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Dechra

Pharmaceuticals PLC

Welcome to Dechra Pharmaceuticals PLC

Dechra is an international specialist veterinary pharmaceuticals and related products
business. Our expertise is in the development, manufacture, and sales and
marketing of high quality products exclusively for veterinarians worldwide.

Our Strategy

To continue to develop our position as an international, high margin, cash generative,
specialist veterinary pharmaceuticals and related products business with a clear
focus on key therapeutic areas: dermatology, ophthalmology, equine medicine,
anaesthesia and analgesia, endocrinology, cardiovascular disease, food producing
animal antimicrobials and pet diets through:

Pipeline Portfolio Geographical
Delivery Focus Expansion Acquisition

& 000

Investor Website

We maintain a corporate website at
www.dechra.com containing a wide
range of information of interest to both
institutional and private investors including:
e | atest news and press releases

e Annual reports and investor presentations

Look Out For These Icons

Find out more about a specific topic @ View further content on our website: ; Scan the QR code with your smart

www.dechra.com device to visit our website.

ains certain forward-looking statements. g statements reflect th ledge and information available to the Company during

Ip to the public: 0 y thel nces and rela nts that may occur in the future and thereby involving a
degree of uncertainty. Therefore, nothing in this document should ed as a profit forec:




Financial Highlights
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Total Revenue

£193.6m

2013: £189.2m
CER™: Up 1.6%

£: Up 2.3%
©
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2012 2013 2014

Underlying Operating Profit

£42.2m

2013: £39.1m

CER*™: Up 7.2%
£: Up 7.9%
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2012 2013 2014

EU Pharma Revenue

£172.4m

2013: £168.7m

CER*: Up 1.0%
£: Up 2.2%

168.7
172.4

104.8

2012 2013 2014

Underlying Diluted Earnings per Share

36.32p

2013:29.07p

CER*: Up 23.9%
£: Up 24.9%

29.07
36.3

21.28

2012 2013 2014

* CER is defined as Constant Exchange Rate against prior year, whilst £ is at reported (actual) exchange rate.

A reconciliation to reported measures can be found on page 41.

Operational Highlights

US Pharma Revenue

£21.2m

2013: £20.5m

CER*: Up 6.8%
£:Up 3.4%
o

-

N

20.5

19.6

2012 2013 2014

Dividend per Share

15.40p

2013: 14.00p

CER*: Up 10.0%
£:Up 10.0%

14.00
15.40

12.27

2012 2013 2014

¢ Approval of a major new equine product, Osphos®, with e Group revenue up by 1.6% (CER); positive momentum in the

launch targeted for quarter one of the 2015 financial year in

the US and the UK.

e Good progress on the pipeline; dossier submitted for approval
of a novel canine endocrine product in the US and EU.

¢ All EU markets are showing growth, with the exception of the

Netherlands.

second half with revenue growth of 4.0% (CER).

Completed the acquisition of the trade and assets of PSPC
Inc., which will expand our US product portfolio.

Newly established Italian subsidiary opened in March 2014.
Significantly improved net debt position of £5.0 million (2013:

£80.8 million) following divestment of the Services Segment.

e Strong performance in the US driven by our key products
growing well and the Ophthalmic range relaunch, partly offset

by continuing supply issues.

www.dechra.com Stock code: DPH
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Our Group at a Glance

EU Pharmaceuticals
Dechra Veterinary Products EU (DVP EU)

3239 13@

Employees Countries

Dechra Pharmaceuticals Manufacturing (DPM)

3280 26

Employees Manufacturing Sites

DVP EU markets and sells Dechra’s veterinary products throughout
Europe and exports to over 40 countries. The business has an
operating board of eight senior managers, and is managed from
Bladel, the Netherlands, Sansaw, UK, and Uldum, Denmark. In
total, DVP EU employs 323 people. Inventory is managed through
a central distribution centre in Uldum, Denmark.

DVP EU has sales operations in 13 countries: Belgium, Denmark,
France, Finland, Germany, Ireland, Italy, the Netherlands, Norway,
Portugal, Spain, Sweden and the UK, each run by a country
manager. DVP EU also exports to other European countries
such as Austria, Czech Republic and Poland, as well as other
territories including Australia, Brazil, the Middle East and the

Far East.

The key products in the DVP EU portfolio are predominantly
Companion Animal and Equine Products; however, with the
acquisition of Eurovet® in 2012, the range expanded into the
food producing animal market.

DVP EU also markets a range of specialist, therapeutic and
maintenance pet diets, branded Specific®.

DPM produces the vast majority of Dechra’s pharmaceuticals
and also manufactures for third parties on a contract basis.

The key strategic objectives of manufacturing are to produce
Dechra’s veterinary pharmaceutical product range efficiently and
economically, maintain a robust and reliable supply chain

for the Group and to contribute revenue and profit to the
business through third party manufacturing.

Skipton

The site at Skipton employs 220 people, and offers a
comprehensive range of pharmaceutical manufacturing

and packing services, predominantly for Companion Animal
Products. The site is dual-licensed to produce both veterinary
and human products. The site includes Pharmaceutical
Development, Routine QC (Quality Control) and Stability Testing
and Validation Laboratories.

Bladel

The site at Bladel employs 108 people. The operation
complements the Skipton site, predominantly manufacturing
products for food producing animals in large scale batches. This
site also has an aseptic manufacturing facility to produce sterile
injections, an important competence in DPM’s manufacturing
portfolio. As in Skipton, the site includes QC and Development
Laboratories.

Profit Evolution Revenue for the EU Manufacturing
for EU Pharmaceuticals Segment Volumes
60.0
50.0 49.0
45.8

. 400 £172.4m
< 30.0 28.9
9
o

20.0 .

10.0 ' .

® CAP 46% Diets 16% ® Internal 54%
0 ® Equine 7% Third Party @ Contract Manufacturing 46%

2012 2013 2014 FAP 21%

Manufacturing 10%

page 14.

Find out more about Our Business Model on

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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US Pharmaceuticals

940 20

Employees Locations

Product Development

540 40

Employees Locations

Dechra Veterinary Products US (DVP US) markets and sells
Dechra’s veterinary products across the US, the world’s largest
animal health market. The business is strategically located in
Kansas City, at the heart of the ‘Animal Health Corridor’, an
area recognised globally for its concentration of animal health
businesses. DVP US expanded during this financial year with
the acquisition of PSPC Inc.’s manufacturing unit, based in
Melbourne, Florida.

Led by an operating board of four senior managers, DVP US
comprises 54 employees at year end, 28 of whom are
field-based sales representatives responsible for around
1,000 clinics each. The rest of the team consists of marketing
professionals, in-house veterinarians, field veterinarians,
technical support staff and a customer service team.

DVP US currently markets Companion Animal and Equine
Products.

The Product Development and Regulatory Affairs (PDRA) team
develops and licenses Dechra’s own branded veterinary product
portfolio of novel and generic pharmaceuticals. Additionally, the
team manages post approval adverse event reporting, periodic
product renewals and other activities required to maintain the
product approvals.

The team of 54 people at 30 June 2014 is split into European
Regulatory Affairs, US Regulatory Affairs, Pharmaceutical
Development and Product Development. They work at four
locations: Overland Park, USA, Sansaw, England, Skipton,
England, and Bladel, the Netherlands. The team includes
veterinarians, formulation chemists, pharmacists, analysts,
clinical trial managers and product development managers.

Profit Evolution
for DVP US

6.2 ‘

6.1
6.0

Revenue for DVP US

6.0

59
5.9 £21.2m

5.8
5.6

Profit £m

5.6
5.5

5.4 ® CAP 95%

5.3 ® Equine 5%
2012 2013 2014

Development Spend

9.0 6o 82
8.0

7.0

6.0 57

5.0

4.0

3.0

2.0

1.0

0.0
2012 2013 2014

Development spend £m

www.dechra.com Stock code: DPH
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Chairman’s and Chief Executive Officer’s Statement

We are pleased to report that the Group has delivered
a solid performance with revenue and operating
margins increasing in the majority of countries in

which we trade. Following a difficult start to the year,
predominantly due to a disappointing performance in
the Netherlands and continuing supply issues in the US,
we experienced positive momentum in the second half
with improved revenue growth of 4.0% compared to a
decline of 0.7% in the first half (at CER). This creates a
strong platform for the start of our new financial year.

Michael Redmond
Non-Executive Chairman

lan Page
Chief Executive Officer

“We have focused on
our four key growth
drivers, namely portfolio
focus, pipeline delivery,

geographical expansion
and acquisition.”

Following the divestment of the Services
Segment in August 2013, which created
a pure veterinary pharmaceuticals and
related products business, we have
focused on our four key growth drivers,
namely portfolio focus, pipeline delivery,
geographical expansion and acquisition:

e we have optimised returns from our
existing portfolio by achieving a higher
gross margin;

e our pipeline has delivered a major new
equine product, Osphos, and we have
received regulatory approval to relaunch
our ophthalmic range in the US;

e geographical expansion has continued
with the establishment of a new
subsidiary in ltaly, whilst planning is
at an advanced stage to commence
trading in Canada; and

e we have completed a strategic
acquisition in the US, which has
both increased our critical mass and
bolstered our product portfolio.

Portfolio Focus

Our aim is to maximise revenue and
profits from our existing portfolio through
a clear focus and a strong market
position in eight therapeutic sectors:
dermatology, ophthalmology, equine
medicine, anaesthesia and analgesia,
endocrinology, cardiovascular disease,
food producing animal antimicrobials and
pet diets.

Maximising revenues and profit

(i) Driving revenue growth

Our focus on defined therapeutic
categories and extensive marketing and
sales capabilities have enabled us to
deliver growth in almost all our target
therapeutic sectors:

within our major sector, endocrinology,
Forthyron® and Felimazole® have

seen growth in the EU, whilst in

the US, Vetoryl® and Felimazole

have increased by 24% and 19%
respectively;

our unique market leading brands

in dermatology, Canaural® and
Malaseb™, continue to expand. The
current strong performance of our
range of medicated shampoos will

be further enhanced by the recent
launch of a new formulation in the US,
MiconaHex+Triz™:;

Cardisure®, our cardiovascular product,
the only branded, differentiated
pimobendan generic within the EU, has
delivered exceptional growth of 32%
across all our key European markets;

our unique anaesthetic and analgesic
product, Comfortan®, is highly rated
by veterinarians and has grown by
40%. By offering a comprehensive
range of critical care products, we are
successfully retaining market share
despite strong competition; and

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014



\We-achieved a significant
the approval of a majér ing

branded Osphos

e within ophthalmology, Fucithalmic® Vet
remains the leading first line treatment
for eye infections. We are also pleased
to report that we have successfully
re-launched Vetropolycin® and
Vetropolycin HC within the US market
following the resolution of long term
supply issues.

Our success is driven by our ability to
offer unique and specialised products
that address veterinarians’ requirements.
This, in turn, is supported by clear
branding and marketing messages,
examples of which can be found on
page 29.

(i) Increasing profits through our own
distribution
We have brought in-house a number
of products that were acquired through
Eurovet, which were historically marketed
through distribution partners, thereby
enabling the Group to retain the full
margin and enhance sales focus.
Contracts with the previous partners
ended in December 2013, allowing us to
market Forthyron in France and Sweden,
and Atipam® and Sedator® in the
Nordics from January 2014.

e

(iii) Positioning Dechra as a trusted
partner to veterinarians

We provide solutions that add value to

veterinarians by supporting them in their

daily clinical work and keeping them

abreast of developments in our key

therapeutic sectors.

We have updated the Dechra Academy
online tool, a well respected platform
that can be accessed by all veterinarians
and provides certified Continuous
Professional Development in a number
of our therapeutic focus areas. We

have also conducted over 165 evening
meetings in the US, presenting
endocrinology seminars with an average
of 35 veterinarians attending each
session. This demonstrates our ability to
support veterinarians in improving their
understanding of our areas of therapeutic
expertise.

Food Producing Animal Antimicrobials
Our strategic intent is to build critical
mass over the medium to long term;
however, within the financial year, sales in
this sector declined by 7.3% at CER.

Strategic Report Our Business and Strategy

aeydar with
rogiu [

2

This anticipated decline was due to a
very competitive environment and a
global focus on antimicrobial reduction.
The Netherlands has seen the largest
decline and overall is our only European
market not to have shown total growth
within the year. As previously reported,
Dutch veterinarians have reduced
antibiotic usage by over 50% in the last
three years due to government pressure.

Despite the recognised benefits of some
of our water soluble products, we believe
that the Group has further exposure to the
decline in antimicrobials, predominantly in
Germany where we have a strong market
position. In the majority of other markets
in which we trade, we have low market
shares and we anticipate that we should
be able to compensate for any decline in
the market by increasing our volumes.

Pipeline Delivery

Our aim is to deliver the ongoing
development projects and ensure we
continuously refill the pipeline in order to
sustain the flow of new products.

To learn more about Osphos read the case
Yy study on page 58.

www.dechra.com Stock code: DPH
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Chairman’s and Chief Executive Officer’s Statement continued

Delivering the existing pipeline

We achieved a significant milestone in
April 2014 with the approval in the US
and UK of a major new equine product,
branded Osphos. We also submitted
our EU dossier in July 2014 having
completed the studies to establish a
maximum residue limit for the product.
Osphos (clodronate injection) is used
for the control of the clinical signs
associated with navicular syndrome

in horses. Navicular syndrome occurs
in approximately 6% of horses and
causes pain and lameness in the
forelimbs. Osphos is applied as an
intramuscular injection by the veterinarian
and demonstrates measurable clinical
improvement.

Following the successful registrations
reported last year, we have introduced
the following products:

e Buprenodale® Multidose Injection
launched in 16 European countries
in October 2013. Buprenodale is a
generic Buprenorphine injection which
complements our analgesics portfolio;
and

e felimazole Tablets 1.25mg launched
in 12 European countries in
September 2013. Felimazole is our
leading endocrinology treatment for
hyperthyroidism in cats. The 1.25mg
dosage strength provides flexibility on
dosing options and was introduced to
differentiate our product from recent
generic competition.

Progress in our US pipeline is important
to continue to deliver organic growth:

e MiconaHex+Triz™ was formulated and
launched as a shampoo, topical spray
and wet wipes to complement our
dermatological range and to compete
with the market leading brand whose
patents have recently expired; and

e Vetropolycin and Vetropolycin HC
have been successfully transferred
into a new manufacturing site with the
necessary variations to the licenses
completed and approved by the
FDA. These ophthalmic products are
unique in being the only veterinary
approved products within their sector
and were relaunched at the end of

our financial year in June 2014. They
were historically sold by the Group
up until January 2010 and achieved
historic peak sales of US$2.2 million
per annum. However, manufacturing
supply issues with a third party
contractor resulted in the product
coming off the market in 2010.

Finally, to support our global expansion
strategy, registrations into new subsidiary
territories were also achieved, for example:

® Felimazole Tablets in South Korea in
October 2013;

e felimazole Tablets 1.25mg in Canada
in September 2013; and

e Sedator and Atipam in Israel in
February 2014.

Pipeline Progress Update
The following progress has been made
on our pipeline products:

e dossiers have been submitted for both
the US and EU for a new novel canine
endocrinology product following the
completion of a successful clinical trial;

e a pivotal clinical trial is under way for a
canine endocrine opportunity;

e characterisation studies are ongoing
for canine dermatological and canine
ophthalmology products;

e clinical trials for a feline endocrinology
drug were suspended during the
third quarter of our financial year due
to concerns over the formulation.
A revised formulation is now being
assessed for suitability to recommence
the trial;

e a number of generic and range
extension dossiers have been
submitted within the EU and are
currently under review; and

e Osphos has been submitted in
Australia and Canada.

Refilling the pipeline

We are focused on continuously
identifying and evaluating new ideas

and we have screened several new
opportunities within the period. As a
result we have started new development
projects as shown on page 25.

We are of course in the early phases of
these programmes but these new projects
increase the depth of our pipeline.

Additional potential candidates are still
being assessed and we expect further
progress next year.

Geographical Expansion

We aim to expand geographically through
a strategy addressing short, medium

and long term opportunities. In the short
term we are opening subsidiaries where
we have existing critical mass. For the
medium to long term we are developing
our plans to build a presence in new
geographies where there is a recognised
market opportunity.

The start of trading in Italy on 1 March
2014 represented a major milestone for
Dechra as it is the first major territory we
have entered as a greenfield start-up since
the US in 2004. The financial justification
for setting up our own subsidiary is clear:
the value of the margins retained by
selling our own products exceeds the
incremental infrastructure costs, therefore
delivering additional profit to the bottom
line. We appointed an experienced
country manager who led the process

to establish the office and recruited a
skilled team based in Turin. Distribution
agreements with our main Italian
distributors were terminated, with our
contractual obligations ending in February
2014. Since the start of trading under our
own Dechra brand, sales have been in line
with our expectations.

We are following a similar process

in Canada with the appointment of

a country manager who has set up

an office facility in Montreal. We have
two major distributors in Canada; our
contractual obligations with one of
them wiill terminate in December 2014,
therefore, trading will commence in
January 2015.

We have identified other countries and
conducted thorough market reviews to
ascertain the feasibility of future greenfield
start-ups. We are currently preparing
detailed financial plans with the intention
of trading in another new territory during
the 2016 calendar year.

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014



Our Export department has focused

their commercial efforts on a number of
key territories. The Regulatory team has
provided product registration support.
Our objective is to obtain enough product
registrations to build a critical mass

to support our subsidiary expansion
strategy in future years. To accelerate this
process additional regulatory support is
being recruited.

Acquisition

We aim to identify and complete
acquisitions that will increase
Dechra’s value and improve returns to
shareholders.

In May 2014 we announced the
acquisition of the trade and assets

of PSPC Inc., for a consideration of
US$8.5 million. In addition to the initial
consideration Dechra will pay royalties
on total net sales of 10.0%, which will
increase by 2.5% once annualised sales
exceed US$7.5 million with a further
increase should sales exceed US$12.5
million. Subsequent to the acquisition

of the trade and assets, in June 2014
we acquired PSPC’s facility for a further
US$3.0 million. PSPC'’s principal product,
Phycox®, is a nutraceutical with historic
sales of approximately US$4.5 million
per annum. Phycox, a novel and
patented product, competes in the US
veterinary joint healthcare supplement
market, a sector estimated at US$55.0

million. The business has also developed
a new Levothyroxine product which is

in the final phase of development. We
paid a milestone of US$1.5 million for
this product which will be launched in the
first half of our new financial year (ending
June 2015). This product will strengthen
Dechra’s endocrinology therapeutic
sector and contains the same active
principal ingredient as one of our leading
European market brands. You can read
more details on PSPC in the case study
on page 61.

We are evaluating selective acquisition
opportunities. The principal selection
criteria are businesses that:

e have their own intellectual property;

e can introduce new technologies, or
complementary product ranges; or

e would provide entry into new
geographies.

We continue to have a dialogue with a
number of businesses; however, recent
transactions by big pharma in the animal
health sector have created unreasonably
high expectations. Where acquisition is
not possible, we are pursuing strategic
partnerships.

Strategic Enablers

Manufacturing

There have been notable developments
in our manufacturing capabilities
throughout the year. With a focus on
continuous improvement and efficiency
gains, significant investments have

been made in the liquids, creams and
ointments suite, tablet compression
machines and the encapsulation
production line. This investment is
important as we work towards one of our
strategic objectives for manufacturing:
the extension of our FDA compliance into
new dosage forms.

The application to the FDA for the
approval of a new canine endocrinology
product has triggered the FDA inspection
of our sterile injectables facility at Skipton
where the product will be manufactured.
A significant amount of resource and effort
has been put into ensuring that our facility
and procedures will meet the standards
required.

We have also completed the transfer of
Cardisure and Forthyron to our Skipton
facility. These key Companion Animal
Products, which came into the Group
through the Eurovet acquisition, were
previously outsourced. Bringing these
products in-house will improve margins
and provide us with greater flexibility and
control of production.

www.dechra.com Stock code: DPH
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Chairman’s and Chief Executive Officer’s Statement continued

Logistics

Following a €2 million investment,

our new enlarged central European
distribution centre in Uldum, Denmark
was opened on 26 November 2013. The
new facility has more than doubled our
scale to 7,400 m? and has tripled our
pallet handling capacity to 10,500. This
facility:

e creates a logistics hub that provides
for all our current and medium term
distribution requirements;

e almost entirely eliminates third party
storage and handling costs; and

e improves logistics efficiency.

In the second half of the financial year
we started an exercise to transfer our
Specific pet diets to a new external third
party manufacturing partner to improve
overall delivery efficiency and product
quality. Following an extensive search
and due diligence, we identified a new
supplier and started to transfer products
into the new manufacturer. To date we
have transferred over 50% of our volume
requirements and are already seeing an
improvement in quality, palatability and
on time delivery.

We anticipate the transfer will be
completed by the end of December
2014, at which time we intend to re-
position and re-market this important
range of products.

Information Technology

Further progress has been made

with the Oracle ERP implementation.

Our manufacturing facility in Bladel
successfully went live on the platform

in November 2013. After a full review

of the project plan to ensure that the
Oracle implementation would support our
strategic objectives, we are now focusing
on the next phase which includes the
Group financial consolidation and the
set-up of our European subsidiaries.

Within the year we have successfully
standardised all critical non ERP software
and hardware use across the Group,
thereby reducing costs and improving
internal systems. We have also improved
communication capabilities by completing
the roll out of a new secure private network
across the majority of the business units.

Given the increasing importance of
digital technologies, we have worked to
update our customer-facing interfaces
such as the Dechra Veterinary Products

We are excited aﬂout the gﬁnmlnent launch
_ of Osphes and by the potentlal growth

website and the Dechra Academy. The
Dechra Veterinary Products website

has been completely rewritten utilising
the latest software capabilities with an
optimised user interface pulling data from
a newly established single database of
all the Group’s products’ technical and
marketing information. Furthermore, the
Dechra Academy, with online learning
courses for our veterinary customers, has
been redeveloped to enhance its content
and functionality. The site, www.dechra.
co.uk, was launched in the UK in

July 2014 and will be translated and
rolled out across all our other trading
subsidiaries throughout the remainder of
the 2014 calendar year.

People

Senior Executive Team

Following the disposal of the Services
Segment a new Senior Executive Team
(SET) was established. The principal
objective of the SET is to develop and
implement the Group’s strategy. The
team comprises the Executive Directors
along with the Company Secretary,

US and Manufacturing Managing
Directors and the heads of Product
Development and Regulatory Affairs,
HR and IT.
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Management and Staff

A new Group HR Director, Katy Clough,
joined us at the end of April 2014.
Working closely with senior managers and
the HR team, she has developed a people
plan that supports our strategic aims and
continues to build on the strong Values
embedded across the Group. Dechra
now employs 775 people in over 14
countries and we expect the headcount
to increase during the next financial

year. Our diverse and talented workforce
has been key to our success and we

will continue to leverage this advantage
through succession planning and ongoing
development programmes throughout the
2015 financial year.

Board Changes

At the Company’s Annual General
Meeting in October 2013 Neil Warner
stepped down as Senior Independent
Non-Executive Director and Chairman
of the Audit Committee. Upon his
retirement, Ishbel Macpherson was
appointed as Senior Independent
Non-Executive Director and Julian Heslop
stepped into Neil’s role as Chairman of
the Audit Committee. In January 2014
Ed Torr stepped down as an Executive
Director from the main Board following

www.dechra.com

17 years with the business. Ed has
entered into a Consultancy Agreement
with the Company to work on specific
projects as and when required. We would
like to express our thanks to both Neil
and Ed for the huge contributions they
have made to Dechra.

Dividend

The Board is proposing a final dividend
of 10.65 pence per share (2013: 9.66
pence). Added to the interim dividend
of 4.75 pence per share, this brings the
total dividend per share for the financial
year ended June 2014 to 15.40 pence,
representing 10% growth over the
previous year.

Subject to shareholder approval at the
Annual General Mesting to be held on

24 QOctober 2014, the final dividend

will be paid on 21 November 2014 to
shareholders on the Register at

7 November 2014. The shares will become
ex-dividend on 6 November 2014.

Prospects

Current trading is in line with
management expectations and is
consistent, at constant exchange rates,
with the growth seen in the second half
of our prior financial year.

Looking ahead, we are confident that the
execution of our strategy will continue to
deliver growth. We have a strong balance
sheet which allows us to make strategic
investments and deliver new products
from our pipeline.

We are excited about the imminent
launch of Osphos and by the potential
growth opportunities for our recent
acquisition PSPC Inc. These factors,
together with revenue and margin growth
from geographical expansion in Italy and
Canada, and the delivery of further new
products, give the Board confidence in
the Group’s future prospects.

The Strategic Report has been approved
by the Board and signed on its behalf by:

Michael Redmond
Non-Executive Chairman
8 September 2014

lan Page
Chief Executive Officer
8 September 2014
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Our Business Model

Dechra has a clear business model for delivering value to all our stakeholders:

e Our market knowledge, regulatory expertise, strong reputation and management experience help us identify potential product

development targets, in-licensing deals and acquisition opportunities.

international approvals and registrations.

e Manufacturing, which plays an integral part in the development of the formulation and dosage form, manufactures products as

effectively and efficiently as possible to the highest standards of quality.

e Following registration and manufacture of our products, experienced sales and marketing teams in the EU and US market our

products directly to veterinary practices and indirectly through export partners.

Our skilled Product Development and Regulatory team develops new products to meet customers’ needs and achieves

e This integrated approach of development, manufacturing and sales and marketing creates value for the business

and its stakeholders.

Product Development

& Regulatory Affairs
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Product Development and Regulatory Affairs

Our integrated and entrepreneurial approach to product
development delivers new products successfully and efficiently
in the shortest practical time frame.

A Skilled Team

The PDRA team includes skilled people
with expertise and the experience to
navigate the hurdles of the development
process. Across the four locations,
project teams operate to manage the
wide range of projects. Investment in
state-of-the-art laboratories in Bladel
and Skipton, each with their respective
dosage form expertise, provides the
resources required to develop novel and
generic formulations cost effectively.

Delivering the Pipeline

Our product pipeline is critical to our future
success. Our novel and generics projects
are very diverse, with the majority building on
our key therapy areas. We invest when we
can identify growth opportunities with a clear
financial return and competitive advantage,
focusing on novel therapies to treat unmet
needs with intellectual property protection.
Our approach aims to ensure we create
sustainable growth throughout our targeted
global markets.

Find out more about Product
) Pipeline on page 25.

Manufacturing

Our manufacturing facilities provide a wide range of services
which delivers the flexibility that the veterinary market requires. It
also provides a complete range of products and services (i.e. a
one-stop shop) for its external customers.

One-Stop Shop

DPM offers an end-to-end service:
formulation, method validation, stability
testing, licensing support, flexibility in
scale of production and packaging
options to take products to market. The
supply chain for the majority of products
is short and we offer reliable high
service levels. Our objective is to deliver
exceptional quality control throughout.

Production Capabilities

DPM has a wide range of capabilities
in terms of dosage form, packaging
capabilities and production scale. We
can produce low, medium and high
volumes of almost all dosage forms
to high quality and safety standards.
We have great flexibility in producing
to demand. Dosage forms include:
tablets, capsules, creams, ointments,
gels, sterile injectables, low and high
volume powders and pre-medicated
feeds. We can pack into sachets, tubs,
bags, blister packs, tubes, bottles
and jars. These capabilities are very

important for the production of veterinary
products where our licensed portfolio
comes in many dosage formats and in
various batch sizes. Relative to human
pharmaceuticals, veterinary batch runs
are often very small. A number of our
licensed branded minor products are

of such a small scale that it would be
difficult to find a third party manufacturer
to produce them at a competitive price if
we were unable to perform the function
in-house.

Product Development

The Pharmaceutical Development
Laboratory is integrated with our
production capabilities. The primary
objective is to formulate and validate
products for our in-house pipeline, which
is a major benefit to the Group in order
to shorten the time to get a product

to market. Our technical expertise

and development capabilities are also
outsourced to third party customers
which helps to secure new business.
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Regulatory Environment

Our Regulatory team
understands the different
regulatory environments in
which we operate, namely

the US, Europe and all other
international regulators. The
regulatory hurdles are increasing
and we aim to ensure that

our staff are updated and

have detailed knowledge

of current legislation. We

strive to anticipate regulatory
requirements to avoid delays to
product launches or disruption
to production.

Contract Manufacturing

In addition to manufacturing our
own products, both Skipton
and Bladel generate income
through contract manufacturing.
Although the clear focus is

on Group manufacturing,
contract manufacturing adds
value by making full use

of our unique capabilities

and our installed capacity.
Currently approximately 46%

of output by volume is contract
manufacturing.

The external offering includes
product development,
formulation, trial manufacturing,
validation, production and
packaging for both human and
veterinary pharmaceuticals.

DVP EU

Across all territories

DVP EU is committed to
marketing new products
and services that support
the work of veterinarians.

We are expanding the Dechra

brand through newly established
subsidiaries within the EU and

we will continue to develop our
international presence through strong
relationships with key partners.

Our Expertise

We have identified eight core
therapeutic sectors where we
leverage our expertise: dermatology,
ophthalmology, equine medicine,
anaesthesia and analgesia,
endocrinology, cardiovascular
disease, food producing animal
antimicrobials and pet diets.

As well as pharmaceuticals and related
products, DVP EU sells specialist,
therapeutic and maintenance pet diets
branded, Specific.

In order to forge relationships with
customers, technical meetings

and seminars are held to provide a
face-to-face programme to educate
veterinarians on our key therapeutic
sectors. Key opinion leaders, at

both local and international levels,
are recruited for seminars and
presentations; additionally, webinars
and online interactive educational tools
are available on the DVP EU website.

Routes to Market

Qur customers are principally
veterinarians; however, in most
territories the route to market

is through wholesalers and
pharmacies. Our products are
distributed through a mixture of
our own direct sales, wholesalers
and national distributor channels.

DVP US

DVP US markets Dechra
products for the companion
animal and equine segments
that solve clinical problems
and help veterinarians treat
medical conditions.

Our Expertise

Our Dechra brand has gained
momentum in the US, building on
our strong reputation for customer
service, the quality of an expanding
product portfolio, further education
programmes on our key areas

of specialisation and high quality
technical support.

Routes to Market

Our customers are primarily small
animal and equine veterinarians,
of which there are approximately
90,000, working in 26,000 clinics
across the country.

In the US, veterinarians and
clinics are primarily supplied
through distributors. Our sales
representatives promote and

sell products directly, but also
network and visit clinics together
with these distributors.
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Clear Strategic Focus

We have a clearly defined strategy focused on four main
drivers: portfolio focus, geographical expansion, product
pipeline delivery and targeted acquisition.

Development Pipeline

We have a strong pipeline of novel pharmaceuticals,
generic pharmaceuticals and specialist pet diets and

a track record of pipeline delivery. We are proactive in
recognising and bringing new development opportunities
into the portfolio.

Entrepreneurial and Innovative

Dechra encourages an entrepreneurial and innovative
approach from its management team which is
underpinned by appropriate internal controls and
robust systems and procedures.

Manufacturing Flexibility

Our manufacturing sites offer a wide range of dosage
forms and packaging capabilities which can be
produced in small to large scale production batches.
This flexibility is a key requirement in production of our
varied product portfolio.

Growing Animal Health Market

The global animal health market continues to
demonstrate growth. This is driven in developed
countries by increased medical and surgical capabilities
for companion animals. In developing countries the
increased demand for high quality meat protein drives
the FAP market.

Focused Portfolio

We have a clear portfolio focus and hold strong market
positions in a number of our key therapeutic sectors
such as endocrinology, dermatology, anaesthesia and
analgesics.

Recognised Brand

Dechra is recognised today as a major global animal
healthcare company with a strong and growing
reputation as a provider of high quality, specialist
veterinary medicines and related products.

Expanding International Focus

In line with our strategy we are focused on extending the
Dechra brand into new countries. We are also increasing
distribution of our products on a global basis with
selected partners, currently into over 40 countries.

People and Expertise

We have attracted and retained a qualified and skilled
workforce throughout the organisation. This stable and
motivated team has many years’ experience within the
markets we serve. Our people strategy is underpinned
by the Dechra Values.

Strong Balance Sheet

The Group maintains a prudent management of its
balance sheet and achieves strong cash flows. This
position provides flexibility to invest in drivers for long
term growth.
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Our Marketplace

$23bn

The global animal health market
was valued at $23 billion in 2013,
a growth of 3.6% over 2012.

“The growth in Food
producing Animal
Products has been driven
by the rising demand

for animal protein due

to the increase in the
global population and the
need for greater farming
productivity.”

The Global Market

The global animal health market was
valued at $23 billion in 2013, a growth of
3.6% over 2012 (at constant currency).
The market is made up of two distinct
segments, Food producing Animal
Products (FAP) (i.e. livestock) and
Companion Animal Products (CAP)

(i.e. pets), which have different financial
profiles.

The FAP market is generally based on
large volumes with pressure on margins
due to high levels of competition,
whereas the CAP market delivers

higher added value especially with
specialist or niche products. Animal
health customers’ needs vary across the
world due to factors such as standards
of living, disposable income, cultural
differences (including dietary preferences
for animal protein), pet ownership,

pet care standards and veterinarians’
capabilities.

Food Producing Animal
Products Market

Market Size

This segment covers products or
services targeted at reducing the
incidence and spread of disease in
livestock. The global medicines and
vaccines market for FAP grew by an
estimated 3.7% to $13.6 billion in 2013,
representing 59% of the overall market.

Growth Opportunities

The growth in this segment has been
driven by the rising demand for animal
protein due to the increase in the global
population and the need for greater
farming productivity to maximise the use
of limited agricultural resources.

There is, however, downward pressure in
this sector in recent years as regulators
have increasingly focused on the use

of antibiotics due to the potential risk

of cross-over resistance in humans.

In particular, the EU has taken actions

to reduce the intensive use of broad
spectrum antibiotics in farm animals.

The US also issued guidance in April 2012
to phase out the use of antibiotics as
growth promoters. In the rest of the world,
the focus remains on increasing food
safety, meat quality and improving farming
efficiency.

Customers

The primary customers are veterinarians,
farmers and other major livestock
integrators. Products are sold either
directly to large integrators or through
wholesalers and distributors.

Dechra in the Marketplace

FAP represented 18% of our turnover with
sales only in EU and emerging markets.
Our range of anti-infectives and water
soluble powders, targeted mainly for
swine and poultry, supports the prudent
use of antibiotics.
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Our key account managers have a
strong knowledge of the market and our
customers. Our existing business is small
but represents a good base from which
we can either increase market share or
enter into new territories.

Companion Animal Products
Market

Market Size

The global medicines and vaccines
market for CAP was estimated at
$9.4 billion in 2013, a growth of
3.5%. CAP represents 41% of the
overall market. Product categories in
this market are anti-parasiticides (i.e.
products against ticks, fleas, worms),
vaccines, anti-microbials and other
pharmaceuticals.

Growth Opportunities

Spending on companion animals is
growing globally and pet ownership

is increasing in both developed and
emerging markets. Advances in
diagnostics, greater emphasis on
prevention and wellness by veterinarians,
improved nutrition and the increase

in treatment of chronic diseases
contribute to an ageing pet population
which consumes more medication and
veterinary services.

Customers

Veterinarians prescribe and generally
dispense drugs themselves. In the

US alone, approximately two-thirds of
companion animal health prescriptions
are fulfilled by veterinarians in their
practices. Products are sold to
veterinarians through wholesalers and
distributors.

Dechra in the Marketplace

We offer a broad range of specialised
pharmaceutical products and do not
compete in the anti-parasiticides and
vaccines markets which are dominated
by big pharma. We continue to grow
our established brands through frequent
interaction with our customers,
up-to-date marketing campaigns

and technical support. We are also
positioning ourselves to capture the
growth opportunities in emerging
markets where pet ownership is
increasing.

Geographical Split

North America and Western Europe
account for 60% of global animal health
sales. However, other regions are
growing rapidly, notably:

e growth in Eastern Europe is fuelled by
the increase in demand for meat, in
particular poultry; and

e sales in the rest of the world continue
to increase due to economic growth
and the increased use of vaccines.

Dechra’s International Footprint
Dechra competes in the two largest
animal health markets: over 83% of our
sales are in Europe, 11% in the US with
6% being in the Rest of the World.

We have a clear strategy to expand our
geographical footprint either organically
or through acquisitions.

Sales
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Regional Analysis

@ North America 34%
Latin America 13%
@ Western Europe 26%

@ Eastern Europe 5%
Far East 19%
Rest of the World 3%

Source: Vetnosis, Company Reports

$9.4bn

The global medicines and
vaccines market for CAP was
estimated at $9.4 billion in 2013.

60%

North America and Western
Europe account for 60% of
total animal health sales.

www.dechra.com Stock code: DPH
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Our Strategy

Our strategy is to develop our position as an international, high margin, cash generative,
specialist veterinary pharmaceuticals and related products business with a clear focus on
key therapeutic areas: dermatology, ophthalmology, equine medicine, anaesthesia and
analgesia, endocrinology, cardiovascular disease, food producing animal antimicrobials
and pet diets through:

Generate long term value for shareholders

International specialist veterinary pharmaceuticals
& related products business

000 o

Pipeline Delivery Portfolio Focus Geographical Acquisition
Expansion

Dechra Values

Dedication @ @ Relationships

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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Pipeline Delivery

Strategic Priorities
e Deliver existing pipeline projects to schedule.

e Work effectively with regulators.

e Continuously refill the pipeline by identifying and evaluating
new ideas.

Strategy Description

As a pure pharma player, we must deliver our pipeline on time,
at the right costs and with the expected returns. As well as
progressing our existing pipeline it is important that we refill the
pipeline so that we get a constant flow of novel products in
future years.

Objective
We want to innovate and generate sustainable profit growth
through our pipeline delivery.

Focus in 2015 Financial Year
e |dentify new development candidates.

e Achieve at least one new product approval.
e Launch Osphos successfully in the US and UK.

Geographical Expansion

Strategic Priorities
e Grow the US business and invest steadily in the
infrastructure as pipeline delivers.

e Short term: establish subsidiaries in new territories with
existing critical mass.

e Medium term: build critical mass or enter via acquisition.

e | ong term: build a presence, initially through partnerships,
where barriers to entry are high.

Strategy Description

The animal health market in emerging countries is growing rapidly
due to the demand for high quality protein and the increase in pet
ownership. We have identified a number of markets that present
both volume and profit opportunities in the medium to long term
and we are considering various entry strategies. In the US, we will
grow the business organically in the short term with the launch of
new products, including Osphos.

Objective
We want to seize growth opportunities in new markets through
geographical expansion.

Focus in 2015 Financial Year
e Commence trading in Canada.

e Plan further new territory launch.
e Strengthen distributor relationships in identified growth markets.

-¥-3-3 Portfolio Focus

Strategic Priorities
e Maximise revenue and profit from existing CAP portfolio by
focusing on clearly defined therapeutic sectors.

e Develop and grow critical mass of FAP portfolio.

Strategy Description

We are a specialist veterinary pharmaceuticals business focused
on Companion Animal, Equine and Food producing Animal
Products. Our portfolio is well positioned in our therapeutic focus
sectors to ensure we maximise returns. We have recognised that
we are underweight in FAP which represents 18% of our revenue.
However, there is a clear opportunity to gain critical mass in FAP by
extending our geographical reach.

Objective
We want to maintain market leadership in defined therapeutic
areas and improve returns through our portfolio focus.

Focus in 2015 Financial Year

e | aunch the new Vetoryl marketing campaign to grow sales.
e Promote the new Dechra Academy to support veterinarians.
e Increase market share in equine and dermatology sectors.

Acquisition

Strategic Priorities
¢ Target strategic acquisitions that will expand our
geographical footprint and/or enhance product portfolio.

Strategy Description

While our strategy aims to deliver organic growth, acquisitions
could accelerate our expansion by providing entry into new
geographies, enhancing our portfolio or giving access to new
technologies. We have established well-defined criteria through
which potential acquisition targets can be screened.

Objective
We want to deliver incremental sales and earnings growth
through strategic acquisitions that enhance shareholder value.

Focus in 2015 Financial Year
e Continue to develop relationships with potential targets.

e Improve knowledge of animal health markets in emerging
markets.

www.dechra.com Stock code: DPH
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Our Strategy continued

Maintain efficient and effective in-house operations.

Retain competitive advantage through flexible manufacturing
capabilities (wide range of scale and dosage forms).

Extend FDA approval to new dosage forms.

Improve supply chain capabilities.

Our current in-house manufacturing capabilities are extensive.
Our flexibility in product dosage forms and scale capabilities
combined with our ability to prioritise the supply of our own
products make manufacturing integral to the Group strategy.
We are focused on running the operations efficiently and to high
standards to maintain or improve gross margins.

We want to maintain a flexible manufacturing capability to
deliver small volumes at a competitive price and at the right
quality.

Improve supply chain effectiveness.
Continue to drive quality and efficiency.
Achieve FDA approval for new pipeline products.

Improve operating efficiency and processes through the
Group-wide implementation of Oracle and other applicable
systems.

Maximise and exploit new technologies wherever possible.

We are implementing a strong technology platform to ensure
we operate efficiently and are exploring how IT can provide a
source of competitive advantage.

We want our [T strategy to improve our communication,
financial and operational capabilities.

Continue roll out of Oracle with Group Finance consolidation
and DVP EU implementation.

Strengthen the Dechra culture and ensure our Values
encompass our business ethics and our standards.
Attract, retain and develop talent.

Develop effective succession plans to ensure business
continuity.

Our people strategy underpins everything we do in the
business. Following the appointment of a new Group HR
Director, we have a well-defined plan to develop and build
talent, develop people and strengthen the Dechra culture.

We want to continue to be a high performing business driven by
highly skilled and committed teams.

Develop the succession plans for the leadership team and the
next tier of management.

Continue roll out of Performance Development Review.

Find out more about People, Culture and
Y Values on pages 32 to 34.

View further content on our website:
www.dechra.com

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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Although some products may have a slightly different
path, most novel and generic products follow a fairly
standard process containing five phases, defined as:
Exploratory, Pre-Clinical, Clinical, File/Submission and

Launch.

Dechra employs a structured process in
its development pipeline while retaining
an opportunistic and entrepreneurial
approach. Focus is given to the Group’s
therapeutic sectors. New development
opportunities and in-license opportunities
are evaluated for strategic fit within these
sectors; therapeutics outside of the key
areas are considered for inclusion in the
pipeline if they are novel and address
medical needs in the veterinary market.

A product’s return on investment can
vary: novel developments tend to have
a medium to long term realisation with
attractive high value returns; generic
developments generally have shorter
timescales with returns dependent
upon the number of other entrants
and our speed to market relative to
the competition. Dechra’s current
development pipeline is a mix of short,
medium and long term opportunities.

Generating Ideas

The Exploratory phase begins

with identifying a novel molecule, an
opportunity to develop a new formulation
for an existing molecule, or an

in-license opportunity. Before initiating

a development programme, each
opportunity is assessed by market need,
market value, therapeutic indications,
strategic fit and the likely complexity of
the regulatory pathway.

Making the Chemistry Work

The second phase of the process is
Pre-Clinical, which involves the
collection of a range of preliminary

data. When initiating development of

a novel product, the correct dose has

to be titrated and a stable formulation,
that can be reliably and consistently
manufactured, must be developed. For a
generic product, the pioneer formulation
may not meet the current regulatory
requirements and may need to be
reformulated. This phase is vital prior to
initiating the clinical phase which involves
expensive clinical trials or bioequivalence
studies.

Entering Clinical Trials

The Clinical phase is the longest part

of the process, potentially taking two or
three years. After the formulation has
been demonstrated to be stable, two to
three pilot batches are manufactured for
use in safety studies, efficacy studies and
stability testing. For generic products, the
batches are used in one or more
bioequivalence studies to demonstrate
that activity will replicate the pioneer
product. If the studies conducted during
the Clinical phase demonstrate the
required safety, efficacy and chemical
stability of the product, regulatory
dossiers are prepared for
File/Submission.

From beginning to end, the development
process can take between three and ten
years before Launch.

“From beginning to end,

the development process

can take between three

and ten years before Launch.”

www.dechra.com Stock code: DPH
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How We Develop New Products continued
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Product Pipeline

A key strategic priority for the Group is the delivery and strength of the pipeline.
The following chart outlines the timeline, status and progress of the major projects.
Collectively the pipeline is expected to deliver in excess of £40 million annual sales
assuming all products reach maturity.

First
Expected | Therapeutic Category Territory Manufacturing
Launch®

—

2017 () O

[ JO]
® O
2018+ o PS
*
[ JO]

Key: @ Previous Year O Current Year % New

(1) Calendar year (2) Osphos  (3) Identical product with first launch in EU and subsequent launch in US

The first expected launch date is a management estimate that may not be met due to regulatory, manufacturing or other issues.
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Key Products and Specialisations

Dechra’s product range is focused on several major therapeutic categories,
predominantly for companion animals. The majority of key products are novel or
have clear marketing advantages over competitor products. Several products have
market leading positions in a number of major territories.

Ophthalmology

Dermatology and Care

Topical antimicrobial products are important to treat skin and
ear infections. We have a wide range of products that can be
used alone or as an adjuvant therapy.

Canaural was first licensed in 1975 and is still the leading first
line treatment for otitis externa in cats and dogs in several EU
territories. Canaural, which is now registered in 27 countries,

can also be used in conjunction with our leading ear cleaning
product CleanAural®.

Fuciderm®, licensed in 1995, is the only licensed product for
the treatment of surface pyoderma in dogs, such as acute
moist dermatitis and intertrigo. It is a key product within our
dermatology range, selling into 23 countries.

Malaseb, was first licensed in 1996 and is still the market leading
medicated shampoo for cats and dogs. It is used to treat skin
diseases caused by Malassezia and staphylococcal infections.

Animax, licensed for the treatment of skin conditions in dogs
and cats, is only approved in the US. The marketing rights
for this product were acquired in May 2007. This product is
currently unavailable due to third party supply issues.

DermaPet® is a range of shampoos, conditioners and ear
products to treat numerous skin and ear conditions in dogs
and cats. Key brands are Triz, MalAcetic, Malaket and
MiconaHex+Triz.

The Care range comprises unlicensed products which
complement our pharmaceutical range. They are available over
the counter within veterinary practices. The three key products
are CleanAural, a non-irritant cleaner suitable for frequent use
in ears producing excess wax, Neutrale™, a range of specialist
shampoos for skin conditions in dogs, and Lubrithal®, an eye
lubricant for cats and dogs.

Why we focus on this niche area:

Dermatology represents approximately 20% of veterinarians’
clinical time and is currently a major focus area for the industry.
Best practice and management techniques look to adopt more
topical products as opposed to oral treatments, with the aim of
utilising antibiotics less frequently. Dechra’s product portfolio, with
its range of licensed and non-licensed topical products, is well
positioned for this approach.

Ophthalmology is an area of veterinary medicine where
we have a number of leading products including licensed
pharmaceuticals and unlicensed care products.

Fucithalmic Vet, licensed in 1993, is the only product
available for the treatment of conjunctivitis associated with
staphylococcal infections. It is highly effective because of its
unique sustained release formulation that ensures prolonged
retention within the eye. It is currently licensed in 21 countries.

Additionally, we market a range of ophthalmic products in the
US, the majority being the only veterinary licensed products in
the market. Vetropolycin and Vetropolycin HC were relaunched
at the end of our financial year after successfully completing the
transfer to a new manufacturing site.

Why we focus on this niche area:

Eye conditions are very common and can result in severe
complications. Recent evidence suggests that 7% of kittens,
2% to 3% of adult cats and 2% to 4% of dogs are presented to
veterinarians with ocular inflammation.

Equine Medicine

The Group has a wide range of licensed products supporting
the equine veterinarian. The leading product with the highest
sales is Equipalazone® which is licensed in five major EU
countries.

Equipalazone was first licensed in a sachet presentation in 1972
and subsequently in paste and injection presentations. It continues
to be the leading non-steroidal anti-inflammatory drug (NSAID)

for the treatment of musculoskeletal disorders, such as lameness
arising from acute and chronic laminitis in horses.

Equidone® Gel was approved in 2010 for the treatment of
fescue toxicity in horses. This niche product is targeted
specifically at the US market.

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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HY-50 is used for intra-articular and intravenous treatment of
lameness in horses caused by joint dysfunction. The acquisition
of this product, in January 2012, strengthened Dechra’s position
in equine pain management in several major European territories.

Domidine® is an injectable used for the sedation and slight
analgesia of horses and cattle, to facilitate physical examinations
and treatment, such as minor surgical interventions.

Why we focus on this niche area:

This is a sector in which few animal health companies specialise.
We target both performance horses and hobby horses and
have developed a comprehensive range of medically necessary
products that give us access to equine veterinarians.

Anaesthesia and Analgesia

Dechra has a wide range of products that support emergency
medicine, pain relief and sedation.

The Vetivex range of infusion fluids are licensed for the treatment
of dehydration. They are widely used to meet normal fluid and
electrolyte requirements when fluids cannot be given orally, such
as during surgery.

Anaesthesia and analgesia are major sub-groups of critical care.
Dechra markets one of the largest ranges of products in this
sector. The range covers a wide number of species, different
degrees of pain intensity management and duration of effect.
Within the range there are a number of unique licenses, Intra
Epicaine®, a local anaesthetic recommended for infiltration,
nerve block, intra-articular and epidural anaesthesia in horses,
Comfortan, the only licensed methadone hydrochloride for
analgesia in dogs and cats, and Fentadon®, the only licensed
fentanyl for intra-operative analgesia and post-operative pain
management.

Sedator is licensed for sedation, analgesia and anaesthetic
pre-medication and contains the active ingredient medetomidine
hydrochloride.

Atipam is a selective a2-antagonist receptor which reverses the
sedative effects of medetomidine and dexmedetomidine in cats
and dogs.

Other products in the range include Buprenodale
(buprenorphine), Ketamin (ketamine hydrochloride) and Plegicil
(acepromazine maleate). We have also recently acquired
Phycox, a pain management nutraceutical.

Why we focus on this niche area:

Perioperative sedation and pain management are challenging
but critical for all patients and form a fundamental part of animal
welfare. Offering a comprehensive range of analgesic and
anaesthetic products allows the veterinarians to adapt their
protocols to the individual pet based on their level of discomfort,
whilst providing flexible anaesthetic procedures.

Endocrinology

Endocrine disorders are a key focus for the business with a
number of unique licensed products treating a range of chronic
diseases. The three leading brands are Vetoryl, Forthyron and
Felimazole.

Vetoryl is a novel product for the treatment of Cushing’s
syndrome (excess cortisol or hyperadrenocorticism) in dogs.

It is estimated that about 0.2% of dogs suffer from Cushing’s
disease. It is marketed internationally and is the only recognised
licensed efficacious veterinary product for the treatment of
Cushing’s syndrome around the world.

Forthyron is licensed to treat the most widely recognised
endocrine disorder, canine hypothyroidism. It is the only
mutually recognised levothyroxine treatment in Europe and is
marketed in all the major European countries. It is estimated
that about 0.6% of dogs suffer from this disorder.

Felimazole was the first veterinary licensed product for

the treatment of feline hyperthyroidism, which occurs in
approximately 0.5% of cats. Originally licensed in the UK in
2002, Felimazole was then licensed in the EU in 2005, the US in
2009 and has subsequently been approved in Canada.

Why we focus on this niche area:

Endocrine disease stems from imbalance in hormone levels,
affecting cats or dogs in many ways, often requiring lifetime
medical attention. Many endocrine disorders are fatal if not
diagnosed and treated. Veterinarians place a high importance
on quality of life and often see endocrinology as a challenging
and interesting discipline.

Generics

Several generic products are sold within the EU; we are in the
process of in-licensing and registering additional products to
expand our branded generic range within this territory.

Why we focus on this niche area:

We develop generics to provide comprehensive ranges of
products in our key therapeutic sectors, where possible
providing our veterinary customers with complete solutions.

www.dechra.com Stock code: DPH
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Key Products and Specialisations continued

Cardiovascular Disease

This was a new area of focus following the acquisition of Eurovet.
Cardisure is the leading product in this category. The principal
ingredient in Cardisure is pimobendan. It is a leading treatment for
canine congestive heart failure and is marketed throughout Europe.

Why we focus on this niche area:
As pets increasingly live longer, managing heart disease efficiently
is critical. This is our only major product in this category.

Food Producing Animal Antimicrobials

Dechra has a superior range of antimicrobial treatment products
predominantly for swine and poultry. In a market where there

is increased emphasis on reducing the usage of antibiotics in

the food producing animal sector, it is essential that reliable

and effective products are available to veterinarians to support
them in the prudent use of antibiotics. The Solustab® range has
been specifically developed to meet this need and is renowned
for its high level of solubility leading to a reliable and stable
solution when added to drinking water. This reduces the need for
additional enhancing agents widely used by competitor products.

Octacillin®, marketed since 2003 in the Netherlands, is sold

in 15 European countries following approvals in 2006 and
2011. Octacillin is a highly soluble and stable antibiotic powder
containing amoxicillin which is added to drinking water in the
treatment of diseases in swine and poultry. It is highly efficient
and often used in treating Dysbacteriosis in broilers and S.suis
in pigs, two diseases with high incidence levels.

Soludox®, marketed in Benelux since 2002, is a highly soluble
antibiotic powder for administration via drinking water and is
currently sold in 16 European countries as a result of approval,
in 2010, for swine and chickens. The active ingredient is
doxycycline and its main indication is for respiratory disease

in pigs.

Methoxasol® is a ready to use liquid medication, which can

be easily added to the drinking water of swine and poultry; it
has been marketed in the Netherlands since the mid 1990s.
Following successful European approvals in 2000, 2009 and

most recently in 2012, this highly soluble liquid is now marketed
in 15 EU countries. The active ingredients are sulphamethoxasol
and trimethoprim, a proven synergistic combination for
antimicrobial effectiveness against E.coli in broilers and App in
swine.

Cyclospray® is the leading antibiotic spray treatment in Europe
for claw/hoof infections, interdigital dermatitis (foot rot) in sheep
and digital dermatitis in cattle. It is widely used in the prevention
of infection of superficial traumatic or surgical wounds in

cattle, sheep and pigs. Cyclospray has been marketed since
2000 in 12 European countries. The active ingredient is
chlortetracycline.

Solacyl® is a non-steroidal anti-inflammatory drug containing
sodium salicylete. It is an effective tool to fight fever in early
disease stages.

Why we focus on this niche area:

FAP is the largest segment of the global animal health market,
accounting for aimost 60% of sales. While there is pressure
on antibiotic prescribing in the EU and the US, the increased
demand for high quality protein in the rest of the world
continues to drive the demand for antibiotics.

Pet Diets

Dechra has two main cat and dog diet product ranges, both
branded Specific, which are sold exclusively through veterinary
practices. Therapeutic diets, which represent approximately
62% of overall diet sales, provide optimum levels of nutrition in
areas such as diabetes, arthritis, urinary, kidney, liver and heart
problems. Life stage or maintenance diets, which represent
approximately 38% of diet sales, provide premium quality daily
nutrition for healthy dogs and cats.

Why we focus on this niche area:

Good quality nutrition leads to good quality of life for pets and
veterinarians are best placed to offer nutritional advice. Through
having a range of nutritional products, along with licensed

and non-licensed medicines, we are able to offer more holistic
solutions to the veterinarians to manage their patients in the
most appropriate manner.
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Whaere there is pain, there is now a powerful
way to control it. Flexible, predictable and
convenient, Comfortan® provides highly
effective analgesia, regardiess of the animal's
level of pain. We know that pain can be a
difficult animal 1o deal with, The challenges
vets and vel nurses face to mest the unigue
requirements of sach individual patient can't
be underestimated. As the only hcenced
methadone analgesia for dogs and cats,
Comfortan is key to excellent analgesia,
offering a soluticn that is as precise as it is
powerlul. Fer the surgery, for the animal,

it makes treating pain, painless.
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International Footprint

We currently have our own sales and marketing organisations in 13 Western
European countries and in the US. We also market products in over 40 countries
worldwide through distributors and marketing partners. A number of these countries
are currently being evaluated to assess the opportunity to extend our own sales and
marketing capabilities thereby maximising returns for the Group. The map below
shows the key products in our focused therapeutic areas in territories where we have
sales and marketing organisations.

01. United Kingdom ‘ Key Products

Endocrinology [ ]
Dermatology [ )
Ophthalmology [ ]
Equine [ ]
Cardiovascular Disease [ ]
Anaesthesia and Analgesia [ ]
Food producing Animal Products [ ]
Nutrition
02. Ireland ‘ Key Products
Endocrinology °
Dermatology [ °
Ophthalmology [ ] °
Equine [ ) :
Cardiovascular Disease °
Anaesthesia and Analgesia °
Food producing Animal Products [ ] °
Nutrition [ ] ¢
°
L]
:
Endocrinology °
Dermatology [ ) L
Ophthalmology Y °.
Equine o
Nutrition [ ] °
L]
g
Endocrinology [ ] °
Dermatology [ ) o
Ophthalmology [ ) °
Equine ‘ ° .
Cardiovascular Disease Y ° On tr_ac_k to open our Canad_lan
Anacsthesia and Analgesia .. subsidiary due to start trading
Food producing Animal Products in ‘January 2015
Nutrition [ ]

Product Key

. European Pharmaceuticals . Complete product range
M US Pharmaceuticals Some key products not registered
Export . Not yet active
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Endocrinology [ ] Endocrinology [ ] Endocrinology

Dermatology [ ) Dermatology [ ) Dermatology [ )
Ophthalmology [ ) Ophthalmology [ ) Ophthalmology [ )
Equine Equine [ ] Equine

Cardiovascular Cardiovascular Cardiovascular

Anaesthesia and Analgesia Anaesthesia and Analgesia [ ] Anaesthesia and Analgesia

Food producing Animal Products [ ] Food producing Animal Products [ ) Food producing Animal Products

Nutrition [ ] Nutrition [ ] Nutrition

New Sales and Marketing and

° Technical Support organisation

was established in ltaly in
March 2014

08. Denmark Key Products
Endocrinology [ ]
Dermatology [ ]
Ophthalmology [ )
Equine

Cardiovascular Disease [ )
Anaesthesia and Analgesia [ )
Food producing Animal Products [ ]
Nutrition [ ]
Endocrinology [ )
Dermatology [ )
Ophthalmology [ ]
Equine

Cardiovascular Disease [ )
Anaesthesia and Analgesia [ ]
Food producing Animal Products [ )
Nutrition [ ]
10. Belgium Key Products
Endocrinology [ ]
Dermatology [ ]
Ophthalmology o
Equine

Cardiovascular Disease [ ]
Anaesthesia and Analgesia [ ]
Food producing Animal Products [ ]
Nutrition [ ]

Endocrinology Endocrinology [ ) Endocrinology [ )
Dermatology [ ) Dermatology [ ) Dermatology

Ophthalmology [ ] Ophthalmology [ ] Ophthalmology

Equine Equine [ ) Equine [ )
Cardiovascular Disease Cardiovascular Disease [ ) Cardiovascular Disease [ )
Anaesthesia and Analgesia Anaesthesia and Analgesia [ ] Anaesthesia and Analgesia [ )
Food producing Animal Products [ ] Food producing Animal Products Food producing Animal Products [ ]
Nutrition [ ] Nutrition [ ] Nutrition

www.dechra.com Stock code: DPH
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People, Culture and Values

Susan Longhofer, Group Director,
Product Development and Regulatory
Affairs

Susan joined Dechra in 2005. A
veterinarian with over 25 years’
experience in the industry, she leads

a team of over 50 staff around the

globe responsible for a research

and development programme that
ensures we deliver our pipeline of

new international product approvals.
Balancing the strategic needs of diverse
parts of the world, Susan is well versed
in leading multi-national teams. Prior to
joining Dechra, Susan worked for Virbac
Corporation, Heska Corporation and
Merck Research Laboratories.

Susan holds an MS and DVM in
Veterinary Science and is a Diplomate,
American College of Veterinary Internal
Medicine.

She is located in Kansas, US.

Our People
It is due to the hard work, commitment and talent of Dechra’s employees that the Group
continues to grow. Key to enabling our people to develop and perform is the leadership of

the Group.

Following the divestment of the Services Segment on 16 August 2013, the SET was
established to lead the development and implementation of the business strategy.
Reporting to lan Page, Chief Executive Officer, the team comprises Anne-Francoise
Nesmes, Chief Financial Officer, Tony Griffin, Managing Director DVP EU, all of whom
are also part of the main Board, joined by Zoe Goulding, Company Secretary, Susan
LLonghofer, Group Director, Product Development and Regulatory Affairs, Mike Eldred,
President North America, Mike Annice, Managing Director, Manufacturing, Allen Mellor,
Group [T Director, and Katy Clough, Group HR Director.

Mike Annice, Managing Director,
Manufacturing

With 24 years’ experience at Dechra,
Mike has been a key member of the
senior management team having

played a role in some of the notable
events in our history including the

MBO that formed Dechra Holdings,

the flotation of the Company in 2000,
site expansion adding manufacturing
capability to our plant in Skipton and the
acquisitions of manufacturing plants in
the Netherlands and the US. He recently
oversaw FDA approval of the Skipton
manufacturing facility. Responsible for
around 42% of the Dechra workforce
across two manufacturing sites, he has
significant experience of leading and
managing multi-site teams in high quality
environments.

Mike has a BSc Hons in Pharmacy, is
a Member of the Royal Pharmaceutical
Society and has Qualified Person status.

He is located in Skipton, UK.

'

Mike Eldred, President US
Mike joined Dechra in 2004 and is
responsible for Dechra Veterinary
Products’ North American business.
Mike has more than 20 years’ experience
in the animal health sector, having

held senior positions in business
development, sales and operations at
Virbac Corporation, Fort Dodge Animal
Health and Sanofi Animal Health. As our
first employee in the US, he has built

the US team to 54 people and with a
strong Dechra culture has grown sales
revenue to £21 million. Mike has also
been involved in several commercial
agreements and acquisitions for the
Group including Pharmaderm, DermaPet
and Phycox Animal Health.

Mike has a BA in Business, and an MBA.

He is located in Kansas, US.

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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Zoe Goulding, Company Secretary
and Solicitor

Zoe joined Dechra in 2007. In addition

to her Board responsibilities, she is also
responsible for a variety of areas covering
legal governance and compliance
aspects across the business.

As Company Secretary, Zoe holds a
unique position within the Company
acting as a key point of contact for the
Chairman, Senior Management and
shareholders. This allows Zoe to have a
broad understanding and insight of the
workings of the Group as a whole.

She is located at Head Office,
Northwich, UK.

Dechra

\
&

Allen Mellor, Group IT Director
Allen joined Dechra in 2012 and has
developed and implemented a new
Group IT strategy during this time.

During the last 20 years, Allen has
gained a breadth of experience from

the implementation of diverse business
solutions across multiple industry sectors
including Justice, Education, Energy,
Distribution and Retail. Having held
several senior management positions
encompassing software development, T
service provision and IT strategy, his last
role was as Head of IT for the BSS Group
PLC, a leading plumbing and heating
distribution company.

Allen is currently responsible for all Group
IT support to a multitude of internal
customers.

He is located at Head Office,
Northwich, UK.

Strategic Report Our

Katy Clough, Group HR Director

The most recent recruit to the team, Katy
joined in April this year from AppSense
Ltd where she was the Vice President

of HR Europe and Rest of the World.
With over 15 years operating at Director
level within Software, Health, Travel and
Finance industries, Katy brings with

her a wealth of HR expertise gained in
both blue chip corporates and smaller
entrepreneurial companies. She has
strong international, leadership and M&A
experience and has taken responsibility
for driving the global people agenda for
the Dechra Group.

She is located at Head Office,
Northwich, UK.

www.dechra.com Stock code: DPH
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People, Culture and Values continued

Our People Plan

The appointment of Katy Clough as the Group HR Director towards the end of the 2014 financial year has prompted a review of our

HR plan to drive the delivery of the business strategy through our people.

The primary objective is to enable a company that drives innovation, customer, and shareholder value, joint accountability, and

shared success through execution of the following plan:

Develop the SET

Executive Team to provide
world class leadership to

the Group

Strong SET
Create simplified

access to data and .
reduce manual effort ~ °

. Scalable HR
Operations

A One Dechra
. A great place to work

Dechra Leaders

Identify succession plan and . Development

create development plans to
secure future talent pipeline ‘
and grow our own .

Aligned
Compensation
and Benefits

Align employee effort and
. improve execution through
. effective goal setting linked

° to reward
Performance ‘.
Culture
A4
Talent .
Management N Attract, retain and

. develop the right talent
in the right place at the
right time

Develop equitable reward systems

that drive accountability and

reward high performance

Our people agenda is a key enabler to our strategy; we have a roadmap to execute our plan over the next few years. Two years
ago significant steps were taken with the establishment of a new pilot Performance Development Review. A further evolution of this
programme is currently being rolled out that cements the link between an individual’s accountability and delivery of our strategic

plans.

Work to determine the Dechra Values was carried out during the 2013 financial year; the Values are increasingly embedded into the
way we do things in the Group, and provide a stable foundation for all people related initiatives to be built upon.
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“It is due to the hard work,
commitment and talent of
Dechra’s employees that the
Group continues to grow.”
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Financial Review

After several years of progressive organic growth and
successful acquisitions, our 2014 financial year was
predominantly a year of consolidation during which we
implemented several improvement projects to support
the execution of our four strategic growth drivers.
During the year we achieved a balance between
revenue growth and investments to support our
strategic ambitions whilst delivering profit growth and
improved operating leverage.

Anne-Francoise Nesmes
Chief Financial Officer

“We delivered underlying
operating profit of

£42.2 million, representing
a growth of 7.2% compared
to the previous year.”

Find out more about Our Financials on
Y pages 121 to 169.

View further content on our website:
www.dechra.com

e All growth rates for both underlying
and non-underlying results included in
this review are at constant exchange
rates (CER) unless otherwise stated.
This shows the year-on-year growth
as if exchange rates had remained the
same as in the previous year.

When presenting our financial results,
we use a number of adjusted measures
which are used by management in
reporting and planning discussions.
These measures are reconciled to the
financial results reported under IFRS on
page 41.

e All numbers are presented on a
continuing operations basis. The
divested Services Segment is
shown as discontinued operations in
accordance with IFRS.

e Underlying results reflect the Group’s
trading performance excluding
amortisation of acquired intangibles,
non-underlying charges and other one-
off events such as restructuring and
acquisition costs.

Overview of Underlying Financial Results

We delivered underlying operating profit of £42.2 million, representing a growth of
7.2% compared to the previous year. This was achieved through a combination of
modest revenue growth, improvement in margins and investments in strategic areas.

2014 2013 Reported Constant

£m £m currency currency

Revenue 193.6 189.2 2.3% 1.6%

Gross profit 107.7 100.7 7.0% 6.5%
Gross profit % 55.6% 53.2%

Underlying operating profit 42.2 39.1 7.9% 7.2%
EBIT % 21.8% 20.7%

Underlying EBITDA 46.2 42.8 7.9% 7.2%

Underlying diluted EPS (p) 36.32 29.07 24.9% 23.9%

Dividend per share (p) 15.40 14.00 10.0% 10.0%

A reconciliation to reported results is shown on page 41.

Revenue Revenue by Segment

Total revenue grew by 1.6% to £193.6
million. Our growth accelerated to 4.0%
in the second half from a decline in the
first half of 0.7% (compared to the same
period last year).

European Pharmaceuticals Segment
revenue grew by 1.0% to £172.4 million
as a good performance in all markets
was offset by very disappointing sales

in the Netherlands. The decline in this
market was due to competitive pressure
and reduced use of antibiotics. We have
taken actions to address the situation.

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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Revenue in our US Pharmaceuticals
Segment grew by 6.8% to £21.2 million.
Our key products performed strongly
with an increase of 24.3% for Vetoryl,
18.7% for Felimazole and 10.5% for
DermaPet. There were no sales of
Animax in 2014 (2013: £1.5 million) due
to previously reported supply issues.
This reduced overall US growth by

9 percentage points.

Revenue by Categories

Overall the performance across our major
product categories has been adversely
affected by a decline in FAP sales.

CAP grew by 3.7%. As stated in the
Chairman’s and Chief Executive Officer’s
Statement on pages 8 to 9, all our key
products performed well. However
Vetoryl sales momentum in Europe
slowed down compared to the prior
year due to phasing of sales in ltaly

and the unavailability of a third party
drug necessary to diagnose Cushing’s
disease. It is also worth noting that our
generics defence strategy for Felimazole
proved successful, except in the
Netherlands.

Given the increasing importance of

and our focus on our Equine product
portfolio, we are pleased to report growth
of 13.6% driven by the uptake in HY-50,
a drug for lameness caused by joint
dysfunction.

FAP declined by 7.3%, mostly due

to the impact of the reduction in the
prescription of antibiotics and increased
competition in the Netherlands.

The Pet Diets franchise remained
stable compared to the prior year, a
satisfying performance as we transfer
manufacturing to a new third party

supplier (see Chairman’s and Chief
Executive Officer’s Statement on page
12). Finally, third party manufacturing
sales increased by 4.0%. The incremental
value obtained by securing several

new third party contracts was reduced
due to a delay in production in Bladel.
We expect to recover fully in the 2015
financial year.

Gross Profit

Our gross margins have improved from
53.2% to 55.6% reflecting the continued
realisation of the Eurovet synergies and
changes in our product mix based on our
sales performance.

We benefited in this financial year from a
full year of margin synergies realised by
bringing in-house third party distribution
contracts in France and Germany part
way through the prior financial year.
Additionally the impact of higher margin
CAP growth and lower margin FAP
decline resulted in a more favourable
product mix.

Selling, General and Administrative
Expenses (SG&A)

SG&A expenses grew by 6.4% to
£57.3 million as we invested in people
and targeted projects to support our
strategic ambition.

Staff costs increased faster than inflation
in a few departments as we invested
strategically to support our growth. For
instance we have continued to invest in
the US sales infrastructure which has
delivered clear benefits to the top line.

We have also incurred additional one-off
costs in relation to several significant
finance projects that will deliver future
benefits, an example of which is outlined
in the Taxation section of this report.

2014 2013 Reported Constant

£m £m currency currency

CAP 98.7 94.8 4.1% 3.7%
Equine 12.6 1.0 14.5% 13.6%
FAP 35.8 38.1 (6.0%) (7.3%)
Subtotal Pharma 1471 143.9 2.2% 1.5%
Diets 28.4 27.9 1.8% 0.7%
Third Party Manufacturing 18.1 17.4 4.0% 4.0%
Total 193.6 189.2 2.3% 1.6%

“Our gross margins have
improved from 53.2% to
55.6% reflecting the
continued realisation of the
Eurovet synergies and
changes in our product

mix based on our sales
performance.”

www.dechra.com Stock code: DPH
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Financial Review continued

EU Profit

£49.0m

2013: £45.8m

2013 45.8

2012 28.9

US Profit

£6.0m

2013: £5.6m

2013 5.6

2012 5.9

Including thegerofit from the di
operations an@ non-underlying
er tax was £5

Graup’s profit

\

Research and Development Expenses
(R&D)

Our R&D spend totalled £8.2 million as
we continued to progress the pipeline.

Our spend is broadly in line with last
year. However, it is slightly lower than
expected as we suspended the clinical
trial of a feline endocrinology drug
following concerns over the formulation.
All other projects progressed as planned.

Segmental Profit

Operating leverage is improving in our EU
and US Pharmaceuticals Segments with
underlying profit as a percentage of sales
at 28.4% and 28.3% respectively.

Following the divestment of the Services
Segment, the Board reviewed our
reporting Segments and concluded that

retaining the EU Pharmaceuticals and
US Pharmaceuticals Segments reflected
the way we currently manage the Group
and they meet the criteria defined under
IFRS 8.

The operating leverage of our US
Pharmaceuticals Segment is improving
as past investment in infrastructure drives
revenue growth. Investment will continue
to support the forthcoming launch of
Osphos.

Overview of Reported Financial
Results

Including the profit from the discontinued
operations and non-underlying items,
Group'’s profit after tax of £59.0 million
increased by 227.9% at CER (229.6% at
reported).

2014 2013 Reported Constant
£m £m currency currency
Revenue 193.6 189.2 2.3% 1.6%
Gross profit 107.7 100.7 7.0% 6.5%
Gross profit % 55.6% 53.2%
Operating profit 25.0 18.3 36.6% 34.4%
EBIT % 12.9% 9.7%
Profit after tax 19.4 10.9 78.0% 75.2%
Profit after tax including
discontinued operations 59.0 17.9 229.6% 227.9%
Diluted EPS (p) 67.33 20.45 229.2% 227.5%

inued
, the
illion.
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A reconciliation of underlying results to reported results as at 30 June 2014 is shown in the table below:
Non-underlying items 2014
2014 Total
Underlying  Discontinued  Amortisation Acquisition Finance Rationalisation reported
results operations  of intangibles costs expenses costs results
£m £m £m £m £m £m £m
Revenue 193.6 193.6
Gross profit 107.7 107.7
Selling, General and
Administrative Expenses (57.3) (16.5) 0.2) (0.5) (74.5)
Research and Development
expenses 8.2) (8.2)
Operating profit 42.2 (16.5) (0.2) (0.5) 25.0
Net finance costs (2.3) (1.39) (3.6)
Profit before tax 39.9 (16.5) (0.2) (1.3) (0.5) 21.4
Taxation (8.0 5.7 0.2 0.1 (2.0)
Profit after tax 31.9 (10.8) (0.2) (1.1) (0.4) 19.4
Profit from discontinued
operations 39.6 39.6
Profit for the period 31.9 39.6 (10.8) (0.2) (1.1) (0.4) 59.0
Diluted Earnings per share
(pence) 36.32 67.33

The sale of the Services Segment was
completed on 16 August 2013. The
profit from the discontinued operations
was £39.6 million, of which £38.7 million
was the pre-tax profit on the disposal.
Additional details are shown in note 30 of
the accounts.

Non-underlying items of £18.4 million,
excluding the discontinued operations,
are £2.7 million lower than the previous
year due to Eurovet rationalisation

costs in the prior year and favourable
foreign exchange movements on the
amortisation of acquired intangibles held
in foreign currencies. Full details are
shown in notes 4 and 5 on page 138.

Earnings per Share and Dividends
Underlying diluted EPS from continuing
operations for the year was 36.32 pence,
23.9% growth versus last year as we
benefited from interest and tax savings.
The total dividend per share is 15.40
pence.

The reduction in interest payments
following the repayment of our debt,
together with expected tax savings and
prior year tax adjustments (see note 8 on
page 141), contributed to our Earnings
per Share increase. Our tax strategy is
covered in more detail later in this report.

The reported diluted EPS for the year
was 67.33 pence (2013: 20.45 pence).
The growth over the previous year
reflected the profit on the sale of the
Services Segment partly offset by the lost
operating profit contribution from that
business.

The Board is proposing a final dividend
of 10.65 pence per share (2013: 9.66
pence). Added to the interim dividend of
4.75 pence, it brings the total dividend
per share for the year to 15.40 pence,
representing 10% growth over the
previous year. Dividend cover based on
underlying earnings was 2.4 times.

Net Debt

Our net debt position has improved
considerably, from £80.8 million in the
prior year to £5.0 million as at 30 June
2014.

The proceeds from the divestment of
the Services Segment were used to pay
down the term loan in full and partly

pay down the revolving credit facility,
which significantly improved our net debt
position.

Covenants on the loan facilities were met
during the year.

Underlying Diluted Earnings per Share

30.32p

2013: 29.07p

2013 29.07
2012 21.28
Dividend per Share

2013: 14.00p

2013 14.00
2012 12.27

Find out more about EPS in note 10 of the
Consolidated Financial Statements on
page 142.

View further content on our website:
www.dechra.com
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Financial Review continued

£75.8m

Reduction in net debt

Dechra Phari

ieuticals PLC A

Balance Sheet

Net assets at 30 June 2013 totalled £204.8 million, a £30.2 million increase compared

to the prior year.

2014 2013
£m £m
Assets
Total non-current assets 214.4 235.7
Total current assets 86.3 89.6
Assets of disposal group held for sales - 89.8
Total assets 300.7 4151
Liabilities
Total current liabilities (35.7) (49.5)
Total non-current liabilities (60.2) (137.0)
Liabilities of disposal group held for sales - (54.0)
Total liabilities (95.9) (240.5)
Total net assets 204.8 174.6

Total non-current assets include intangibles which amounted to £196.2 million (2013:
£219.6m) as at 30 June 2014. The only significant addition relates to the product
rights to Phycox and Levothyroxine from the PSPC Inc. acquisition which was more

than offset by amortisation charges and currency translation differences.

Lower non-current liabilities reflect the repayment of borrowings following the Services

Segment divestment.
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Additionally it is worth noting that total
working capital increased during the
year from £28.4 million (on a continuing
basis) to £32.2 million. £2.5 million of
this rise is due to an increase in our
trade working capital balance. The key
drivers for this were the inclusion of

the Services Segment as debtors in
working capital combined with bringing
business in-house from our distributors,
offset by favourable exchange rates. The
remainder is an increase in the non-trade
balance principally due to exchange rates
and divestment costs accruals. This has
impacted our cash conversion.

Finance Strategy

During the year we have reviewed our
tax and treasury strategies, resulting

in improvements that will make our
operations more efficient, robust and
scalable. They will deliver financial
benefits that will contribute to earnings
growth.

Taxation

We have implemented a tax strategy that
reflects the current and future Group
business model, in line with the tax policy
approved by the Audit Committee (see
page 81).

We have performed a strategic review
of our international tax affairs to ensure
we take advantage of international
government-backed incentive schemes,
such as the patent box in the UK,
innovation box in the Netherlands

and global research and development
regimes in the countries in which we
operate. We are also aiming to simplify
our operating model in order to improve
control and ensure that we are structured
in the most tax efficient manner.

Treasury
In September 2014, the Group
refinanced its existing bank facility.

Our existing bank facility was committed
until October 2016. Given the current
economic context and our strategic
ambitions, we felt it was appropriate to
refinance.

The Group’s revised borrowing facilities
comprise a committed £90 million
Revolving Credit Facility with an
‘Accordion’ facility of £30 million. The
terms apply until September 2019.

The interest rate that is charged on the
Revolving Credit Facility is dependent
upon the Group’s Leverage ratio (defined
as the ratio of Total Net Debt to Total
Adjusted EBITDA). The minimum interest
rate payable by the Group is 1.30% over
LIBOR and the maximum interest rate
payable by the Group is 2.00% over
LIBOR.

The facilities are provided by a syndicate
of three banks: HSBC, RBS and
Barclays. We will also consolidate our
day-to-day banking operations with
these banks, thereby improving the
effectiveness of, and the controls over,
our cash management.

This will give rise to a loss on
extinguishment of debt of £386,000 in
the year ending 30 June 2015.

Summary

We have consolidated our position

in 2014 and are in a strong financial
position to execute our strategy going
forward:

® our gross margin improvements
increase our operating leverage. Profits
can be reinvested in the business
where needed to drive returns;

e the progress we have made defining
our tax and treasury strategies ensure
that we are building a scalable finance
structure; and

e we have maintained a strong balance
sheet which gives us the flexibility
to pursue strategic investment
opportunities as and when they arise.

Anne-Francoise Nesmes
Chief Financial Officer
8 September 2014

“We are in a strong financial
position to execute our
strategy going forward.”

www.dechra.com Stock code: DPH
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Key Performance Indicators

The Group utilises the following KPIs to assess our progress against our strategic, financial and operational objectives.
Their relevance to our strategy and their definitions are explained below.

Some KPIs are also used as a measure in the long term incentive arrangements for the remuneration of the Executives.

These are identified with the symbol @

Sales Growth
1.6%

Definition

Year-on-year sales growth including new products
but excluding revenue from acquired businesses in
the year of acquisition.

2013 £189.2m

2012 £116.56m

Relevance to Strategy

A key driver of our strategy is to deliver sustainable sales
growth through delivering our pipeline, maximising our existing
portfolio and expanding geographically.

Performance

Sales increased by 1.6% at CER (2.3% at reported rates).
Our growth was impacted by the decline in FAP, particularly
in the Netherlands, and the slowdown in Vetoryl sales due
to the phasing of sales in Italy and the shortage of the
accompanying diagnostics drug.

900

Underlying diluted EPS Growth @
23.9%

Definition

Underlying profit after tax divided by the diluted
average number of shares, calculated on the same
basis as note 10 of the Accounts.

2013 29.07p

2012 21.28p

Relevance to Strategy

Underlying EPS is a key indicator of our performance and
the return we generate for our shareholders. It is one of the
vesting conditions of the LTIP.

Performance

The increase of 23.9% at CER (24.9% at reported rates)
reflects the one time benefits from savings on interest after
we repaid part of our debt using the proceeds from the
Services Segment divestment. Prior year tax adjustments also
contribute to the strong performance.

0500

Return on Capital Employed @
16.4%

Definition

Underlying operating profit expressed as a
percentage of average operating assets
(excluding cash and tax assets).

2013 17.6%

2012 17.1%

Relevance to Strategy

As we look to grow the business, it is important that we use
our capital efficiently to generate returns superior to our cost
of capital in the medium to long term. It underpins the vesting
conditions of the LTIPs.

Performance

This indicator includes profit from the Services Segment for

12 months for the prior financial years but only for 11 weeks
in this financial year. As a result, the ROCE declined slightly
due to the profit dilution following the disposal. This was in line
with our expectations.

00 O¢

Cash Conversion
90.6%

Definition

Cash generated from operations before tax and
interest payments as a % of operating profit before
amortisation of acquired intangibles.

2013 107.0%

2012 91.7%

* On continuing operations basis

Relevance to Strategy
Our stated aim is to be a cash generative business.

Performance

Our cash conversion for the continuing operations ended

at 90.6%. This falls slightly below previous years due to an
increase in our working capital, which is further explained on
page 43.

@00

Dechra Pharmaceuticals PLC Annual Report and Accounts for the year ended 30 June 2014
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New Product Sales
8.6%

Definition

Revenue from new products as a % of total Group
revenue. A new product is defined as any molecule
launched in the last five financial years.

2013 6.5%

2012 1.0%

Relevance to Strategy

This measure shows the delivery of sales in each year from
new products launched in the prior five years, on a rolling
basis. It shows the performance of our R&D and sales and
marketing organisations when launching new products.

Performance

Sales from new products continue to increase and account
for 8.6% of our total sales in 2014. This is mostly due to the
successful launches of Forthyron and Cardisure in Europe.

000

Lost Time Accident Frequency Rate (LTAFR)
0.21

Definition

All accidents resulting in the absence or inability

of employees to conduct the full range of their
normal working activities for a period of more than
three working days after the day when the incident
occurred, normalised per 100,000 hours worked.

2014_ 0.21

2013 0.22

2012 0.55

Relevance to Strategy

The safety of our employees is core to everything we do.
We are committed to a strong culture of safety in all our
workplaces.

Performance

Including the Services Segment, the LTAFR remained
relatively the same as in the previous year. Considering
continuing operations only, the LTAFR fell to 0.08% as
reported in page 109, which reflects our focus on employee
safety.

Employee Turnover
16.8%

Definition

Number of leavers during the period as a
percentage of the average total number of
employees in the period.

2013 16.1%

2012 14.9%

Relevance to Strategy
Attracting and retaining the best employees is critical to the
successful execution of our strategy.

Performance

The increase in employee turnover to 16.8% reflects a major
change in the business as we completed the closure of the
factory in Uldum, Denmark, as previously reported. The
impact of the Services divestment has been excluded from
this calculation.

www.dechra.com Stock code: DPH
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How the Business Manages Risk

Risk Agenda

Effective risk management is key to the
achievement of our business strategy. In
October 2013 the Board commenced a
review of the Group’s risk management
process in order to assess whether there

was scope for improvement. Deloitte LLP

were retained to assist with the review,
which formed part of their wider remit to

assist in the review of the Group’s internal

financial controls. More detail in relation
to this review can be found on pages 81
to 82 of the Audit Committee Report.

The review confirmed that, overall,
the risk management process was
appropriate for the size of the Group
and provided validation of the existing
risks. However, the following areas of
improvement were suggested:

e ownership of the risks should be
created at SET level;

e amendments to b