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Morning Meeting Notes 

 

 

 Devro has reported full year profits ahead of our expectations with a pre-
exceptional pre tax profit of £18.8m versus our forecast of £16.9m. The reported 
result was also ahead of our 2009E forecast. EPS on this number were 8.2p 
(versus forecast 7.2p) and the dividend was held at 4.45p. The 2007 numbers 
have been restated (although the pre-tax does not change) to reflect the transfer 
of pension finance income (£585k) out of operating profit and into the finance 
line as is now more common practice. There was a £3.5m exceptional which 
predominantly reflects the provision for the closure of Korenov.  

 The sales line showed a very strong increase of 17%, although this included 
some 11% from currency, largely driven by translation of overseas results on 
weaker sterling. At the EBIT level, operating profit benefited by £2.4m from 
currency, all of which arose in 2H.  

 The remaining 6% revenue growth was a mixture of price at +3.2% and volume 
+3%.  This reflects the group’s delivery of improved pricing during 2008 with the 
original target of 2.5% exceeded. In light of these pricing moves, the volume 
achieved was pleasing. The increased pricing was required, as indicated during 
2008, to offset higher costs – the price increases generated an additional profit 
of £5m, but this was entirely offset by higher input costs (largely utilities and 
labour).  

 The group continues to focus on the efficiencies of its plants and some headway 
was made in restoring profits in Scotland, although there is further to go. In the 
Czech Republic, the group has already announced the closure of the Korenov 
facility once further investment in new lines in Jilemnice has been completed. 

 

Market cap £137m
12m high / low 90p/64p
Average daily volume (000s)  352
Sector Food Producers
Index FTSE Small Cap
RIC / Bloomberg DVO.L / DVO LN
Implications for forecasts 

Share price performance 
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Feb-08 Aug-08 Feb-09
 

 1m 3m 12m
 Price (0.6) 9.8 1.2
 Rel. All Share (0.6) 11.6 44.1

Rel. Sector (not shown) 8.1 13.8 24.8
Source: JCF Group

Analyst 
Nicola Mallard 
+44 (0) 20 7597 5053 
nicola.mallard@investec.co.uk 

Devro

Key Forecasts UNDER REVIEW - previous forecasts below
Year end: 31 December 2007 2008E 2009E
Turnover (£m) 156.3 180.9 187.9
PBT (normalised) (£m) 15.6 16.9 17.6
EPS (norm, continuing) - FD (p) 7.1 7.1 7.4
DPS (p) 4.45 4.45 4.45
  
PE (normalised) (x) 11.9 11.8 11.4
EV/EBITDA (x) 5.6 5.2 5.1
FCF yield (%) 4.3 6.9 2.3
Dividend yield (%) 5.3 5.3 5.3

Source: Company accounts/Investec Securities estimates
 

Pricing and currency help profits 

Devro had a strong close to the year assisted by the currency benefit of 
weaker sterling and has exceeded our 2008 (and 2009E) forecasts. For 2009E,
the currency benefit should continue (on present rates) and we expect the
group to once again offset expected inflation with higher pricing. Underlying
volume growth looks solid and should help drive the business forward. We
expect to upgrade our 2009E forecasts and target price. 

Buy 84p

Potential upside 
Under 
Review 1.2%

Target price 
Under 
Review 85p

Investec acts as Broker to Devro
Readers in all geographies please refer to disclosures on page 3. 
THIS DOCUMENT IS A MARKETING COMMUNICATION. It has not been prepared in accordance with the rules in
the Conduct of Business Sourcebook designed to promote the independence of research and is also not subject to
any prohibition on dealing ahead of the dissemination of research. 
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The savings from the closure of Korenov are anticipated to be in the region of 
£2m, accruing from 2010E.  

 In 2009E, there are a number of factors which will influence forecasts. The first 
is currency as we expect a further translation benefit in 2009E to help both 
revenue and EBIT. We also have been warned to expect some cost inflation in 
raw materials (collagen due the shortage of cattle hides) and labour. Whilst 
energy costs look set to fall in 2H 2009E, there may be little benefit over 2008 
given last year contained a favourable energy cost in the first half. The group will 
continue with its efforts on the pricing front and hopes to again show some 
success which should help to offset this cost pressure. Taking all of these 
factors into account we are forecasting an operating profit increase in 2009E of 
£2m.  

 The group should see a healthy reduction in its “normal” interest charge as 
lower market rates feed through. However the pension finance line is expected 
swing from a positive £0.6m in 2008 to a charge of £1.4m in 2009E. This is likely 
to take our 2009E PBT number to £19.7m with EPS of 8.5p (previously £17.6m, 
EPS 7.4p).  

 Given this higher forecast, we will also review our target price. For our previous 
target price, of 85p, we have assumed the stock trades on a sector average 
EV/EBITDA for 2009E (currently 5.2x). This would suggest a target price of 
c.100p, hence we retain our Buy recommendation.   
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Devro Ratings Plotter as at 17 Feb 09

Source: Investec Securities estimates, FactSet
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UK stock ratings distribution 
 Coverage universe Investment banking clients

Count % of total Count % of total
Buy 100 46% 50 50%
Hold 86 40% 9 10%
Sell 30 14% 1 3%

Source: Investec Securities

Definition of research ratings 
 Expected 12m performance 
Buy Appreciation of 10% or more 
Hold Appreciation or depreciation of less than 10% 
Sell Depreciation of 10% or more 
  
  

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). 
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