004 £000 £000
Property, plant and equipment 3,081 {2,134) (404) 543
Intangible asseis | 99 263 4 358
Goodwill on US asset acquisitions 1,144 1,143 (139) 2,148
Share options | (1,034) (667) {(451) (2,152
Provisions i {7,383) (649) 897 {7,135)
Business combinations 41,368 (2,863) (5,028) 33,477
Accrued interest ! (2,525) 468 308 {1,749)
Tax value of ioss carry-forwards recognised {11,949) (1,150} 1,387 (11,712)
‘_ 22,801 (5,589) (3,434) 13,778
Al 1 January Gyrus Australia ACMI Recognised Recognised At 31 December
2005 acquisition acquisition in inceme in equity 2005
: £000 £000 £000 €000 £000
Property, plant and'equipment 398 - 2,635 48 - 3,081
Intangible assets | 42 - - 57 - 99
Goodwill on US acquisitions 1,682 - (1,818) 1,083 197 1,144
Share options ; (45) - - {546) {443) {1.034)
Provisions (836) - (4,124) (2,423) - {7.383)
Business combinations - 139 43,159 {1.930) - 41,368
Accrued interest B1} - - (2,464} - (2,525)
Tax value of loss carry-forwards
recognised _ (5,583) - {(11.863) 5914 {417) (11.949)
' (4,403) 139 27,989 {261) {663) 22,801
13. Inventories
‘ 2006 2005
! £000 £000
Raw materials and consumables 11,886 17,054
Work in progress | 3,342 3.906
Finished goods and goods for resale 17,125 12,180
| 32,353 33,140

' |
Included in the analy$is above are provisions against inventory amounting to £12,304,000 (2005: £35,772,000). Reversal of provisions
arsing from the write up of inventory due to a change in economic circumstanceas resulted in a credit to the income statement of

£295,000 (2005: £ni).

14. Trade and other receivables

2006 2005
£000 £000
Trade receivables | 33,713 35,509
QOther trade receivables and prepayments 7,076 8,849
' 40,789 44,358

The Directors consider that the carrying amount of trade and non-trade receivables approximates to their fair values.

15. Cash and cash éguivalents

2006 2005
: £000 £000
20,194

Cash and cash equivalents : 23,327
I

The Directors consider that the carrying amount of cash and cash equivalents approximates to their fair vatues.
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16. Capital and reserves

Share Share Merger Hedging Translation Retained
capital premium reserve reserve reserve eamings  Total equily
MNote £e00 £000 £000 £000 £000 £000 £000
At 1 January 2006 2,785 303,699 3,860 694 9,993 (19,526) 301,505
Total recognised income and expense - - - 75 (32,864) 13,871 (18,918)
Share options exercised by employees 18 6 1,169 - - - - 1,175
Shares issued in connection with - )
deferred consideration 1 414 - - - - 415
Equity share options issued - - = - - 2,656 2,656
At 31 December 2006 2,792 305,282 3,860 . 769 {22,871) (2,999) 286,833
|
At 1 January 2005 2,160 152,447 3,860 - (8,034) (27.780) 121,853
Total recognised income and expense - - b - 694 19,027 6,684 26,405
Share options exercised by employees 9 1,750 - - - - 1,759
Equity share options issued : - - - - - 1,570 1,570
Shares issued in connection with acquisition of ACMI 616 153,285 - - - - 153,901
Share placement costs associated with the '
acquisition of ACMI — {3,783} - - - - (3,783)

At 31 December 2005 2,785 303,699 3,860 594 9,983 (19,526) 301,505

Hedging reserve .
The hedging reserve comprises the effective portion of the cumulative net change in the fair value of the cash flow hedging instruments
related to the hedged transactions that have not yet occurred.

Translation reserve
The translation reserve comprises all foreign exchange differences arising from the translation of the financial statements of foreign
cperations, as well as from the translation of liaGilitles that hedge the Company’s net investment in a foreign subsidiary.

Share capital and share premium

2006 2005
£000 £000
Authorised
193,844,700 (2005: 193,844,700) ordinary shares of 1p each - 1,938 1,938
2,646,370 {2005: 2,646,370} deferred redesmable shares of 50p each 1,323 1,323
Allotted, called up and fully paid
146,848,378 (2005: 146,157,768) ordinary shares of 1p each 1,469 1,462
2,846,370 {2005: 2,646,370) deferred redeemable shares of 50p each 1,323 1,323
2,792 2,785

Rights of shares
The holders of ordinary shares of 1p each are entitled o receive dividends as declared from time to time and are entiiled to one
vote per share at meetings ol the Company.

The deferred redeemable shares of 50p each have no rights to participation in the profits or assets of the Group and have no
rights of notice or to vote at any general meeting. The deferred redeemable shares can be acquired at any time by a person
nominated by the Group for total consideration of 1p per share.

Issued share capitat
On 12 May 2006 Gyrus Group PLC issusd 35,846 ordinary shares to employess in connection with the US Employee Stock
Purchase Plan at a price of 235.9p, being a 15% discount on the mid market price on the day preceding grant.

On 31 July 2006 Gyrus Group PLC issued 123,580 shares in connection with the settlement of deferred consideration relating to
CByond Ltd, a subsidiary of ACMI, at a price of 336.0p per share.

On 1 December 2008 Gyrus Group PLC issued 13,618 ordinary shares to employees in connection with the UK Save As You Earn
Scheme at a price of 172.0p, being a 20% discount on the micd market price of the day preceding grant on 1 December 2003.

On 1 December 2006 Gyrus Group PLC issued 20,556 ordinary shares to employees in connection with the UK Save As You Earn
Scheme at a price of 161.0p, being a 20% discount on the mid market price on the day preceding grant on 1 December 2001,

In addition: to the issuance of shares under the UK Save As You Earn Scheme and US Employee Stock Purchase Plan above,
during 2006 employees exercised share options over 497,010 ordinary shares at an average price of 208.0p under the Gyrus 1997
Approved Share Option Plan and the Gyrus 1997 Unapproved Share Option Plarn.
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Contingent rights - Employee Share Option Plans

At 31 December 2006 certain directors and employees held the following options to subscribe for ordinary shares of 1p each.

: Exercise 2006 2005
| price per number number
Normally £xercisable between share of shares of shares
The Gyrus 1997 Approved Share Option Plan
15/07/01 to 15/07/08 158.5p 17,000 17,500
08/03/02 to 08/03/02 191.0p 4,000 5,300
01/10/02 to 01/10/09 178.5p 5,100 6,600
28/03/03 to 28/03/10 405.0p 4,740 4,740
16/10/03 to 16/10/10 330.0p 26,248 28,078
23/03/04 to 23/03/11 311.5p 12,880 17,840
02/10/04 to 02/10/11 202.5p 15,791 24,301
08/04/05 to 08/04/12 284.5p 2,420 6,852
16/10/05 to 16/10/12 155.0p 39,079 47,575
26/03/06 to 26/03/13 169.5p 13,417 19,195
16/10/06 to 16/10/13 197.5p 42,385 56,442
07/05/07 to 07/05/14 213.5p 10,559 11,142
25/10/07 to 25/10/14 240.0p 21,333 23,833
| 214,952 269,398
|
The Gyrus 1997 Unapproved Share Option Plan
16/10/03 to 16/10/07 330.0p 134,191 156,490
23/03/04 to 23/03/08 311.5p 370 370
29/06/04 to 29/06/08 264.5p 148,055 148,065
02/10/04 to 02/10/08 202.5p 45,000 45,000
08/04/05 to 08/04‘_/ 12 284.5p 151,316 151,316
16/10/065 to 16/10/12 155.0p 74,623 87,123
26/03/06 to 26/03/13 169.5p 16,018 16,018
16/10/06 to 16/10/13 197.5p 529,663 569,663
07/05/07 to 07/05/14 213.5p 55,726 63,835
25M10/07 to 25/10/14 240.0p 221,175 251,175
26/04/08 to 26/04/15 266.5p 35,000 35,000
1,411,137 1,524,045
The Gyrus Group PLC US Stock Option Plan
29/06/04 to 28/06/11 264.5p 17,890 17,890
03/10/04 10 03/10/11 202.5p 105,891 138,015
Various 31/12/01-31/12/03 to 03/10/11 202.5p 55,000 130,000
30/10/04 to 30/10/11 200.0p 36,081 36,081
Various 31/10/01-17/04/03 to 15/10/10 330.0p 50,000 100,000
08/04/05 to 08/04/12 285.0p 13,264 18,434
16/10/05 10 16/10/12 155.0p 184,519 238,407
26/03/06 to 26/03/13 169.5p 51,167 85,363
16/10/06 to 16/10/13 197.5p 116,666 144,735
07/05/07 1o 07/05/14 213.5p 183,209 183,209
25/10/07 to 25/10/14 240.0p 320,643 356,885
: 1,134,330 1,458,019
: Exercise 2006 2005
i price per number NUMDEr
Normally exarcisable betwesn share of shares af shares
Gyrus Group Qualifying Non-Employee Share Option Plan
08/04/05 to 08/04/12 285.0p 55,000 58,800
16/10/05 to 16/10/12 155.0p 25,500 25,500
26/03/06 to 26/03/13 169.5p 20,000 22,000
100,500 106,300
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16 Capital and reserves (continued)

Exercise 2006 2005

price per number number
Normally exercisable between share of shares of shares
UK Save As You Earn Scheme
01/12/06 to 31/05/07 161.0p - 30,835
01/12/05 to 31/05/06 149.0p - 5073
01/42/07 to 31/05/08 149.0p 33,068 33,088
01/12/06 to 31/05/07 172.0p - 14,689 |
01/12/08 to 31/05/09 172.0p 7,372 7,372
01/12/07 to 31/05/08 173.0p 88,642 99,155
01/12/09 to 31/05/10 173.0p 25,407 23,497
01/12/08 to 31/05/09 255.0p 59,472 59,472
01/12/10 to 31/05/11 255.0p 31,690 31,690
01/12/09 to 31/05/10 290.0p 30,614 -
01/12/11 to 31/05/12 290.0p 8,355 -

284,620 304,851

Gyrus Long Term Incentive Plan .
31/05/08 to 30/05/11 0.0p 208,597 236,336
21/07/08 to 20/07/11 : 0.0p 1,827,273 2,027,273
10/10/08 to 09/10/11 . 0.0p 192,353 224,354
26/05/09 to 25/05/12 0.0p 418,000 -
30/10/09 to 29/10/12 0.0p 257,147 -

2,903,370 2,487,963

US Employee Stock Purchase Plan
No US employee stock purchase plan was in place during 2006 and, as a result, al 31 December 2008 there were no shares available
for purchase at the end of the contract period (2005: approximately 37,000 shares).

The Gyrus 1997 Approved Share Option Plan and the Gyrus 1997 Unapproved Share Option Plan are discretionary schemes
under which UK directors and employees are granted options to purchase shares in the Company. The exercise price of the option is
based on the market price on the day of grant for all grants before October 2003 and on the day preceding the grant for those issued
thereafter. There is no discount. Options are capable of exercise after three years and within ten years of the date of grant, Those
granted since November 2001 are subject to Total Shareholder Return performance targets except for those issued to all employess
on a formula basis on achigving their six month anniversary with the Group. !
The Gyrus PLC US Stock Option Plan is a discretionary scheme used 1c award share options to US employees. The option price is
based on the market price on the day preceding grant and there is no discount. Options are generally exercisabile afier three years, but
the plan does allow for variable vesting, and within ten years. Performance conditions are not normally imposed on US share options
except for PLC Board directars. '

The Gyrus Group Qualifying Non-Employee Stock Option Plan is a plan approved by shareholders in 2002 to enable Gyrus to
grant share optlons within strict gwdellnes to independent sales people, consultanis and members of the scientific advisory panel.
The option price is the market price on the day preceding grant and there is no discount. All grants i independent sales people have
sales-related performance conditions. Options are exercisable after three years and within ten years.

The Save As You Earn Scheme is a scheme under which UK employees can enter into savings contracts with a building society for a
period of three or five years and use the proceeds of their savings account to purchase shares in the Group on the exercise of options.
The option grice is the markat price on the day preceding ihe invitation date dlscounted by a maximum of 20%.

The US Employee Stock Purchase Pian is a scheme under which US employees can pam(:lpate in a 12 month purchase plan during
which they can elect to have a percentage of their compensation withheld, subject to a maxirmum of 10% of gross basic salary,
capped at a maximum contribution of US $375 per month. After the end of the 12 month offering period the contributions are used 1o
purchase ordinary shares in the Company at the lower of the market price at the opening of the offering period or the closing of the
offering period, discounted by 15%. The scheme was not run during 2006.

)
The Gyrus 2005 Long Term Incentive Plan is a discretionary plan which provides for the grant of conditional awards or nil cost
options over 1p Ordinary Shares in the Company. Awards normally vest following the third anniversary of grant once certain
performance conditions have been satisfied and provided that the participant remains employed by the Group. The performance
conditions are based on earnings per share growih The fair value of grants under this scheme are determined as being the mid
market quote on the day preceding grant which is charged ¢ the income statement evenly over the three year vesting period.

Betails of options granted to Directors and the share price rangas in the year are given in the Directors’ Remuneration Report cn
pages 36 to 41.
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Fair Values {
(i) Long term incentive plan
The fair value of grants under the Gyrus 2005 Long Term Incentive Plan ('LTIP") are determined as being the mid market quote on the
day preceding grant which is charged to the income statement evenly over the three-year vesting period based on the Group's
sstimate of shares that will eventuzlly vest. The mid market quote for each of the grants in 2005 and 2006 is disclosed below.

- Mid market Vesting

Grant date | quote period
LTIPs granted during 2006

|
26 May 2006 | 317.00p 3 years
30 October 2006, 356.25p 3 years

L
LTIPs granted during 2005

|
31 May 2005 ! 262.50p 3 years
21 July 2005 : 275.00p 3 years
10 October 2005 | 317.00p 3 years

L
i

SAYE Scheme
The Group gives employees the opportunity to purchase shares in the Group by participating in a share purchase plan. The option
price for the UK Save As You Earn scheme is the market price on the day preceding the invitation date discounted by a maximum
of 20%. The share options under this plan are treated as equity settlied share based payments and the fair value calculated using a
stachastic model. The mode! takes into account the following variables: exercise price, share price at grant, expected term,
expecied volatility of share price, risk-free interest rate and expected dividend vield.

|

3 year SAYE Scheme
. : 2006 2005
Share price at grant 378.3p 318.5p
Exercise price : i 290.0p 255.0p
Volatility ‘ 26.7% 30.6%
Risk-free interest rate 5.0% 4.2%
Expected dividends il nil

|

5 year SAYE Scheme
' : 2006 2005
Share price at grant 378.3p 318.5p
Exercise price ! 290.0p 255.0p
Volatility _ 29.3% 28.9%
Risk-free interest rate 4.9% 4.2%
Expected dividends. nil il

17. Earnings per share

Basic earnings per share

The calculation of basic earnings per share for the year ended 31 December 2006 was based on the profit attributable io ordinary
shareholders of £13, 193 000 (year ended 31 December 2005: £6,276,000) and a weighted average number of ordinary shares
outstanding for the year ended 31 December 2006 of 146,492,872 (year ended 31 December 2005: 111,601,948},

Diluted earnings per share

The calculation of dillted earnings per share for the year ended 31 December 2006 was based on the profit attributable to ordinary
shareholders of £13,193,000 (year ended 31 December 2005: £6,276,000) and a weighted average number of ordinary shares
outstanding for the year ended 31 December 2006 of 150,785,514 (vear ended 31 December 2005: 115,388,521).

| Year ended Year ended
‘ 31 December 2006 31 December 2005
Earnings : £000 £000

Earnings for the purpose of basic and diluted earnings per share 13,193 6,276
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17. Earnings per share (continued)

Yaar anded Year anced

31 December 2006 31 December 2005

Weighted average number of ordinary shares Number Nurnber

Issued ordinary shares at 1 January 146,157,768 83,652,980

Effect of share options exermsed 282,963 289,121

Effect of shares issued in connection with deferred consideration 52,141 -

Effect of shares issued to acquire ACMI - 27,658,847
Weighted average number of ordinary shares as at 31 December (undiluted) 146,492,872 111,601,848

Dilutive effect of share options in issue 4,292,642 3,766,673

Weighted average number of ordinary shares as at 31 December (diluted) 150,785,514 115,368,521

Year ended Year ended

31 December 2006 31 December 2005

Basic earnings per share 9.0p 5.6p

Diluted earnings per share 8.7p 5.4p

Adjusted earnings per share

In order to provide a clearer measure of underlying performance, profit attributable to ordinary shareholders is adjusted to exclude
items which management consider will distort comparability. Adjusted basic earningstper share has been calculated by dividing
adjusted profit attributable to ordinary shareholders (see table below for adjustments made) of £25,030,000 (year ended 31

December 2005: £15,835,000) by the weighted average number of ordinary shares outstanding for the year ended 31 December
2008 of 146,492,872 (year ended 31 December 2005: 111,6801,948), ;

Adjusted diluted earnings per share has been caloulated by dividing adjusted profit attribuiable to ordinary shareholders (see table
below for adjustments made) of £25,030,000 (year ended 31 December 2005: 1215,385,000) by the weighted average number of
ordinary shares outstanding for the year ended 31 December 2006 of 150,785,514 (year ended 31 December 2005:
115,368,521).

Earnings on which adjusted earnings per share is baseg:

Year ended Year enced

- 31 December 2006 31 Decernber 2005

£000 £000

Earnings for the purpose of basic and diluted earnings per share ' 13,193 8,276
Impact of fair value adjustments on acquired inventory and option accounting - 2,706
Restructuring charges 5,808 2,369
Taxable benefit associated with restructuring charges™ (201) -
Amortisation of acquired intangible assets 8,448 3,873
IAS 12 adjustment to goodwull 1,773 -
Charge relating to 'special’ LTIP award" 1,598 872
Deferred taxation (5,589) (261)
Earnings for the purpose of adjusted earnings per share 25,030 15,835
Year ended Year ended

21 December 2006 31 December 2005

Adjusted basic earnings per share 17.1p 14.2p
Adjusted diluted eamings per share _ 16.6p 13.7p

* As pari of the acquisition of ACMI, a special award of conditional shares undar the Group's LTIP scheme was approved by shareholcers and was made 1o retain and incentivise approximately 25 key
executives to integrate the business eflectively. Tha award will create a charge over approximately three years until the polentlal vesting date of Juty 2008. The charge relating to this award is
considersd to be ancther form of integration/rastructuring cost.

* Tha tax credit of £2,128,000 associated with restructuring costs comprises a deferred taxation credit of £1,927,000 (2005: £800,000) and a current taxation benefit of £2013,000 {2005: £ nil).
The current taxation benefit has been deductaed from adjusted eamings per share to cormecily reflect the nat impact of restructuring. The current taxation banefil is lower than the effective tax rate
as the cosls of integration have principalty been incurrad within tha US where tax losses are availzble to offset profits. In 2008, all integration costs were incurmed in the US and hence ng tax
benefit was added back in that year.
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18. Interest-bearing loans and borrowings
This note provides information about the contractual terms of the Group's interest-bearing loans and borrowings

f 31 December 2006 31 December 2005

i £000 £000
Non-current liabilities
Secured bank loans 99,633 136,731
Finance lease liabilities 44 146
? ' 99,677 136,877
Current liabilities
Secured bank loans 20,437 13,123
Current portion of finance lease liabilities 99 134
i 20,536 13,2567
Euro US Dollar Total
. £000 £000 £000
Loan balance at 1!January 2006 3,435 146,419 149,854
Repaymenis (3,382 (9,021} {12,403)
Foreign exchange movement (53) (17,328} (17,381)

Loan balance at 31 December 2006 - 120,070 120,070

As at 31 Decembeér 2005 Gyrus Group PLC had an outstanding loan balance of £145,453,000 (USD$250 million} under a term
loan facility and 524,895.000 (€5,0000,000 and USD$1,650,000) under a revolving credit facility of $30 million.

Asat 10 November 2008, Gyrus Group PLC voluntarily reduced the revolving credit facility to USD$15 milion. The decision was
made to avoid unnecessary non-utilisation costs on the unused portion of the facility.

The USD$250 milion loan is for a fixed term of five years with repayments due as disclosed in this note. The loan attracts a
maximum rate of US doltar LIBOR plus 1.75% provided that Total Net Debt to Consolidated EBITDA (as defined in the facility
agreement) is less| jthan 3.50 and a minimum rate of US dollar LIBOR plus 0.75% provided that Total Net Debt to Consolidated
EBITDA is less than 1.00. The margin on the facility from inception to 30 October 2006 was 1.75%. As at 31 October 2006
the quarterly Total Net Debt to Consolidated EBITDA fell below 3.00:1 resulting in a reduction in the margin on the facility of
0.5% to 1.25%.

Each advance draxl.'vn down under the $15 million revoiving credit facility is repaid on the last business day of each fixed term
interest period (typlcally three to six months). As the term of the revolving credit facility is for a period of five years from 21 July
2005, amounts drawn down under this facility are shown as non-current liabilities where repayments are due in greater than one
year. The interest rate for each advance drawn under the revolving facility is fixed on the date of the advance for the agreed interest
period at US doll ar LIBOR plus a margin. The margin follows that applied to the main term loan facility. There were no amounts
drawn down under this facility as at 31 December 2006 (31 December 2005: USD$1,650,000 and EUR€5,000,000).

The USD$250 mllllon loan and USD$15 milion revolving credit facility are secured by a fixed and {loating debenture on the assets of
the Group.
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18. Interest-bearing loans and borrowings (continued)
Term and debt repayment schedule

3 December 2006 31 December 2005
Less than 1 year 1-2 years 2-5 years " Less than 1 year 1-2 years 2-5 years
£000 £000 £000 £000 £000 ) 000
Secured bank loans
USD3$ 250,000,000
Capped at 4.75%, collar at 3.96% + margin® 10,219 14,051 35,764 2,182 5,818 28,364
Capped at 4.75%, collar at 4.19%"+ margin® 5109 7,025 17,884 ‘ 4,364 11,637 56,730
Variable at LIBOR + margin * 5109 7,025 17,884 2,182 5818 28,364
USD$1,650,000 at 6.13875%** - - -, 960 - -
EURE5,000,000 at 4.178%** - - - 3,435 — -
20,437 28,101 71,532 13,123 23,273 113,458

* Margin varigs dependent upon the Total Net Debt to Consolidated EBTDA.
** Includes margin.

Finance lease liabilities
Finance lease liabilities are payable as follows:

31 December 2006 31 December 2005
£000 £000 £000 £000 £000 £000
Payments Interest Principal ' Payments Interest Principal
Less than cne year 99 6 93 146 20 126
Between one and five years 44 1 42 134 8 126
143 7 135 280 28 252

19. Employee benefits

Defined contribution plans

The Group operates defined:contribution reiirement benefit plans for all qualifying employees. The assets of the schemes are held
separately from those of the Group in funds under the control of trustess. Where emp!oyees leave the schemes before the vesting
date the employer's contributions are refunded.

The total cost charged to income of £1,330,000 (2005: £748,000) represents amounts payable to these schemes by the Group at
rates specified in the rules of the schemes. Ag at 31 December 2006 contributions of £307,000 (2005: £656,000) due in respect of
the current reporting period had not been paid over to the schemes and are included within non-trade payables.

Defined benefit plans
The Group has two defined benefit plans.

Retirement plan for hourly.rated employees
ACMI, has a non-contributory defined benefit plan (the 'Plan’) covering hourly union employees at one of the Group's
manufacturing facilities. The Company contributes such amounts as are necessary on an actuarial basis ta provide the ‘Plan’ with
assets sufiicient to meet the benefils 1o be paid 1o the 'Plan’ participants. Under this scheme employees are entitled to receive a
defined monthly benefit at a normal retirement age of 65.

I
Amounts recognised in the income statement in respect of the scheme are as follows:

2006 2005
£000 £000
Current service cost 87 38
Interest cost . 143 29
Expected refurn on plan assets (158) (62}
72 35

The expense is recognised in the following ling items in the income statement:
2006 2005
£000 £000
Cost of sales 87 38
Financial income (158) 62)
Financial expense 143 59
72 35
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The amount included in the balance sheet in respect of this defined benefit retirement plan is as {ollows:

2006 2005
| £000 £000
Present value of funded obligations (2,486) (2,807)
Fair value of plan assets 2,883 2,861
Asset recognised in the balance sheet as at 31 December 397 54
j
The plan assets 'pf the scheme are distributed between cash, equity and fixed income investments as follows:
' 2006 2005
Cash and cash equivalents 11% 15%
US equity | 41% 41%
International equity 11% 9%
Fixed income |nvestments 37% 35%
Total ‘ 100% 100%
The objective for;the assets above is protection of capital and a targeted average annual return (net of fees) equating to the
expected return i[ate.
The mevement in the fair value of plan assets is as follows:
i 2006 2005
| £000 £000
Fair value of plan assets as at 1 January 2006/date of acquisition of ACMI 2,861 2,607
Expected return on plan assets 158 62
Actuarial galn/(loss) 73 47
Employer COntl’IbUthﬂS ) 215 152
Benefit payments! | (54) 21
Foreign exchange (loss)/gain (370) 108
Fair valug of plan assets as at 31 December 2,883 2,861
The movement in the fair value of the present value of funded obligations is as follows:
1 . 2006 2005
i €000 £000
Obligation as at 1'January 2008/date of acquisition of ACM; 2,807 2,840
Senvice cost ' 87 38
Interest cost ‘. 143 59
Actuariat gain =~ (154) (13)
Benefit payments | (54) (21)
Foreign exchange (gain)/1oss (343} 104.
Obligation as at 31 December 2,486 2,807
l .
Moverments in the net assets recognised in the balance sheet were as follows:
‘ 2006 2005
| £009 £000
Net assets/{liability) as at 1 January 2006/date of acquisition of ACMI 54 (32)
Contributions recelved 215 152
Expense recogmsed in income statement 72) (35)
Actuarial gains/(losses) during the period 227 (35)
Foreign exchange (loss)/gain (27) 4
Net assets as at 31 December 397 54
Principal actuartal assurnptions at the balance sheet date were as follows:
2006 2005
Discount rate at 31 lDecember 5.88% 5.50%
Expected return onplan assets at the balance sheet date 5.75% 5.75%

The discount rate has been determined by reference to the Citigroup Pension Discount Curve which consists of the average zero
rate on US quality bonds at each half year interval from six months to 30 years. Matching the Citigroup Pension Discount Curve

with the expected cash flows of the retirement plan produces a discount rate of 5.88%.
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19. Employee benefits {continued)
Mortality rates in both the 2005 and 2006 valuations are based on the 1934 Group Annuity Mortality Table. Sample rates from this

table are shown below 1o pravide an indication of mortality levels of both males and females between 40 and 70 years of age.
!

Males Famales
Age ' Rate Age Rate
40 0.10% 40 0.07%
45 0.16% 45 0.10%
50 ‘ 0.26% 50 0.14%
55 0.44% 55 0.23%
60 ' 0.80% 60 0.44%
70C : 2.37% 70 1.37%

Future salary rises do not affect final pension payments. A fixed pension amount is paid to all scheme members on retirement
irrespective of final salary.

Pension rises of 2.5%, compounded annually, have been included in the calculation of the present value of the pension obligation.
Gyrus Group PLC expects to contribute £220,000 to this plan during 2007.

Multi employer pension plan

ACMI contributes on a monthly basis an amount that has been pre-agreed with the union into a multi employer pension plan.

The union does not provide actuarial valuations of the scheme to participating employers however, during the acquisition of ACMI
in 2005, the union notified a funding deficit of $1,175,000. As a result, an agreement was entered into between the union and
ACMI whereby ACMI agreed to make increased contributions to the scheme totalling $1,175,000 (approximately £601,000 as at
31 December 2006) over a three year period. ‘

Curing the year, pension contributions totalling £156,000 (2005: £100,000) were paid :nto the scheme and, as at 31 December
2006, pension contributions accrued and not paid amounted to £nil (2005: £77,000) and are included in non-trade payables.

Equity compensation benefits

As disclosed in note 16, the Group has established a number of share option programmes for employess. Awards vest three years
after the date of grant and those granted since Novembier 2001 are subject to Total Shareholder Return performance targets.
Options expire after seven years.

A description of each of the schemes is disclosed in note 18. The movement on the number of share options is shown below.

Year ended Year enced
31 December 2006 31 December 2005
Number of options Nurmnber of options.

Granted

Options outstanding at 1 January 3,700,420 4 874,990
Options granted during the year 38,969 162,969
Options exercised during the year (567,029) (944,763)
Options lapsed during year (28,731) (392,776)
Options outstanding at 31 December 3,143,629 3,700,420
Vested

Options cutstanding at 1 January ‘ 1,515,340 1,495,116
Options vested dunng the year 1,004,786 1,061,612
Options exercised during the year (567,029) (944,763)
Options expired during the year 60,177 (96,625)
Options outstanding at 31 December : 2,013,274 1,515,340

The Group received proceeds of €1, 17'5 00CG (2005: £1,759,000} in respect of the 567,029 options (2005: 944,763 options)
exercised during the year. £6,000 was credited to share capital (2005: £9,000) and 21 169,000 (2005: £1,750,000) was credited to
share premium (see noie 16).

The weighted average share price at the date of exercise in respect of the 567,029 optlons (2005: 944,763) exercised during the
year was 368.2p (2005: 312.4p).

In addition to share options, the Group has also established a Long Term Incentive Plan ('LTiP") which provides for the grant of
conditional awards or nil cost options over 1p Ordinary Shares in the Company. A description of the scheme is disclosed in note
16. The movemnent on the number of LTIPs is as follows.
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: Year ended Year ended
31 December 2006 31 December 2005
Y Number of options Number of options
Granted ;
Options outstanding at 1 January 2,487,962 -
Options grantedlduring the year 730,647 2,655,935
Options exercised during the year ' - -
Options lapsed during year (315,239} (167,972}
Options outstanding at 31 December 2,903,370 2,487,963
No options veste:d in the vears ended 31 December 2005 or 31 December 20086.
20. Provisions
) Warranties Restructuring Environmental Pension Other Total
£000 £000 £000 £000 £000 £000
At 1 January 2006 775 820 940 684 - 3,219
Provisions made[during the year 169 1,106 118 - 1,303 2,695
Provisions used during the year 83) 887 (146) - - {1,116)
Provisions reversed during the year () I - - - {11)
Exchange movement (89) (90) {113) ° (83) - (375)
At 31 December 2006 763 946 799 601 1,303 4,412
: 31 December 2006 31 Dacember 2005
Analysed as £000 £000
Current liabilities ‘ 3,012 1,595
Non-current liabilities 1,400 1,624
) 4412 : 3,219
Warranties
The Group gives warranties at the time of sale to purchasers of a number of product lines. Under the terms of the warranty, the Group
undertakes to repair and replace items that fail to perform to specification. The period of wamranty is dependent upon the type of
product but genelrally is one year from the point of sale to the end user.
Restructuring
As disclosed in note 3, since the acquisition of ACMI a number of restructuring costs have been incurred including severance costs,
manufacturing inefficiencies and duplication of other costs from the relocation of production, core integration team expenses and set
up costs associated with the customer service and distribution centre and Mexican facility and a number of sundry costs. Notification

of termination to individuals affected by restructuring activities occurred grior to 31 December 2006 but certain severance costs will
only be paid out during 2007. The provision reflects those expenses that will be paid during 2007.

Environmental

As part of the acquisition of ACMI an independent report was commissioned to assess the potential level of contaminates at two
manufacturing sites in the US. Follow up investigations during 2006 have supported the level of provisioning and remediation wark has
begun.The provision regresents the remaining anticipated expense. I{ is expected that it will take approximately 24 months to complete
the work. '

Pension

As disclosed in note 19, ACMI contributes on a monthly basis an amount thai has been pre-agreed with the union into a multi
employer pensioniplan. The unicn does not provide actuarial valuations of the scheme to participating employers however, during 1he
acquisition of ACMI in 2005, the union notified a funding deficit of $1,175,000. As a result, an agreement was entered into between the
union and ACMI whereby ACMI agreed to make increased contributions to the scheme totalling $1,175,000 (approximately £601,000
as at 31 December 2006} over a three year period.

Other

‘Other’ includes a provision for the resolution of an ongoing customer dispute.

21. Trade and otper payables

31 December 2006 31 December 2005

: £000 £000
Trade payables 11,002 9,546
Non-trade payables and accrued expenses 22,585 26,669
Interest payable | - 1,259 1,485

: 34,846 37,700
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22. Financial instruments
Exposure to credit, interest rate and currency risk arises in the normal course of the Groups business. Derivative financial instruments
are used to hedge exposure in foreign exchange rates and interest rates.

Credit risk
The Group sets credit limits for custorners based on a combination of payment history and third party credit references. Credit limits
are reviewed by Credit Contrallers on a regular basis in conjunction with debt ageing and collection history.

!

The credit risk on derivative financial instruments is very limited as the counterparties are banks with high credit ratings assigned by
independent international credit rating companies.

The Group has no significant concentration of credit risk, with exposure spread over a large number of customers.

Interest rate risk

Hedging

The Group adopts a policy of ensuring that at least 50% of its exposure to changes in interest rates on fixed term borrowings is
hedged. At 31 December 2006, the Group had entered inio two interest rate cap and collar transactions. The cap on both financial
instruments is a US dollar LIBOR rate of 4.75% and the collars are 4.19% and 3.96% respectively. Both instruments mature over the
next five years consistent with the maturity of the refated USDS$250C million loan. At 31 December 2006 the Group had interest rate
hedges with a notional contract amount of USD$176,250,000 (2005: USD$187.500,000).

The Group classifies interest rate hedges as cash flow hedges and states them at fair vaILIJe. The fair value as at 31 December 2006
was £695,000 (2005: £864,000) comprising a financial asset £685,000 (2005: £864,000). This amount was recognised as a non-trade
receivable in other current assets.

As at 31 December 2006

Effective Less than
Note  interest rate Total Tyedr 1toZyears 2todyears 3todyears 4toSyears
Cash and cash equivalents 15 3.4632% 23,327 23,327 - - - -
Secured bank loans ;
UsD$250,000,000 - 18 6.5388% (120,070) (20,437) (28,101} (33,211} (38,321} -
Finance lease liability * 18 6.8632% {(143) (99) (44} - - -

(96,886) 2,791 (28,145) (33,211} (38,321} -

" Inciudes tha affect of the interest rate cap. Includes a margin of 1.75% tor the period 1 January 2006 to 30 October 2006 and @ margin of 1.25% from 31 Octaber 2006 to 31 Decernber 2006.
** Liability bears interest at a fixed rate, '

As at 31 December 2005

Eftective Less than

Note interest rate Total 1 year 1tw2years 2to3years Jtodyears 4toS5years
Cash and cash equivalents 15 1.84100% 20,194 20,194 - - - -
Secured bank leans
USD$250,000,000 " 18 59931% (145,459) (8,728) {23273} (32,001) (37.819) (43,638
USD$1,650,000 * 18 6.1388% (960} (960} - - - -
EUR€5,000,000 * 18 4.1780% (3,435) (3,435) - - - -
Finance lease liahility = 18 6.8600% {280) {146) {134} - - -

(129,940} 5,925  (23.407) (32,001 (37.819) (43,638)

“ US dollar LIBOR rate of 4.2413% plus a margir of 1.75%.
** Liability bears interest al a fixed rate.

Foreign currency risk
The Group incurs foreign currency risk on sales and purchases that are denominated in currencies other than sterling. The currency
primarily giving rise 1o this risk is the US dollar.

The Group hedges at least 80% of the anticipated US dollar cash flows for net anticipated receivables/payables in the first three months
forward, at least 50% in months four to six forward and at least 25% in months seven to twelve forward. The Group uses forward
exchange contracts to hedge its foreign currency risk. All of the forward exchange contracts have maturities of less than one year

{rom the balance sheet date.

When financing material asset purchases or acquisitions the Group's policy is to create a natural hedge as far as possible in respect of
any borrowings used for such purposes. In respect of the ACMI acquisition, the Group applied this policy by raising the loan facility in US
dollars, being the principal currency of the assets acquired and the trade of ACMI.

The Group designates its forward exchange contracts hedging firm commitments and forecasted transactions as cash flow hedges
and states them at fair valug. The fair value of these forward exchange contracts as at 31 December 2006 was £51,000 (2005: a
liability of £147,000} comprising an asset of £94,000 (2005: £nil) that is recognised in non-trade receivables and a liabllity of £43,000
(2005: £147,000) recognised in non-trade payables.
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As at 31 December 2008, the Group had the following obligations to sell currency

Currency sold Amount outstanding Currency purchased Exchange rates Term
uUss 400,000 GBPL 1.8798 to 16 January 2007
uss 300,000 GBPL 1.8878 to 16 January 2007
uss . 150,000 AUSS 0.7425 to 29 January 2007
Uss | 300,000 GBPL 1.7861 to 31 January 2007
Uss 75,000 GBPL 1.7500 to 31 January 2007
uss 400,000 GBPL 1.8711 to 14 February 2007
uss$ 150,000 AUSS 0.7419 to 26 February 2007
uss 300,000 GBPL 1.7670 to 28 February 2007
US3 75.000 GBPL 1.7506 to 28 February 2007
uss 150,000 AUSS 0.7413 o 28 March 2007
Uss 200,000 GBPE 1.7493 to 30 March 2007
USs 175,000 GBPE 1.7805 to 30 March 2007
uss 125,000 GBPL 1.8866 to 16 April 2007
US$ 125,000 GBPL 1.8305 to 16 April 2007 -
uss$ 150,000 AUSSE 0.7470 to 26 April 2007
Uss 150,000 AUSE 0.7400 to 29 May 2007
Uss$ 150,000 AUSSE 0.7392 to 27 June 2007
US$ 150,000 AUSS 0.7385 to 27 Juiy 2007
Uss 150,000 AUSE 0.7377 o 29 August 2007
Uss 150,000 AUSSE 0.7369 to 28 September 2007
As at 31 December 2005, the Group had the {ollowing obligations to sell currency

Currency sold Amount outstanding Currancy purchased Exchange rates Term
Uss 208,000 GBPL 1.8045 to 31 January 2006
uss 250,000 GBPL 1.7402 to 17 March 2006
uUss 200,000 GBPL 1.7432 to 17 March 2006
Us$ 200,000 GBPL 1.8803 o 28 April 2008
Us$ 175,000 GBPL 1.8567 to 28 April 2006
US$ 300,000 GBPL 1.8278 to 28 April 2006
Us$ 75,000 GBPL 1.8050 o 28 April 2006
Uss 200,000 GBPL 1.8791 to 31 May 2006
Uss 250,000 GBPL 1.7199 to 31 May 2006
Us$ 75,000 GBPL 1.8246 to 31 May 2006
uss 175,000 GBPL 1.8559 to 31 May 2006
US$ 200,000 GBPL 1.7304 to 31 May 2006
USS 300,000 GBPL 1.8272 to 31 May 2006
uUs$ 200,000 GBPL 1.8779 to 31 May 2006
uss 375,000 GBPL 1.8043 to 31 May 2006
USE 175,000 GBPL 1.8551 to 30 June 2006
us$ 150,000 GBPL 1.8835 to 30 June 2006
Uss 225,000 GBPL 1.8925 to 30 June 2006
uss 150,000 GBPL 1.8816 to 31 July 2006
uss 75,000 GBPL 1.8643 to 31 July 2006
us$ 150,000 GBPL 1.8696 to 31 July 2006
uUss 300,000 GBPL 1.8000 to 31 August 2006
uss © 75,000 GBPL 1.8090 to 31 August 2006
US$ 300,000 GBPL 1.7859 to 29 September 2006
Us$ 375,000 GBPL 1.7234 to 31 January 2007

At 31 December 2005 the Group had obligations to sell US dollars under an Enhanced Forward Window Transaction agreement.
The exchange rate\for the transaction was dependent upon the prevailing spot rate three working days prior to the Settlement
Date. If the spot was greater than 1.7880, then the exchange rate used for conversion to sterling was 1.7880. If the spot rate was
between 1.6750 and 1.7880, then the exchange rate used was the spot rate, and if the spot was less than 1.6750, then the
exchange rate used was 1.7385. The fair value of this hedging contract on a mark to market basis was £23,000. This was
recognised as a financial liability and is contained within non-trade payables as at 31 December 2005. No such contractual

arrangements ex|sted as at 31 December 20086.

Adjustments to the fair value of cash flow hedges are reported in equity when designated as effective hedges The ineffective
portion is |mmed|ately recognised in the income statement. Otherwise the galns and losses will be reported in the income
statement only when the forecasted transaction occurs and is recognised in the income statement. A summary of the impact of

cash flow hedges on equity and on the income statement is disclosed on page 78.
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CONTINUED

22. Financial instruments (continued)}

Gains Losses Gains Losses
2006 2006 2005 2005
£000 £000 £000 £000
~ Adjustments reported in equity net of recycling '
At 1 January (809) 115 -
Changes in accounting policy relating to first-time adoption of 1AS 39 - - - 1i5
Fair value adjustments of effective cash flow hedges (244) _ 169 (809) -
At 31 December {1,053) 284 (809) 115
Adjustments reparted in income statement .
Ineffective portion of cash flow hedges charged to the income statement - 61} 1,880 -
Adjustments reported in income statement when the forecasted .
irangaction occurred 630 - 154 (343)
Effect on income statement of cash flow hedges 630 ‘ {61) 2,134 (343)

Sensitivity analysis

In managing irterest rate and currency risks the Group aims to reduce the impact of short-term fluctuations on the Group's earnings
through transaction exposures. The Group does not hedge its exposure to fluctuations in earnlngs based upon translation of foreign
currency earnings on cansolidation. Over the longer term, however, permanent changes in foreign exchange and interest rates would
have an impact on consolidated earnings.

The USD$250 million loan and USD$15 million revolver facilities attract interest based on US dollar LIBOR. It is estimated that a
general increase of one percentage point in interest rates would have decreased the Group s profit before taxation by
approximately £424,000 (2005: £628,000). Interest rate hedges have. been included in this calculation.

Although the Group consclidates a number of entities whose functional currency is not sterling, 87% of revenue is US$
denominated. It is estimated that a general reduction of 10 percentage poinis in the value of the US dollar against stering would
have decreased the Group's profit before taxation by approximatety £2,048,000 (2005: £2,375,000).

23. Operating leases
Future minimum lease payments under non-cancellable operating leases

As at As at

31 December 2006 31 December 2005

£000 £000

Less than one year . 435 2,394
Between one and five years 4,532 5,892
More than five vears 9,564 3,080
14,531 11,366

There are twa leases of significance within the Group. The lease of ane of the ACMI manufacturing sites has lease payments of
approxirately £561,000 per annum. The inception date of the lease was March 2003 and the lease ends in December 2009. Lease
increases of 3% per annum are included within the contract. The lease of the ACM! head office has lease payments of approxumatety
£626,000 per annum. The inception date of the lease was February 2002 and the Iease ends in April 2012. There are no provisions for
increases in rent in the terms of the contract.

During the year ended 31 December 2006 £3,037,000 (2005: £1,787 000) was recognlsed as an expense in the income statement in
respect of operating leases.

24. Related parties

Key management personnel compensation

In addition to their salaries, the Group also provides non-cash benefits to directors and executive officers and contributes to post-
emptoyment pension plans on their behalf.

Executive officers also participate in the Group’s share option and Long Term Incentive programmes.

Details of executive directors’ compensation can be found in the Directors’ Remuneration Report on pages 36 to 41 of this report.

Other key management personnel compensation comprised:

As at As at

31 December 2006 31 December 2005

£000 £000

Short-term employee benefits 1,267,939 994,289
Pension contributions 24 567 9,829
Termination benefits 271,074 347,215
Share based payments 591,432 246,864

2,155,012 1,598,197
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25. Group entities

The Company ar'l1d the Group has investments in the following subsidiary undertakings which affected the profits or net assets of the

Group. .
. L Country of incorporation Principal activity Holding %
Gyrus Medical Limited England & Wales Design, development, manufacture 160,447 ordinary shares of
(I and marketing of surgical systems £1 each ‘ 100
894 532 A preference shares
' of 50p each 100
' ] 39,389 B preference
‘ I shares of £2 each | 100
: 589,926 AA convertible
: shares of £1 each 100
i 259,100 BB convertible
! shares of £1 each 100
Gyrus Medical In¢* United States of America Design, development,
i : manufacture and marketing of
1 surgical instruments 100 shares of US$0.01 each 100
Gyrus Internation!ql Lid England & Wales Sales and marketing 50,000 ordinary sharas
| of medical devices of 10p each 100
Gyrus Holdings Ltd England & Wales Holding company 1,650,000 ordinary
i shares of £1 each . 100
Gyrus Investments Ltd England & Wales Holding company 1,650,000 ordinary
| shares of ©1 each 100
Gyrus ENT LLC" & -United States of America Design, development and 100 shares of
. : manufacture of medical devices {JS$0.01 each 100
Gyrus Medical BV Holland Sales and marketing
f of medical devices 350 shares of €45 each 100
Gyrus Medical BVB.A.* Belgium Sales and marketing
: of medical devices 186 shares of €100 each 100
Gyrus Medical Grri‘bH Germany Sales and marketing
1 of medical devices 100 shares of €260 each 100
Gyrus ACMI LP* ! United States of America Sales and marketing of 1,000 shares of US$1 each 100
‘ medical devices
Gyrus US Holdings Corporation  United States of America Molding company 1,600 shares of
i US$0.01 each 100
Gyrus Australasia Pty Ltd Australia Sales and marketing
l of medical devices 100 shares of AUS$1 each 100
Gyrus ACMI Inc” (fc:)rmedy United States of America Design, development, manufacture 1,000 shares of
ACMI Corporation)i and marketing of surgical systems US$0.01 each 100
ACMI International Inc* United States of America Sales and marketing
| of medical devices 100 shares of US$0.01 each 100
ACMI Canada inc”! Canada Sales and marketing
: of medical devices 100 shares of CAN$0.01 each 100
CByond Ltd* Israel Design and development 100 shares of
: of medical devices 1 lsragli Shekel each 100
ACMI Japan KIK* Japan Sales and marketing i
' of medical devices 200 shares of 50,000 Yen each 100
Cabot Technology Corporation®  United States of America Holding company 1,000 shares of US$0.01 each 100
ACMI SA* | France Sales and marketing 25,000 shares
of medical devices of EUR€E1.52 each 100
ACMI GmbH® Germany Sales and marketing
of medical devices 1 share of EUR€25,564.59 100
C2Cure Inc” United States of America Holding company 1,025,648 shares
of US$0.01 each 100

® indirect investments of the Company through wholly owned intermediary holding companies within tha Group.

{
I

i
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2005
2006 as restated (Note 1)
Note £000 CO00
Fixed assets
Tangible assets - 3 77 120
Investments 4 378,526 302,912
378,603 303,032
Current assets
Debtors — due within one year 5 14,923 19,048
Debtors - due after more than one year 5 120,070 145,884
Deferred tax asset 6 637 421
Debtors 135,630 165,354
Cash at bank and in hand 10,512 4,294
146,142 169,648
Créditors: Amounts falling due within one year 7 {101,787) {22.671)
Net current assets 44,355 146,977
Total assets less current liabilities . 422,958 450,009
Creditors: Amounts falling dug after more than one year 8 {(99,633) {136,731)
Net assets 323,325 313,278
Capital and reserves
Share capital 10 2,792 2,785
Share premium account 10 305,282 303,699
Merger reserve 10 299 299
Hedging reserve 10 685 884
Profit and loss account 10 14,257 5,631
Shareholders’ funds 323,325 313,278

These financial statements were approved by the Board of Directors on 15 March 2007 and were signed on its behalf by:

S Shaw B Steer
Chief Financial Officer

Executive Chairman

As permitted under the transition rules for the implementation of International Financial Reporting Standards as adopted by the EU
(IFRSs} the Company only financial statements for Gyrus Group PLC have been prepared under the historical cost convention,
modified to include revaluation to fair value-of certain financial instruments as required by FRS 26 {Financial Instruments:
Recognition and Measurement), in accordance with the Companies Act 1985 and UK Generally Accepted Accounting Practice

(UK GAAP),

As permitted by section 230 of the Companies Act 1985, the Company has not presented its profit and loss account.
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Accounting conventions
The financial staternents are prepared under the historical cost convention, with the exception of financial instruments which are
held at fair value as required by FRS 26, and in accordance with applicable accounting standards.

Basis of preparation

The following accountlng policies have been applied consrstently, except in relation to the accountrng treatment of options over the
Company’s equity granted to employees of subsidiary companies in accerdance with UITF 41, in dealing with items which are
considered material in relation to the financial statements.

Under Financial Hepomng Standard 1, the Company is exernpt from the requirement to prepare a cash flow statement on the
grounds that the parent undertaking ancludes the Company in its own published consolidated financial statements which can be
found on pages 43 to 79 of this annual report and accounts.

The company has taken advaniage of the exemption in Financial Reporting Standard 8 {'Related Party Disclosures') not to disclose
transactions with other members cf Gyrus Group PLC.

Intangible assets - licensing agreements
Licensing agreements are included at cost and depreciated over their useful economic life. Provision is made for any impairment.

I
Research and development
Expenditure on research and development, including that from which development fees are derived, is written off to the profit and
loss account as mcurred

Intellectual property rights
All expenditure on intellectual property rights, including the costs of patents and trademarks and the defence of the Group’s
intellectual propedy rights, is written off to the profit and loss account as incurred.

Foreign currencnes

Transactions denomlnated in fore:gn currencies are recorded at the exchange rate ruling on the date of the transaction. Monetary
assets and liabilitiés expressed in foreign currencies, are translated into sterling at rates of exchange ruling at the balance sheet date.
The resulting exchange differences are charged to the profit and loss account for the year.

I
Derivative flnanmal instruments
The Company uses derivative financial instruments 1o hedge its exposure to foreign exchange risks and interest rate risks arising from
operational and fi nancmg activities. In accordance with its treasury policy, the Company does not hold or issue derivative financial
instruments for tradlng pUrposes.

Derivatives are recorded at {air value and any gains or losses on remeasurement of fair values is taken to the income statement.
However, where derivatives qualify for hedge accounting, recognition of any resulting gain or loss depends on the nature of the item
being hedged. The fair value of forward exchange contracts is their quoted market price at the balance sheet date.

The fair value of mterest rate swaps is the estimated amount that the Company waould receive or pay to terminate the swap at the
balance sheet date taking into account current interest rates and the current creditworthiness of the swap counter parties.

Cash flow hedgmg
When a dérivative financial instrument is designated as a hedge of the variability in cash flows of a recognised asset or liability or highly
probable forecast transactron the effective part of any gain or loss on the derivative financial instruments is recognised directly in the
hedging reserve. If a hedge of a forecasted transaction subsequently results in the recognition of a financial asset or a financial liability,
then the assocrated gains or losses that were recognised directly in equity are reclassified into the income statement in the same
period or periods during which the asset acquired or liability assumed affects the income statement (i.e. when interest income or
expense is recognised).

[
The ineffective par’r of any gain or loss is recognised immediately in the profit and loss account.

When a hedging mstrument expires or is sold, terminated or exercised, or the Cornpany revokes desrgnatlon of the hedge relatronshrp
but the hedged forecast transaction is still expected to occur, the cumulative gain or loss at that point remains in equity and is
recognised in accordance with the stated policy when the transaction occurs. If the hedged transaction is no longer expected to take
place, then the cumulatrve unrealised gain or loss recognised in equity is recognised immediately in the profit and loss account.

Taxation ‘

Corporation taxes ‘are recorded on taxable profits at the current rate.

Deferred tax is recognised without discounting, in respect of all timing differences between the treatment of certain items for taxation
and accounting purposes which have arisen but not reversed by the balance sheet date, except as otherwise required by FRS 19:
Deferred Tax. In accordance with FRS 19, deferred tax assets are recognised to the extent that it is regarded as more likely than not
that there will be suntable taxable profits from which the future reversal of underlying timing differences can be deducied.
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Investment in subsidiary undertakings
The Company's investment in subsidiary undertakings is stated at cost less any provision for impairment.

Fixed assets and depreciation
Tangible fixed assets are stated at cost net of depreciation. Depreciation is provided to write off the cost less the estimated residual
value of tangible fixed asseis by equal instalments over their estimated useful economic lives as follows:

Fixtures and fittings - 3-10 years
Leasehold improvemenis — term of lease
Plant and machinery - 3-10 years

Pension scheme arrangements . ‘
The Company operates 4 defined contribution scheme. The assets of the scheme are held separately from those of the Company
in an independently administered fund. The pension charge represents contributions payable by the Company to the fund.

Share based payment transactions ;
In accordance with the transition provisions, FRS 20 has been applied to all grants of shares or share options made after
7 November 2002 that were unvested as of 1 January 2005,

The Company issues equity settled share based payments to certain employees. tquity settled share based payments are
measured at fair value at the date of grant. The fair value determined at the grant date of the equity settled share based payments
is expensed on a straight-fine basis over the vesting period, based on the Group's estimate of shares that will eventually vest.

The fair value of services received in return for share options granted to employees is measured by reference to the fair value of
share options granted. The estimate of the fair value of the services received is measured based on a stochastic option pricing
model. This model takes into .account the following variables: exercise price, share price at grant, expected term, expacted volatility
of share price, risk-free interest rate and expected dividend yield. '

The Company also gives employees the epportunity to purchase shares in the Company by participating in a share purchase plan.
The option price for the UK Save As You Earn scheme is the market price on the day preceding the invitation date discounted by
a maximum of 20%. The share options under this plan are also treated as equity settled share based payments and the fair value
calculated using a stochastic model.

In May 2005, the Company issued the first grant under the Gyrus 2005 Long Term Incentive Plan. This is a discretionary plan
which provides far the grant of conditional awards or nil cost options over 1p Ordinary Shares in the Company. Awards normally
vest following the third anniversary of grant once certain performance conditions havelbeen satisfied and provided that the
participant remains employed by the Company. The performance conditions are based on earnings per share growth. The fair
value of grants under this scheme are determined as being the mid market quote on the day preceding grant which is charged
to the profit and loss evenly over the three-year vesting period based on the Group's estimate of shares that will eventually vest.
Further options have besn granted under this scheme in 2006 and details of those grants are contained in the Company’s
consolidated financial results on pages 67 to 68 of this Annual Report and Accounts. !

Finance and operating leases

Where the Company enters inio a lease which entails taking substantially all the risk and rewards of ownarship of an asset, the
lease is treaied as a finance lease. The asset is recorded in the balance sheet as a tangible fixed asset and is depreciated over
its estimated useful life or the term of the lease, whichever is the shorter. Future instalments under such leases, net of finance
charges, are included in creditors. Rentals are apportioned on a sum of digits basis, between the finance element, which is
charged to the profit and loss account, and the capital element, which reduces the outstanding obligation for future instalments.
All other leases are accounted for as ‘operating leases’ and the rental charges are charged o the profit and loss account on a
straight-fine basis over the life of the lease. .
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1. Prior year adjustment

The accounts have been prepared on the same basis as the prror year except for the accounting treatment of options over the
Company's equity granted to employees of subsidiary companies. In accordance with UITF 41 the Company has accounted
for equity settled!share based payment arrangements with such employees as an increase in the value of the investment in
the subsidiary company. the increase being the benefit that the Company receives for the services of the employees with no
consideration payable by the subsidiary. The effect of the prior year adjustment is te increase the value of investments in
subsidiaries by £949,000 as at 31 December 2005 with a further increase of £1,457,000 as at 31 December 2006. There is
no impact on profit after taxation or earnings per share for the years ended 31 December 2005 and 31 December 2006.

The impact of the adjustment on investrments in subsidiaries, net assets and reserves is shown below.

‘ 2006 2005
; £000 £000
Investrnent in subsidiaries
As previous policy 376,120 301,963
Eifect of increase in investment in subsidiaries arising from adoption of UITF 41 2,406 949
As restated ‘ 378,526 302,912
t
' 2006 2005
, £000 £000
Net assets :
As previous policy 320,919 312,329
Effect of increase in investment in subsidiaries aris