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Buy 125p Devro
Potential upside 12% Q3 shows further improvement
Target price 140p Devro’s Q3 update confirms that further progress has been made in trading

since the half year and that the group now expects to beat consensus
estimates for the full year. We have increased our FYO9E PBT forecast by

Market cap £204m £1.2m to £24.5m reflecting a better result from foreign exchange and
12m high / low 136p/74p manufacturing efficiencies. Our target price moves up to 140p and we
Average daily volume (000s) 260 continue to rate the stock a BUY.
Sector Food Producers
Index FTSE Small Cap
RIC / Bloomberg DVO.L/DVOLN Key Forecasts
Implications for forecasts A Year end: 31 December 2008 2009E 2010E
Turnover (£m) 183.1 222.7 230.6
PBT (normalised) (Em) 18.3 245 26.5
EPS (norm, continuing) - FD (p) 7.8 11.0 1.7
Share price performance DPS (p) 4.45 445 470
140 PE (normalised) (x) 16.0 114 10.7
EV/EBITDA (x) 71 6.1 5.7
123 FCF yield (%) 5.1 33 8.2
Dividend yield (%) 36 36 38
105 Source: Company accounts/Investec Securities estimates
88
70 4 T 1 B Devro has issued an IMS for the trading period from 1 July to date, confirming
Nov-08 May-09 Nov-09 that trading has continued to improve since its half year. As a result, most areas
are either now on or ahead of target and the group expects to exceed
1m 3m 12m consensus forecasts for FY09.
s PTiCE (2.0) 44 67.8 B In terms of revenues, the key drivers remain the same as 1H. Volumes continue
=~ Rel. All Share (1.8)  (47) 368 to show solid progress, once again driven more by the developing countries
Rel. Sector (not shown) (1.6) (8.3) 8815

such as Latin America and the Asia Pacific region. In addition to volume growth
in the period, the group continues to make progress on pricing and there has
been a further notable (mid teens %) fx translation benefit as well.

Source: JCF Group

B In the first half, although there was a sizeable benefit to revenue from fx (c17%
or £14m), there was only a very modest addition to operating profit due to the
geographic mix of profits, and also because translation benefits were offset by
some adverse transaction movements. In the second half to date, the
transactional movements have been less adverse, so we are expecting a slightly
more favourable exchange impact on profits to feed through. This is one area in
which we are adjusting our forecasts up. We had previously assumed a £1m
profit reduction from fx for FYO9E, but we move this up marginally to a £0.5m
reduction now. This still allows for some tougher Q4 comparatives on exchange
given sterling’s collapse last year from November.

B The other area where the group’s performance has improved is in
manufacturing efficiencies. In 1H, the group was impacted by variability in the
quality of its raw collagen supplies, but in 2H these issues are absent.
Additionally, the benefits of the restructuring of the Czech manufacturing
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operations (new capacity added at Jilmenice to replace capacity at the old
Korenov site) are also now starting to feed through. This project is expected to
eventually reduce annual costs by around £2m. We had previously estimated a
£4.5m benefit to operating profit from manufacturing efficiencies, but we
increase this to £5.2m.

B Collagen prices continue to run above 2008 levels, reflecting the tight supply
conditions, but this is no worse than already anticipated in our forecasts. As
expected, the energy costs have improved in 2H.

B Overall, therefore, we are increasing FYO9E EBIT by £1.2m from £24.3m to
£25.5m. After £1m of bank interest this gives a normalised pre-tax profit of
£24.5m (previously £23.3m, excluding pension finance). In arriving at reported
pre-tax profit forecast, there is an exceptional credit (reported in 1H) of £1.8m
and £1.5m of charges relating to pension finance. We have excluded both of
these numbers in calculating EPS.
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B Our new FYO9E EPS is 11.0p, a 9% increase versus previous estimates,
adjusted for pension finance. For FY10E, we have increased normalised pre-tax
forecasts by a similar magnitude to £26.5m and EPS of 11.7p. In light of these
changes, and the general market re-rating seen since we last reviewed our
target price (August), we have increased our target price at 140p (from 117p),
based on a sector average EV/EBITDA of 6.1x to Dec 201E. Hence we continue
to rate the shares a BUY.
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Definition of research ratings UK stock ratings distribution
Expected 12m performance Coverage universe Investment banking clients
Buy Appreciation of 10% or more Count % of total Count % of total
Hold Appreciation or depreciation of less than 10% Buy 140 58% 64 46%
Sell Depreciation of 10% or more Hold 87 36% 14 16%
Sell 16 7% 0 0%

Source: Investec Securities

Investec Bank plc (Investec) has investment banking relationships with a number of companies covered by our Research department. In addition we may seek an investment banking
relationship with companies referred to in this research. As a result investors should be aware that the firm may have a conflict of interest which could be considered to have the
potential to affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.

Our policy on managing actual or potential conflicts of interest can be found at www.investec.com/UnitedKingdom.

Analyst certification

Each research analyst responsible for the content of this research report, in whole or in part, and who is named herein, attests that the views expressed in this research report
accurately reflect his or her personal views about the subject securities or issuers. Furthermore, no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in this research report.

Third party research disclosures / Additional disclosures:

This report has been produced by a non-member affiliate of Investec Securities (US) LLC and is being distributed as third-party research by Investec Securities (US) LLC
in the United States. This Report is not intended for use by or distribution to US corporations or businesses that do not meet the definition of a major institutional
investor in the United States, or for use by or distribution to any individuals who are citizens or residents of the United States. Investec Securities (US) LLC accepts
responsibility for the issuance of this report when distributed in the United States to entities who meet the definition of a US major institutional investor.

Investec makes a market in the securities of Devro. Investec has received compensation from Devro for investment banking services within the past 12 months.  Investec expects
to receive or intends to seek compensation for investment banking services from Devro in the next 6 months.

Please note: As of October 2006, Investec Securities moved to the Buy/Hold/Sell structure defined above from a Strong Buy/Buy/Hold/Reduce/Sell recommendation structure. In the
old structure performance was measured relative to the FTSE All Share with: greater than 20% out performance for a Strong Buy; between 10% and 20% out performance for a Buy;
less than 10% out/under performance for a Hold; between 10% and 20% under performance for a Reduce; and greater than 20% under performance for a Sell. Historic
recommendations are unchanged in the following ratings plotter chart(s).

Devro Ratings Plotter as at 09 Nov 09
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Disclaimer

This report has been issued or approved for issue by a member of the Investec Group of companies ("Investec
Group") listed below and has been forwarded to you solely for your information and should not be considered as an
offer or solicitation of an offer to sell, buy or subscribe to any securities or any derivative instrument or any other
rights pertaining thereto (“financial instruments"). This report is intended for use by professional and business
investors only. This report may not be reproduced without the consent of Investec Group or one of its affiliates
(“Investec").

The information and opinions expressed in this report have been compiled from sources believed to be reliable, but,
neither Investec, nor any of its directors, officers, or employees accepts liability from any loss arising from the use
hereof or makes any representations as to its accuracy and completeness. Any opinions, forecasts or estimates
herein constitute a judgement as at the date of this report. There can be no assurance that future results or events
will be consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an
indication or guarantee of future performance, and no representation or warranty, express or implied is made
regarding future performance. This information is subject to change without notice, its accuracy is not guaranteed, it
may be incomplete or condensed and it may not contain all material information concerning the company and its
subsidiaries. Investec is not agreeing to nor is it required to update the opinions, forecasts or estimates contained
herein.

The value of any securities or financial instruments mentioned in this report can fall as well as rise. Foreign currency
denominated securities and financial instruments are subject to fluctuations in exchange rates that may have a
positive or adverse effect on the value, price or income of such securities or financial instruments. Certain
transactions, including those involving futures, options and other derivative instruments, can give rise to substantial
risk and are not suitable for all investors. This report does not have regard to the specific instrument objectives,
financial situation and the particular needs of any specific person who may receive this report. Investors should seek
financial advice regarding the appropriateness of investing in any securities, financial instrument or investment
strategies discussed in this report.

Investec (or its directors, officers or employees) may, to the extent permitted by law, own or have a position in the
securities or financial instruments (including derivative instruments or any other rights pertaining thereto) of any
company or related company referred to herein, and may add to or dispose of any such position or may make a
market or act as a principal in any transaction in such securities or financial instruments. Directors of Investec may
also be directors of any of the companies mentioned in this report. Investec may from time to time provide or solicit
investment banking, underwriting or other financial services to, for or from any company referred to herein. Investec
(or its directors, officers or employees) may, to the extent permitted by law, act upon or use the information or
opinions presented herein, or research or analysis on which they are based prior to the material being published.
Investec may have issued other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of
the analysts who prepared them.

The securities or financial instruments described herein may not have been registered under the US Securities Act
of 1933, and may not be offered or sold in the United States of America or to US persons unless they have been
registered under such Act, or except in compliance with an exemption from the registration requirements or such
Act. US entities that are interested in trading securities listed in this report should contact a US registered broker
dealer. Investec Securities (US) LLC accepts responsibility for the issuance of this report when distributed in the
United States to US persons who meet the definition of a US major institutional investor. The distribution of this
document in other jurisdictions may be prohibited by rules, regulations and/or laws of such jurisdiction. Any failure to
comply with such restrictions may constitute a violation of United States securities laws or the laws of any such
other jurisdiction.

To our readers in the United Kingdom, this report has been issued by Investec Bank plc, a firm authorised and
regulated by the Financial Services Authority and a member of the London Stock Exchange. This report is not for
distribution to retail clients.

To our readers in the Republic of Ireland, this report has been issued or approved for issue in the Republic of
Ireland by either Investec Bank plc (Irish branch), a firm authorised by the FSA and regulated for investment
business by the Financial Regulator or Investec Ireland Limited which is authorised and regulated by the Financial
Regulator.

This report is disseminated in South Africa by Investec Securities Limited, which is regulated by the Financial
Services Board and the Johannesburg Stock Exchange, and in Switzerland by Investec Bank (Switzerland) AG.

This report is not intended for use by, or distribution to, US corporations that do not meet the definition of a major
US institutional investor in the United States or for use by any citizen or resident of the United States.

©2009

This publication is confidential for the information of the addressee only and may not be reproduced in whole or in
part, copies circulated, or disclosed to another party, without the prior written consent of Investec Group or one of its
subsidiaries or affiliates. Securities referred to in this research report may not be eligible for sale in those
jurisdictions where a member of the Investec Group is not authorised or permitted by local law to do so. In
particular, the Investec Group does not allow the redistribution of this report to non-professional investors and
cannot be held responsible in any way for third parties who effect such redistribution.
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