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Financial highlights

Continuing activities

Sales

Headline operating profit*
Statutory operating profit
Headlne basic EPS*
Statutory basic EPS

Free cash-flow

Dwdend

Return on capital employed

01 201Q

2,842 2,770
517 492
438 436

92.7p 84.6p

77.8p 75 3p
236 331
36.25p 34 Op

17.0% 16 6%

*Headlne profit 1s hefare exceptionalitems amartisation of acquired intangible assets profitfloss ondisposal of businesses costs of acquisiions and financing gamsflesses from currency

hedging Free cash-flow and return an capital employed are descnbed in the Financial review

Sales

£m 2,842
2,465 2770 4

23
2,161

2007 2008 2009 2010 2011

Headline operating profit

Em
492 517

418
381

2007 2008 200% 2010 2011

Goto » pages 17,130 and note 1 tor more information

Goto » pages 17, 130 and note 1 for more information

Free cash-flow

£m 331

256
234

01 o

2007 2008 2009 2010 2011%

Headline earnings per share

Pence 927

745 924

470

2007 2008 2009 2010 2011

Gota » pages 48, 130 and note 28 for more information

Goto P pages 48, 130 and note 9 far more information

The purpose of this document 15 to provide information to the members of the Company
This document contains certain statements that are forward-looking statements They
appear In a number of places throughout this docurnent and include statements regarding
our Intenbions beliefs or current expectations and those of our officers directors and
employees concerning amongst other things our results of operalions ftnancial conditien
liquidity, prospects growth, strategies and the business we operate By their nature these
statements involve uncertainty since future events and circumstances can cause results and
developments to differ materially from those anticipated The forward-looking statemnents
reflect knowledge and information available at the date of preparation of this document
and unless otherwse required by applicable law the Company undertakes no obligation
to update or revise these forward-looking statements Nothing in this document shoutd
be construed as a proit forecast The Company and its directers accept no Liability to third
parties in respect of this document save as would anse under English law
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About Smiths Group
Bringing technology to life

Smiths Group is a global business,
listed on the London Stock Exchange.
We develop advanced technology and
bring it to life to create products that
meet our customers’ evolving needs.

We do this through five divisions, which
employ around 23,000 people in more
than 50 countries.

Smiths Detection

Aworld-leading designer and manufacturer of sensors that detect
and identify explosives, narcotics, weapons, chemical agents,
biohazards, nuclear & radioactive rmatenal and contraband

Employees
2011 Sates

2011 Headline operating profit margtn

2,500
£510m
128%

Strengths

- Market leader with a glabat presence

- Strong technology positions and excellent product engineering
skills

- Access to growth markets

- Investment in R&D increasing to support customer requirements

This diversified portfolio offers a wide range of long-term growth
markets with different customers, demand dnivers and corpetitors It
makes our business relatively resilient throughout the econamic cycle

Our businesses also share some common charactenstics These
include high-quality brands, a deep understanding of customers and
markets, the ability to engineer products to meet customers specific
needs, and expertise in small-batch, low-cost manufactunng

We have a lean corporate centre, which sets our strategic direction
and atlocates capitat to manage the portfolio and dnive returns It also
fosters a culture of responsibility and accountability wherever we work
around the world

John Crane

Aworld-leading prowder of products and services for the major
pracess industries, including oil and gas, power generation,
chemucal, pharmaceutical, putp and paper, and mining sectors

Employees
2011 Sales

6,800
£894m
211%

2011 Headline operating profit margin

Strengths

- Two-thirds of revenue from aftermarket service

- Market leader in its field with a blue chip customer base
- Dnven by long-term demand for energy

- Good positions in key markets

Goto  pages 18-23 and www smithsdetection com

Goto pages 24-29 and www johncrane com
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Smiths Medical

Aleading suppber of specialist medicat devices and equipment
for global markets Our products are focused on the medication
delivery, wital care and safety devices market segments

Employees
2011 Sales
2011 Headline operating profit margin

7550
£838m
23 4%

Strengths

- Established brands with practitioner loyalty

- Global sales & marketing network

- Single-use consumable devices represent ¢ 80% of sales

- Focusing increased R&D investment on higher growth segrments
and markets

Group cveriew

Chairrman and Chiet Executve
Dperating and Hinancial review
Rusks and responsibility
Governance

Accounts

Flex-Tek

A global prowder of engineered compenents that heat and move
fluds and gases for the aerospace, medical, iIndustnal, construction
and domestic appliance markets

Employees
2011 Sales
2011 Headline operating profit margin

2,000
£221m
125%

Strengths

- Strong positions in niche markets

- Lean manufactuning culture with tight cast control

- Well-positioned for a recovery in US housing and domestic
appliances with strong operating leverage

Goto pages 30-35 and www smiths-medical com

Goto pages 42-47 and www flextekgroup com

Smiths Interconnect

A leader in electronic components and sub-systems that connect,
protect and control cntical systems for wireless telecommunications,
aerospace, defence, space, test, medical, rail and industnal markets

Employees
2011 Sales
2011 Headline operating profit margin

4000
£379m
178%

Strengths

- Technical differentiation providing sclutions to customer needs

- Strong brands recognised by customers

- Excellent pragramme pasitions

- Positive long-term dynamics in diverse end markets including
wreless infrastructure, semicoanductor test and aerospace

Goto pages 36-41 and www smithsinterconnect com
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About Smiths Group
continued

Divisional sales

1 Smiths Detection 18%

Divistonal headline operating profit
1 Srmuths Detection 12%

5
2 John Crane 31% s 2 John Crane 35% 4 !
3Smiths Medical 30% 4 3 Smuths Medical 36%
4 Smiths Interconnect 13% 4 Smiths Interconnect 12%
5 Flex-Tek 8% 5 Flex-Tek 5%
2
3 3

Percentage relates to headlne operating

profil before corporate costs.
Goto note 1 on page 98 for more information Goto note 1 an page 98 for more information
Group sales by destination Location of assets
1 North America 50% 1 North Amenca 52% .
2 United Kingdom 4% 4 2 United Kingdom 14%
3 Eurape other 22% 3 Europe other 22%
4 Rest of World 24% 4 Rest of World 12% 5

i
3
2
2 Analysis excludes cash
and tash egunalents

Goto note 1 on page 101 for more iInfarmation

Group manufactuning and service lacations by divisian

Srmiths Detection
John Crane

Smiths Medical
Smiths Interconnect
Flex-Tek
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The investment case

Smiths Group offers a clear proposition
to investors. We have a portfolio

of fundamentally strong businesses,
which gives us six key benefits:

1

Strong market positions in sectors with long-term
profitable growth

Our businesses are either market leaders or are well placed

mn attractve niches This allows us to benefit from the long-term
growth drivers in their industnes Across our portfolio, these growth
drivers include the

- global demand for energy

- healthcare needs of ageing populations
- threat of terronsm

- expansicn of wireless communications
- aerospace demand

- US residential canstruction

We have sales growth targets for each drasion, which reflect these
positive fundamentals

2

Leading-edge technologies and service levels that
command high margins

We stay at the forefront of technalogy by understanding the needs

of our customers and investing in research and development to
meet those needs Qur technological strengths give us a competitive
advantage and create customer loyalty, enabling us to earn
attractive margtns

Our businesses often provide significant levels of aftermarket
service and essential cansumables This helps us retain customers
and provide recurning income as well as insight into customer needs

3

Further scope for operational improvement
and margin enhancement

Operatronal efficiencies will dove our margins higher Qur
restructuning programme has already delivered significant value,
with mare to corne in the next two years

We have invested to improve our systerns, with enterpnse resource
planning projects installed in Sriths Detection, Smiths Medical and
John Crane Better information enables us ta leverage the Group s
scale and detiver further savings Portfolio profitability reviews are
also iImproving operational efficiency

We have margin targets for each division and have made good
progress towards themn, with scope for further improvernent

Group overvew

Chairman and Chief Executive
Operating and financial review
Risks and respensibitity
Governance

Accounts

4

Opportunity to realise value through more active
portfolio management

We also assess active partfolio management apportunities where
we see the potential to create a more focused portfolio through
a targeted programme of acquisitions and disposals

We invest In business acquisitions to increase cur exposure to
attractive and adjacent growing sectors as well as to expand our
current businesses

5
High returns on capital employed

Our dvisions generate attractive margins and tend to specialise

in small-batch, low-cost manufacturing As a result, they have low
capital intensity and deliver returns above our weighted average
cost of capital

We have opportunities to invest for growth in our businesses

to generate attractive incremental returns for our shareholders
We maintain a strong discipline to ensure we make informed
hwvestment choices

[

Strong cash generation to reinvest in top-line growth
and increase dividends

Closely managing our working capital enables us to convert most
of our operating profit inta cash-flow Improved business data will
continue to drive cash generation

Our focus on cash ensures we have the resources needed to
reinvest in our businesses through targeted acquisitions, and tn
organic growth drivers such as product development, and sales

and marketing in growth markets At the same time, it allows

us to increase divdend payments ta shareholders, while maintaining
an efficient balance sheet and meeting the obligations of our legacy
habibties, such as pensions and product liability ltigation

5§ Smiths Group pic Annual Report 2011




Our strategy and key
performance indicators

We have a five-part strategy for creating
long-term value for our shareholders.

We measure our performance against
this strategy through several key
performance indicators.

Strategy
Driving top-Line growth

We dnive our top-line growth in three ways First, we invest in
research and development - the lifeblood of a technotagy business
such as Smiths This supports innovation and new product
develapment Second, we look to expand in emerging markets
such as China, India and Brazil, through ergansc investment and
acquisitions Third, we work to improve our sales and marketing
effectiveness, for example through shanng tools and best practice
around the world

Enhancing margins

We intend to continue to enhance our attractive margins through
further operational improvement, leveraging our scale and IT
systems, and focusing on low-cost manufactunng

Generating cash and managing the balance sheet

By emphasising working-caprtal management, particularly our
debtors and inventones, we are able to convert a high proportion of
headline operating profit into cash

We also look to optimise our capital structure and secure long-term
financing Our barrowings are mainly through long-term bonds
rather than bank debt ‘We atso ctosely match the currency of our
debt wath our assets and earnings

Allocating capital to maximise returns

Smiths Group delivers high returns on capital We achieve this
through disciplined capitat allocation to the divisions, by enhancing
our profitabdity and through actve portfolie management, with a
targeted programme of acquisitions and disposals

At the same time, we actively manage our portfolio of liabilities, such
as our defined benefit pension schemes and legacy product Liability
Issues, so that we minimise their impact on our value creation

Promoting corporate responsibility

We premote a culture of responsibility throughout Srmiths Group
This requires us all to work according to our Code of Ethics Smiths
Is also committed to working in a way that, as far as reasonably
practicable, protects the health and safety of employees and
rinimises any environmental effects of its actmbies, products and
services This delivers real business benefits, while ensuning that
we meet our obligations to all of our stakeholders

& Smiths Group plc Annual Report 2011



Key performance indicator
Sales £m

The absolute level of sales achieved in the year
This includes the effect of porttolio changes
and currency movements

Sales grew 3% this year reflecting organic
growth and the benefit of recent acquisitions

Headline operating margin %

Based on our headline operating profit, which
excludes a number of items that do nat reflect
the portfolio s underlying performance

Headlne operating margin improved 40 basis
points reflecting vetume leverage betier pricing
and the benefits of our cost saving initiatives

Cash conversion %

This 1s the propartign of headline aperating
profit that we are able to convert to headline
operating cash

Headline operating cash canversion this
year was in line with guidance of 70-100%
cash conversion Conversion in 2009 and
2010 benefited frem reduced warking capital
ansing from certain one-off iInibatives

Headline return on capital employed %

This I1s headline operating profit dwided by
monthly average capital employed, expressed
as a percentage Capital employed s total
equity, adjusted for goodwill recognised directly
n reserves, net posi-retirerment benefit assets
and liabilities, and net debt

Headline return on capital improved 40 basis
points reflecting the improved profitability

2,842
2645 2770

2009 2010 2011

157

2009 2010 2011

115

95

2009 2010 2011

166 170
147

2009 2010 2011

A range of indicators for safety and environmental impact

Group overview

Chawman and Chiel Executve
Operating and financial review
Fusks and responsibility
Gavernance

Accounts.

Prionties

We aim to accelerate our top-line growth through continued
mvestment and have set targets for each dmsion These are
based on annual organic growth over the medium term,

at constant currency

Goto note T on page 98 and page 130 for more information

Ta deliver continuous imprevements In margins
We have set medium-term margin targets for each dvsion

Goto note 1 on page 98 and page 130 for more infermation

To continue to facus on cash generation and balance sheet
management, so that we have the financial strength to grow
the business

GCoto note 28 on page 127 and page 130 for more snformation

To continue to manage our portfolio to create maximum value
for shareholders

Goto  note 1 on pages 98-99 and page 130for more information

Recordable incident rate per 100 employees FYz0 resut
FY2013 target Is ta be below 0 5 per 100 employees 066
Greenhouse gas emissions Fraom "F*g""
10% reduction FY2010 to FY2015 -4 5%
Total non-recycled waste Fran "F"g’“’
10% reduction FY2010 to FY2015 -52%

FY20i1 v FY20i0

Water consumption
5% reduction FY2010 to FY2015

-84%

We will sustain our focus on working responsibly and have
set targets for each of qur KPIs

Gato pages 58-60 and www smiths com/corporate_responsibility
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Our business model

Smiths Group’s business model operates
attwo levels. The Group manages our
portfolio to create value for shareholders,
while the divisions manage their
businesses to meet custorers’ needs
and create value for the Group.

The Group's role

The Group has a clear model for managing our portfolio. It:

The divisional business model

The business model followed by our divisions.

Develop deep understanding of the markets

The starting paint for our businesses 1s to develop detailed
knowledge of their markets This includes knowing the scale of
the market and its growth rate, the competitors and their actvities,
and our potential sources of competitive advantage Thrs helps us
anbicipate and respond to developments As part of this actiwty, we
also consider what is happening in adjacent markets, the lessons
we can learn from them and the potential for changes in these
markets to affect our markets

Invest in research and development

R&D is the key driver of sales growth and margins It enables us to
keep at the farefrant of technology and develop products that meet
our custorners evoing needs

We fund the majority of our R&D and we also seek funding from
our custormers Our spend 1s focused more on product development
than pure research

8 Smiths Group plc Annual Report 2611
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— sets the strategic framework and culture for the Group as a whole

— ensures the divisional strategies are aligned to Group strategy

— agrees annual divisional budgets

— regularly reviews and challenges divisional performance

— approves and allocates capital for significant investments such as acquisitions,
and supports their implementation, for example through monitoring, due diligence

and integration

- ensures the right business systems and processes are in place across the Group,
so decisions are made efficiently based on high-quality data

- reviews the Group’s structure and considers opportunities to create value through

portfolio management

— meets the requirements of a listed company and sets the governance and risk

management framework for the Group.

Consider acquisitions and disposals

We buy businesses that add complementary technologies and
products, that expand our geographical foatprint, particularly in
emerging rarkets, or that allow us to leverage our existing scale
and infrastructure

Acquisitions must also support our sales growth and margin
targets and deliver strong cash-flow Our primary facus 1s on
returns, however, and we typically look for a 12% post-tax return
on investment by the third year of ownership We also lock to
dispose of businesses that offer less attractive returns

Manufacture products efficiently

The majonty of the manufacturing process 1s in small-batch
assembly, much of which 1s made to meet specific customer orders
This makes us capital-ight and flexible Where appropriate, we have
established production facilities in lower-cost countries, such as
Mexico, Ching, India, the Czech Republic, Costa Rica and Tunisia

Get close to customers

Our business is centred on strong relationships and 2 high degree
of customer intimacy Getting close to our customers enables

us to anticipate their speaific needs This helps us to keep our
customers for the long term

Aftermarket service and consumables

Many of our businesses provide a high level of after-sales service
We also selt significant quantities of single-use consumables
These activities help us to retamn customer loyatty, improve our
understanding of how our products perforrm over their lfetime
and increase our resilence throughout the economic cycle

9 Smuths Group plc Annual Report 2071



Securing future returns

Smiths is exposed to a range of risks

in running its businesses. We regularly
review these risks and ensure we have
appropriate processes and policies for
managing them. We also look at other
measures, such as insurance, which
can help to mitigate these risks.

The risks to our strategy

Managing risk
The diagram summarises how we manage risk

The Board has ultimate responsibility for our risk management
polictes and for ensunng we have an effective system of internal
control Qur executive and aperational management assess the
risks facing our businesses and respectively create and implement
our nsk management policies The Audit Commitiee ensures
appropnate oversight of nsk management and i1s supported by our
internal audit function, which tests the effectiveness of our controls
and dentifies areas for iImprovement

Board
Policy approval
Oversight
Implementatien Oversight
Executive management Audit Committee

Policy creation Oversight [on behalf

Risk assessment of the Board)
Operational Internal audit
management Controls testing

Policy implementation ldentified improvernents

The table below shows the main categories of risks we face and shows which of our strategic objectives they could affect

Driving top-line Enhancing
Risk growth margins

Economic outlook
Financial nsks

Global supply chain/
concentration of manufacturing

Government customers
Information technolagy
Acquisttions and dispasals
Legislation and regulations
Pension funding

Product bztility and Utigation
Technalagy and inngvatian

Talent and succession planning

Strategy

Generating cash Allocating capital ~ Promoting
and managing the  to maximise carperate
balance sheet returns responsibility

Although the Group faces more risks than those listed above, these
are the nsks that are currently of most congern to the business and
have been debated at recent Board or Audit Committee meetings Afull
description of these nsks, their potential impact and how we manage
them 1s set out in the nsk management section

Goto pages 52 to 54 for more infarmation
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A responsible company Cnoran o Chst s

Dperating and financial review
Risks and respensibility
Gaovernance

Accounts

Actlng respons|bly is a fundamental par‘t The 12 principles of the Code of Business Ethics

of our strategy. Our approach is based 1We comply wih the law

on our Code of Business Ethics, which 2 We compete fairly

appues to all of our businesses and 3 We act with integnity in all our business dealings
emp[_oyees worldwide. 4 We treat suppliers, partners and customers properly

5 We treat our co-workers respectfully
& We contnibute to healthy, safe and secure workplaces
7 We respect the environrment
8 We contribute to our communities
9 We participate in relevant public debates
10 We respect human nghts
11 We have high standards of financial record-%eeping and reporting
12 The Code applies to all of us
Acting responsibly delivers real business benefits

Operating within the Code enables us to meet our obligations to all of
our stakeholders It also delivers real business benefits, including

+ helping our people to work productively in a safe environment

+ protecting our reputation and our abibty to grow

+ enhanaing our efficiency, for example through lower energy costs, and
=« reducing the risk of an Incident and avoiding the associated costs

Sustainahility 1ssues also present a business opportunity for us For
example, the seals sold by John Crane help our customers to reduce
their environmentalimpact

Goto pages 57-41 and our separate corporate responsibility
report www smiths com/corporate_responsibility aspx
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Chairman’s statement

Against a persistently difficult economic
backdrop and significant constraints

on government spending in developed
economies, Smiths Group has again
delivered improved performance by
enhancing operational efficiencies and
exploiting its broad business reach across
markets and geographies.

Donald Brydon
Chairman
Sales
Upto £2,842m
+3%
Goto pages 17 and note 1 on page 98 for more information

Headline operating profit
Upto£517m

+0%

Goto pages 17, 48 and note 1 on page 98 for more information

Statutory operating profit
Up to £438m

0%

Goto pages 17, 48 and note 1 an page 98 for more information

Margins in most of the divisions continued to improve, benefiting from
the excellent work of our employees and such self-help initiatives as the
ongoing restructuring prograrmmes, global procurement savings and
vastly tmproved information systems These cost-saving maves have
again helped drive profitability to new highs However, we recognise
the need for more focus on sales growth If we are to capitalise on the
opportunities that emerge when the global economy finally recovers on
a sustainable basis

With this in mind we continue to increase investment in research
and development, a prerequisite for sustained growth in an advanced
technology business Lke ours In the divisional reports we detail
significant new product developments

We are also keenly aware of the growth potential in emerging markets
and conbinue to extend our geographic footprint outside the mature
economies of North Amenca and Europe Recent acqusitions have
a significant presence In emerging markets Srmuths Detection has
acquired #ts distributors in Brazil and India to take full control of its
routes to market in these fast-growing economies For example,
the secunty equipment installed at Delhis new international airport
terminal and at the Commonwealth Games was supplied by Smiths
Detection Smiths Intercannect has significantly expanded its presence
in China through a number of acquisitions John Crane has invested
heawvity in developing its service centres In the Middle East, Asia and
Latin Amenica while Smiths Medical has expanded its sales capabilities
in China and India

Although our focus on operational Improvement and margin
enhancement will continue, we are likely to enter a phase of continuous
improvemnent, with the exception of Smuths Detection where there Is
more substantial restructuring work yet to be done At the same time,
we intend to manage the portfolio more actively over the next few years
through seeking appropnate acquisitions that satisfy our strategic
and financial objectives and disposals that realise additional value for
our shareholders For example, Smiths Interconnect will transform
its power protection group through the recently announced $235m
purchase of Power Holdings Inc, a leading designer and maker of
a range of specialist power systems, and John Crane has agreed to
acquire the business of Turbo Components and Engineenng Inc to
expand Its bearings aftermarket services Equally important, we must
carefully manage the legacy Liabilities of the actuanal deficits on the
defined benefit pension plans and ongoing praduct liability btigation

12 Smiths Group plc Annual Report 2011




In managing any portfolio of assets, your Board 1s duty bound to
consider whether we are the best owner of each business or if we could
generate more value by divestment and redeploying the capital to drive
supenor returns, always subject to market conditions During the year,
we received an unsalicited approach for Smiths Medical from a private
equity irm The indicative valuation was £2 45 hillion in cash, as a best
and final offer, but subject to extensive due diligence and completion
of financing After careful constderation, the Board concluded it would
not be In the interests of shareholders to pursue this approach In
reaching this decisian, we teok into account the quality and highly
cash-generative nature of Smiths Medical, both standalone and in the
context of the Group as a whole

In parallel with improving our business operafions, our continued
promotion of a culture of responsibility has been rewarded with a steady
improvemnent in aur safety record Lost ime and recordable incident
rates are down Similarly, we have been able to reduce greenhouse
gas emissions, waste generatton and water consumption, all key
environmental metncs

The stnct anti-bnbery legislation recently passed by the UK Parliament
aligns well with cur robust Code of Bustness Ethics which has already
been in place for several years It commits us all to a set of common
values - integnty, honesty, fairness and transparency Details on health,
safety, enviranment and business ethics are contained in our corporate
responsibility report

A successful board requires the night Interaction between the
indmduals at both a personal and professtanal level and a mixture of
skills and outlooks that bnings balanced judgements, relevant vanety
of expenence and industry knowledge, and the ability to nse above
day-to-day detail There needs to be respect for the stature and intellect
of the board members throughout the company

At Smiths the Board 1s, by design, small This faciltates intense
discussion with every voice fully heard Substance trumps form The
Nominations Committee has worked hard to abtain the nght balance
as the Board has been reduced in size from 15 members to eight As
a multi-industry company 1t has judged that the indwdual business
presidents are best focused on their dwisional responsibilities rather
than on the company as a whole The Board in consequence has two
executive directors - the Chief Executive and the Finance Cirector

Group overview

Chairman and Chief Executve
Operating and financial review
Resks and respanssbirlity
Governance

Accounts

Amongst our non-executive directors, we have expertise in government
and defence, international manufactunng and supply chatn, healthcare,
ail and gas, finance and the Asian region

The engineenng industry 1s notanousty masculine globally and this
1s reflected in the proportion of female executives in senior positions
in the company To meet Lord Dawviess aspiration for female board
representation, which we support, presents a particular challenge for
a small board With one out of eight members [and four nationalities
- five, If Scottish 15 allowed] the female proportion today 1s 125% To
reach 25% requires the replacement of a present director When the
company next has cause to recruit to the board it wall do so with Lord
Davies s objective in mind consistent with the need for the specialist
expertise that the company at that time requires It 1s not possible to
set out an artificial timetable for this action

Looking ahead, there 15 no lack of daunting challenges to our goal
of sustained sales growth and improved profitability Foremost 1s the
unremittingly tough economic climate Grave concerns linger over the
health of many major economies and much of the Western worid shill
teeters on the edge of a financial cnsis

However, we have an excellent management team and these results
have again shown what Smiths Group can achieve even against tough
economic headwinds On behalf of the Board, | thank Philip and all the
staff for their dedication and commitment to performance improvement
and creating value for shareholders
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Chief Executive’s statement

Smiths Group has made good progress
in a tough economic environment. These
results demonstrate the significant
benefits delivered by our sustained focus
on operational improvement that have
enhanced margins to new highs. We have
delivered strong cash conversion, in line
with guidance.

Philip Bowman

Chief Executive

Headline earmngs per share
Up 10%

92.7p

Gote  note  on page 107 for mare information

Statutory earmings per share
Up 3%

7780

Goto  note 9 on page 107 for mare information

Dividend per share
Up 7%

36 25p

Coto  page 16 for more information

We have delivered across all our key financial metrics sales growth,
margins, cash generation and return on capital Sales benefited
from organic growth in John Crane, Interconnect and Flex-Tex and
recent acquisiiions, partly offset by a disappointing performance from
Smiths Detection and the impact of a tougher trading environment
and continuing portfolio rationalisation at Smiths Medical A detalled
performance improvement programme has begun in Srmiths Detection
and its delivery Is a key prionty Group margins have advanced as a
result of volume leverage, better pricing and our continued focus on
operational improvement and restructunng Cash conversion remains
strang and retern an capital employed increased 40 basis paints ta 17 0%

John Cranes revenues grew strongly with robust demand from its
end markets, particularly the ol and gas sector, for its aftermarket
services and anginal equipment Margins advanced as a result of the
higher volumes and further savings from its vanous cost reduction
programmes, more than offsetting some adverse mix effects from the
acceleration in growth n sales of onginal equipment and the lower
margin upstream energy serices business Smiths Medical delivered
further profit improvement to raise margins to 10-year highs, while
also increasing investment n the future growth dnvers, such as new
product development and sales and marketing This has been achieved
In a tough operating environment, particularly the mature markets in
the US and Europe, where budget pressures have constrained capital
purchases and unemployment has reduced medical procedure
rates A focus on product profitability and SKU rationslisation
benefited margins but adversely affected sales As previously guided,
Smiths Detection expenenced delays to orders across a number of
sectors which caused sales declines and adversely impacted margins
However, we launched a performance improvement programme
to delwver cost sawngs and operational improvements Smiths
Interconnect delivered overall sales growth despite declines In its
rmilitary sales as a result of lower defence spending, this was more
than offset by strong sales of specialist connector components to
the medical, rail, automation and test marikets, as well as growth in
companents and sub-systems for wireless telecoms and commercial
aerospace markeis The acquisition of IDI last year also benefited sales
and margins Flex-Tek delivered revenue groewth across the aerospace
and construction markets, which in turn supported higher margins
as a result of its strong operational gearing
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Investing in sales growth

We have maintained technology leadership in many areas through a
firm commitment to new product development and innovation, which in
turn1s & key dnver of future sales and margin growth as new products
typically command higher margins and deliver supenor returns We
raised company-funded investment in R&D by 5% to £99m and secured
afurther £12m of customer-funded investment to bring our total spend
to £111m, or 3 9% of sales {2010 39%| This long-term investment 15
delivering results In Canada, Smiths Medicat launched a new synnge
pump with wireless networking, Medfusion™ 4000, as well the new
CADD®-Solis VIP pump which targets the gromng alternate site and
homecare markets The Medfusion™ 4000 recently received FGA 510(k)
clearance for sale in the US and we expect to extend both products to
other markets subject to regulatory clearances In Smiths Detection,
the development of a next-generation explosives detection system
for screening airport checked baggage, tn cooperation with Analogic
Corporation, Is meeting our pragramme milestones John Crane has
continued to make progress on its portiolio of environrentally focused
zero and low emussion seals and onh extending the high pressure
capabilities of its compressor dry gas seals

To suppert growth opportunities in emerging markets, we established
a direct sales and marketing team In india for Smiths Medical This
builds on an existing distnbutor presence and supports further direct
investment to dnve accelerated growth in this rapidly growing market
We also made two acqusitions dunng the penod, buying Smiths
Detection s existing distnbutors 1n India and Brazil, to create a direct
sales presence in these important fast growing markets Smiths
Detection 15 already prominent in India with its equipment cperating
at more than 125 sites, while In Brazit, Smiths Detection s systems are
deployed throughout the vast country, from airports and ports in majer
aities such as Sac Paulo and Rio de Janeiro to remote border crossings
in the Amazon

Group overvew

Cha:rman and Chief Executve
Operating and financial revew
Risks and responsibility
Gowernance

Accounts

Free cash-flow

Strong cash conversion resulting in free cash-flow of,

£236m

Goto nate 28 on page 127 for more infarmation

Employees around the world

In over 50 countries

22,900

Goto note 11 an page 112 for more information

Enhancing margins

Margins have continued ta benefit from the major restructuring
pragramme that began in 2008, delivenng further savings of £15m in
the penod To date, we have generated savings of £56rm against our
total planned savings of £70m when completed in 2012/13

We have also launched a performance improvement programme in
Smiths Detection which i1s expected to deliver annualised savings of
£40m by the end of financial year 2014, at a cost of £40m It s expected
that £15m of these savings will be delivered in the first year This wall
lower the fixed cost base and make the business better able to respond
to vanations in demand while improving customer service

Strang cash generation and financing

We have achieved strong free cash-flow which has reduced net debt
by £108m to £729m The Group benefits from high cash conversion
and a sound balance sheet Dunng the year, we refinanced our bank
faciity with a new US$800m revolving credit facility The new faaility,
which matures in December 2015, 15 currently undrawn Over the past
three years, we have progressively refinanced all our facilities, gving us
an average matunty of almost five years and a strong balance sheet to
finance our plans

Allocating capital to maximise returns

The Graup continues to focus on impraving returns on capital acrass
all divisions by enhancing margins while operating an efficient capital
base This has mgreased headline return on capital employed by 40
basis points to 17 0%

Subject to suitable market condrtions, we will undertake more active
managernent of our portfolio through a combination of acquisitions
that sauisfy our strategic and financial objectwves and disposals that
realise addiuonal value for our shareholders This will be undertaken in
the context of continuing to manage the legacy 1ssues of the actuanial
deficits on the defined benefit pension plans and the ongoing histonc
product Lability litigatien against John Crane, Inc
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Chief Executive’s statement
continued

There are attractive opportunities to invest In our businesses to deliver
superior returns After the year end, Smiths Interconnect agreed to
acquire Power Holdings inc, a leading designer and manufacturer
of specialist power distmbution, canditioning and monitaring systems
for $235m, subject to regulatory approvals This acquisition will
transform Smiths Interconnects existing power protection group
with a complementary range of products and technologies, as well
as new growth opportunities In August 2011, John Crane agreed,
conditional upon regulatory approvals, to acquire the business of Turbo
Components and Engineering Inc which services, repairs and builds
replacement beanngs and seals used In cnhical rotating equipment
This will accelerate the development of John Cranes aftermarket
servces offering for bearings

Targeting performance improvement

In September 2008, we set out ranges for sales growth and margins for
each of the divisions based on what we believed the businesses could
achieve over the medium term in an economic environment consistent
with the immediately preceding period However, the downturn in
world economies since then has made It harder to operate within these
targets in the near term, partrcularly sales growth, which 1s harder to
deliver than improved margins, where we have greater cantrot over
delivering cost savings and efficiencies

We are planning to review these targets during the course of the 2012
financial year, although the recent economic uncertainty and nisk of a
further recessian has made this mare challenging in the near term
In the meantime, we will continue to strive ta deliver improvements in
sales growth and margins against our targets

Managing our tegacy Liabilities

We manage twao areas of material hustoric Uabilities actuarial deficits
on our defined benefit pension plans and ongoing preduct kiability
bigation in connection with John Crane, inc

The net funding posttion for the pension schemes has detenorated
in recent years as a result of Increased babilites caused by low bond
yrelds and increased longewity, and poor asset performance in weak
equity markets Over this time, the Group has taken steps to mimimise
this Liability by closing the defined benefit schemes and capping our
obligations for post-retirement health benefits In addition, the Group
has agreed 10-year funding plans with the UK Trustees Steps have
also been taken to improve the matching of the Schemes assets and
babilites tn September 2011, the Trustee of the Tl Group Penston
Scheme nvested approximately £147m 10 a butk annuity policy as a
match for specific penstoner kabilities, thereby mitigating the longewity
nsk in the Scheme This follows similar annuity purchases in 2008
involving assets of around £500m

The product Uability btigation relates to varnious sealing products
containing ashestas that John Crane, Inc [JCl1,aUS subsidiary of John
Crane, ceased makingin 1985 JUCl resists these claims based on a safe
product defence because the asbestos was encapsulated in such a
manner that, based on tests conducted oniits behalf, the products were
safe In our accounts, we disclose details of recent claims experience
and of the provisions established for these babilities Dunng the year,
the provisioning approach for both the adverse judgments and legal
defence costs was harmonised by using the same asbestos valuation
experts and the same 10-year rolling period for bath, compared with
up to 14-years for previous estimates of legal costs We wll cantinue to
update these provisions every six months During the year, the number
of claims 1n which JCl 1s a defendant continued to fall Further detarls
are givenin note 23 to the accounts

Dyvidend

Having reached our target dvidend cover of around 2 5 brmes last year,
the Board has adopted a progressive dmdend policy for future payauts
while maintaiming this prudent level of cover This palicy will enable us
to retain sufficient cash-flow to meet our legacy liabilibies and finance
our investment 1n the drvers of growth

The Board has recommended a final dwidend of 25 Op per share giving
a total for the year of 36 25p, an increase of 7% The final dmdend will
be paid on 25 November to shareholders registered at the close of
business on 28 October The ex-dvidend date 1s 26 October

Outlook

The economic outlook remains uncertain and continued pressures on
government spending, which particulartly impacted Smiths Detection,
Medical and Interconnect are lkely to continue to constrain revenue
opportunities of some of our businesses during fiscal 2012 However,we
still see further potential to dnve aperatianal iImprovements, enhance
margins and debver strong cash conversion Outlook statements for
the divisions are provided in the Business review
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Business review: Group

Smiths is a world leader in the practical
application of advanced technologies,
Smiths delivers products and services

for the threat and contraband detection,
energy, medical devices, communications
and engineered components markets
worldwide.

Sales

Sales increased by 3%, or £72m, to £2,842m The net impact of
acquisiions and disposals contnbuted £45m, partly offset by adverse
currency translation on overseas sales of £3m On an underiying basis,
excluding currency translation and acquisitions, sales grew £30m
This increase was driven primanly by strong growth at John Crane (up
£104m), Flex-Tek [up £12m] and Smiths Interconnect {up £9m) partly
offset by underlying sales declines in Smiths Detection (£73m) and
Smiths Medical [E22m)

Profit

Headline operating protit rose £25m to £517m Headline operating
margin increased by 40 basis points to 182% (2010 178%] The
growth comprises a £19m, or 4%, underlying increase in headline
operating profit and £8m benefit from the net impact of acquisitions
and disposals, partly offset by £2m from adverse currency translation
The main dnvers of this £19m underlying improvement were higher
volumes and cost savings at John Crane [up £25m}, manufacturing
and overhead efficiencies at Srmiths Medical [up £13ml, and higher
volumes and prices at Flex-Tek [up £5m], partly offset by lower volumes
at Smiths Detection [down £24m) and adverse mix and pnce at Smiths
Interconnect [down £1m] Corporate centre costs were down £1m on
last year reflecting lower bonus payments

Operating profit on a statutory basis, after taking account of the iterns
excluded from the headline figures was £438m (2010 €436m)

The net interest charge on debt declined to £59m (2010 £62m) which
reflects reduced average levels of debt The pensions financing credit
increased to £23m (2010 £2m), reflecting the improved funding level at
1 August 2010 Contnbution from associates increased by £2m to €4m
As a result, headline profit before tax increased by £51m to £486m
(2010 £435m) On an underlying basis, headline profit befare tax grew
by 11%

On a statutory basis, after taking account of items excluded from the
headlne figure, profit before tax increased £25m to £398m (2010 £373m)]

The Group s tax rate on headline profit for the perod was 25% (2010 24%)
Headlne earnings per share increased by 10% to 92 7p (2010 84 épl

Group overview

Chairman and Chief Executve
Qperating and brancial revew
Risks and responsibibity
Governance

Accounts

Cash generation

Operating cash generation remained strong, albeit below the high
levels of the previous years Headline operating cash of £489m (2010
£565m) represented 95% (2010 115%] of headline operating profit
Cash conversion benefited 1 2010 from reduced working capital
ansing from certain one-off initratives  Free cash-flow declined £95m
to £236m (2010 £331m) Free cash-flow s stated after interest and tax
but before acquisitions, financing actvities and dmdends [see note 28
to the accounts for a reconaiation of headline operating cash and free
cash-flow to statutory cash-flow measures}

On a statutory basis, net cash inflow from continuing operations was
£322m (2010 £410m)

Dividends paid in the year on ordinary shares amounted to £136m
(2010 £133m]

Net debt at 31 July was £729m, down from £837m at 31 July 2010 The
decrease 1n net debl reflects the strong free cash-flow and outflows
of £136m for dwvdends and £21m for the net effect of acquisitions
and disposals

Company-funded research and development

Increased by 5% to

£99m

Goto page 48 for more information

Net debt
Down £108m to

£729m

Gato  note 20 on page 117 for more information

Annual dividend
Increased by 7% to

36 25p

Goto page 14 for more information
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Business review
continued

Smiths Detection

Smuths Detection 1s a world-teading designer and manufacturer
of sensors that detect and identify explosives, weapons, chemical
agents, biohazards, nuclear & radioactive matenal, narcotics
and contraband

Our technology helps custormers in the global transportation,
ports and barders, criticalinfrastructure, rmlitary and emergency
responder markets We have the most comprehensive range of
detection technologies 1n the world, including trace detectian,
millmetre-wave, Infra-red, biological detection and diagnostics

Employees 2 , 500

Contribution to 2011 Group sales 18%
Contribution to 2011 Group headlne operating profit 12%

Percentage relates to headline operating profit befcre corporate costs

Goto www smithsdetection com

Sales by sector £510m

1 Transportation 43%

2 Ports and borders 15%

3 Military 15%

4 Emergency responders 5%
5 Cntical infrastructure 17%
& Non-secunty 5%

Sales performance

£tm

Bustness features

Principal aperations regions

Our eight manufacturing centres are concentrated in North Amenca,

574

2007 2008 2009 2010 ZOm

Germany, France, Russia and the UK We sell to over 150 countries
around the world either direct or through third-party distributors

Customers

A significant magonity of sales are influenced by mose than 100
governments and their agencies, including homeland secunty
authorittes, custorns authonties, emergency responders and
the miltary These include the US Department of Befense,

US Transportation Security Administration [TSA), and the

UK Ministry of Defence
Competitors

Smiths Detection s broad portfolio in the homeland secunty and
defence sectors brings It into competihon with a wide range of
companes in iIndmdual segments Principal competitors include
Morpho [air transportation], Rapiscan {air transportation, ports and
borders, cntical infrastructure), L3 Secunty & Detection Systerms
{air transportation, ports and borders), Nuctech {ports and borders],
AS&E (ports and borders), FLIR lair transportation, defence),

SAIC {air transportation, ports and barders), Chemring (military),
Bruker {rmilitary, emergency responders), Thermo Fisher (rmilitary,

emergency responders]

Suppliers

We are actively developing synergies across sites and restructuring
our purchasing group to ensure that we fully leverage the size of our
business These developments will be ongaing taking into account
the demand for local content weth some of our major customers as
well as our stningent quality and delivery requirernents
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Markets and trends

Smiths Detection produces equipment for customers in the air
transportation, ports and borders, crtical infrastructure, military and
emergency responder sectors to help them secure the safety and
secunty of cntical assets and people

At the beginning of the year, the dmsion reorganmised into global
management structures in sales and programmes to deliver improved
customer services across technologies and end markets

Ongoing geo-political unrest, and the terronist and crnminal threats
it creates, ensures that demand for detection equipment In these
markets (estimated at more than £4bn] 1s forecast to continue to grow
at around 7% per annum In the near-term

The transportation sector 15 the largest sector for the division
representing 43% of total sales Smuths Detection has an estimated
26% market share in the sectar Rising passenger and arr cargo traffic
volumes, new secunty threats and a dnve for higher throughputs
will continue to support market growth In addiion more stringent
requirements from major regulatory bodies will increase the
sophistication of secunity equipment

Sales in the ports and borders market comprised 15% of the divisional
total in the perod Rising concerns about smugghing of explosives,
weapons, radiological matenals and contraband together with the
recavery In worldwide trade wall continue to increase demand for
detection equipment to address these threats

The dwsion s sales to the military market prondes equipment to protect
troops and assets from a broadening range of chemical, biological,
radiclogical, nuclear and explosive threats, whether in theatre, n
transit or at bases Continuing deployments, local tensians and the
need for developing nations to increase their levels of protectton from
these threats will continue to dnve market growth Sales in the sector
were 15% of total revenues

Overall demand in the highly fragmented critical infrastructure market
continues to grow strongly as governrments and other organisations
seek to protect their assets from a wide range of threats and increasing
levels of perceived nsk The highly diverse nature of customers and
the diiferent forins of threat they face requires application-specific
solutions to be developed Divisional sales to the cnitical infrastructure
rmarket were 17% of the total

Gavernments are Iincreasingly seeking to ensure that ernergency
responders who are required to assess and mitigate potential or actual
incidents are fully equipped with all necessary detection equipment
to verify the nature and extent of any present threats and minimise
the danger to themselves or the broader public or infrastructure
Sales of equipment to emergency responders contnbuted 5% to total
revenues

Group overview

Chairman and Ch:et Executve
Operating and financial review
Ricks and responsibility
Governance

Accounts

Combating dirty bambs

Smiths Detection has developed a handheld radioisctope identifier
that helps resolve the perennial preblem of distinguishing genuine
radiological and nuclear threats from benign, background radration
sources The RadSeeker DL was approved for acquisition by the US
Government s Domestic Nuclear Detection Office in July 2011, the
only instrurnent of this type to gain such an endorsement

The bghtweight RadSeeker puts the most powerful and accurate
radiation detection capabilities literally in the palm of the hand

It can be used by cwl defence and first responders reacting to
an emergency or by port and border personnel checking cargo
containers for suspected radioactive matenals

Currently, most rad-nuc detection systems either detect radiation
without discnminating between sources or suffer from low
identification accuracy Many natural and commeroial matenals,
such as ceramics, metals and even some fruits, emit radioactivity
that can tngger these detectors, resulting in nuisance alarms
The containers then have to be opened and searched by hand
RadSeeker helps solve that problem It was specifically designed
to meet the Department of Homeland Secunty [DHS] misston
requirements for a next-generation system able to detect and
identify Improvized Nuclear Devices and Radiological Dispersal
Dewices, the latter commonly known as dirty bombs
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Business review
continued

Smiths Detection

Continued

Bringing technology to life
Advanced screening for threats

Smiths Detection s aTiX [Autornatic Threat ldentification X-ray)
systemn, now deployed at airports worldwide, was the first to provide
automatic explosives detection at secunty checkpoints lts multi-
view X-ray technology and sophisticated software enable it to detect
explosive threats and lquid containers inadvertently left In carry-on
baggage Any potential threat item 1s immed ately flagged up on
the monitor bya red box and security staff can then zoomn mto

the image for detailed checks to decide on clearance or manual
inspection aTiX was alsa the first system of its kind approved to

EU LEDS Standard 2 Type C, capable of anatysing multiple bottled
iguids in one scan These standards are among the toughest in

the world, impaosed by the European Unian as it prepares to allow
arports to ease the ban on taking bquids on hoard flights by 2013
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Accounts

Matenal discnmination

X-ray beams scan baggage from different angles in a single pass

to provide high-quality colour images with multiple views Advanced
software algonthms, which process the image data, calculate

the atormic numbers and densities of the contents, automatically
identifying matenals whose chemical profiles fall within those

of dangerous substances



Business review
continued

Smiths Detection

Continued

Performance

201 2000 Reported  Undertyng

£m £m grawth grawth

Sales 510 574 (1M)%  1131%
Headline operating profit &6 30 271%  [271%
Headline operating margin 128%  157% (290! bps
Statutery operating profit 64 89

Return an capital employed 9.8% 133% (350] bps

Reported sales declined 11%, or £64m, reflecting an underlying revenue
fall of £73m and an adverse currency effect of £3m, partly offset by a
benefit from acquisitions of £12m The decrease in underlying sales
was driven primarily by lower sales ta the military market, reflecting
the timing of a number of large military programmes, with smaller
declines In other sectors, offsetting strong growth in the critical
infrastructure segment Excluding miltary sales, underlying sales
fell 4%, reflecting uncertainty in government budgets and regulatory
delays 1n aviation secunty

Operating margins fell by 290 basis points to 12 8% as headline
operating profit declined by £24m on an underlying basts The fall in
sales volumes and tts effect on operational geanng was the principal
driver for the lower margins

As a result, there was a change in management and a performance
improvernent pragramme was Intiated at the end of the year, targeting
annualised savings of at least £40m by the end of the 2014 financial
year The programme will cost £40m, of which £33m will be treated as
an exceptionalitern over three years and a £ 7m charge against headline
operating profitin 2012 financialyear It s expected that this programme
will delver savings of £15m in the first year The programme will
comprise a number of different workstreamns A reduction in the size of
the workforce has begun and discrettonary spending has been severely
curtailed and remains a focus as part of tighter budget control A site
rationalisation programme has commenced, as the manufacturing
base 1s realigned to match the business needs It will build on the
global reorganisation that took place during the past year

Speaific Intiatives have also been implemented in materals sourcing
and a value engineenng project to reduce scrap, rework and warranty
liabilitles Wewillalso leverage ourinvestmentin our global ERP system
by maximising revenue and cash collection through the adoption of
consistent and timely processes, as well as reduce costs

Underlying sales in transportation fell 4% as a result of varnous budget
and regulatory delays For example, the uncertainty in the US federal
budget caused procurement delays and the regulatory delays in Europe
on air cargo and on the relaxation of lquids in passenger hand baggage
affected order flow Major orders included a US$43 5m contract
from the Transportation Secunty Administration (TSA} for Advanced
Technology X-ray systems to be deployed at airport checkpoints across
the United States We also recewved a C$19m order from the Canadian
Ar Transportation Secunity Authority {CATSA) to provde advanced
X-ray systems for use at airport baggage checkpoints At Frankfurt
International Airport we are fulfiling a requirement for around 50
aTiX systems for security checkpoints At Berlin's new Brandenburg
International Airport, we delivered checked baggage screening
systems and secured an exclusive supply contract for checkpaint
secunty systems, to be delivered in the next financial year The Berlin
contracts will together be worth some £19m Lufthansa Cargo added
to its extensive Installation of Srmiths Detection systems with multiple
X-ray nspection and trace detection units to support ar cargo
screening througheut the Amencas We also secured contracts during
the year from international airports in Doha, Mumbal, Munich, Yemen,
Turkey and London Gatwick Technology upgrades and investment in
enhanced security screening continue to fuel demand for advanced
X-ray scanners for hold and carry-on baggage Governments are also
assessing a multi-layered approach te aviation secunty that combines
the deployment of detection technologies for screening passengers,
baggage and cargo with other measures, such as the training of
arport secunty siaff in behavioural analysis techrugques and increased
caoperation between international intellgence agencies to tmprove the
shanng of information

Underlying sales in the ports and borders market declined 17%
as a result of order delays Dunng the penod we delvered an order
from Japan for five high-energy cargo inspection systems The
German Federat Ministry of Finance ordered three high-energy X-ray
systemns for mobile custorns checkpoints and at the start of the new
financial year a contract was placed by the Cayman Islands Customs
Department for similar equipment to improve border secunty The
market sector will continue to be influenced In the short term by
global economic conditions, wath government customners reviewing
their expenditure plans Governments are committed to tmprove their
border secunty and customs revenue protection but are being forced
to adopt mare cost-effective approaches, layered with different tevels
of technological support

Our military business saw underlying sales fall 42% as a result of a
cyclical transition between mature and new programmes, as well as
the return of US government military expenditure to more normal
funding levels following the easing of recent conflicts Nevertheless,
opportunities for military programmes in the US, Eurgpe and Asia
remain strong, with new contract wins in Canada, Sweden and
Germany During the penod we delivered a $30m order to the United
States Department of Defense under the long-running Jaint Chermical
Agent Detector (JCAD] programme This latest order was for enhanced
JCAD detectors which are based on Smiths Detection’s LCD 33, an
advanced, detect-to-warn device that protects troops by sampling
the air far chemical warfare agents This latest cantract takes the
total awarded to Smiths Detection under the JCAD programme to
more than $350m, with the continuing programme presenting further
contract opportunities

Cntical infrastructure grew 37% as a result of a number of contracts
including supplying equipment for the Commonwealth Games in India,
and for US Government Services including the FBI, Federal Protective
Services and Federal Bureau of Pnsons We see considerable
opportunities in the critical infrastructure market 1in the iImmediate
future and will be focusing strongly on this sector
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Research and development

Smiths Detection 1s continuing to invest heavily in a new product
pipeline white sharpening the focus and effectiveness of the product
development process We seek to meet customers needs through a
consistent comrmitment to product innovation using in-house R&D,
government-funded research, partnerships and bicences

Company-funded R&D declined 1% ta £35m (2010 £34m), although
Increased as a percentage of sales to 6 9% (2010 4 2% of sales] This
includes £17m of capitalised projects Srmiths Detection actively seeks
customer and government support for R&D which totalled £6m in the
period (2010 £8m] Total R&D spend was £43m (2610 £44m) or 85%
of sales

In a significant product launch, Srmiths Detection moved directly into
the market for the detection and identification of radiological and
nuclear threats The handheld RadSeeker detector was developed
in collaboration with the US Domestic Nuclear Detection Office,
subsequently approved its produciion and deployment, leading to
the award of an initial delivery contract RadSeeker fulfils 3 number
of applications, such as assisting cvil defence and first responders in
search operations and helping port and border personnel with cargo,
container and vehicle screeming

The main focus for R&D investment continues to be on X-ray for a
vanety of applicatians, including checkpoint and baggage scanning at
arports and cargo screening at ports and borders Our next-generation
explosives detection system project wath Analogic leverages the
complementary expertise of each company in multi-energy X-ray
technology and three-dimensional computed tomegraphy [CT) Prototype
machines have been placed in airports for preliminary data collection

Following an evaluation of projects, it was decided to terminate the
programme to develop the diagnostics instrument platform for use In
a medical environment as a resuit of extended development times and
unfavourable market conditions We will sustain assay development,
including continuing to work wiath Navartis under the exsting
agreement, while determining how best to develop the relationship to
support the long-term goals of both companies

We have a strong pipeline of new product launches planned duning the
next year These will be spread across the key product groups

Business developments

To suppart growth opportunities in the Indian market, Smiths Detection
acquired the detection sales, distmbution and service business of
Veecon IPA Gastchrik Lirmited  This business has acted as a distnbutor
for Smiths Detection and helped build a market-leading presence in
this important market

Smiths Detection also purchased its Braziian distnbutor from EBCO
Systems Limited, taking direct control over product sales in one of the
world s fastest-growing econorntes EBCO, based in Sae Paulo, had
been the exclusive distnbutor for Smiths Detection in Brazit since 1994,
with a wide custamer base that included customs authorities, airports,
and pnsons The new company, Smiths Detection Brazil, employs about
95 peaple, managing a well-established sales and service network

Qutlook

Smiths Detection 1s focused on delivenng a performance improvement
programme under s new leadership This will reduce fixed costs,
improve operational efficiency and customer service, its delivery 1s
a key prionty However, this 1s principally a government contracting
business, directly affected by terrar inaidents, secunty regulations
and government budgets The sales environment 15 bkely to remain
challenging in the near term Longer term, we believe the sector is
set for sustained growth and Smiths Detection is well placed to benefit
fram its leadership position and strong technologies

Group overview
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Integrating systems with FirstView-LINX

Smiths Detection's FirstView-LINX offers air freight carners a unique
secunty combination of X-ray and trace detection datain a single
view workstation that also incorporates automatic barcoding to meet
Increasingly stnct audit requiremnents for scanned cargo The unique
barcode allows any package to be quickly traced for a secunty
review, Immediately generating 2 consolidated report including
X-ray image, explosive trace results and time and date of screening
Conforrruty of freight between ongin and destination 1s thus assured
without the need for physical checks

in addition, FirstView-LINX has an embedded Network Video
Recorder [NVR] that can be activated to prowde enhanced
monitoring of designated screening areas Alarms from third-party
physical security tools - such as access cantrols and fence sensors
- can also be linked into this single product, reducing the cost and
space assoclated with multiple secunty consoles
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Business review
continued

John Crane

John Crane 1s a world-leading provider of engineered products and
services for the major process industries Theseinclude the ail and
gas. power generation, chemical, pharmaceutical, pulp and paper,
and miming sectors

Delrvering engineered solutions that keep pracess plants running,
John Crane enhances customer productmty by providing advanced
technology industral products and performance-enhancing servces
backed by an exceptional global network

Employees

6.800
31%
35%

Contnbution to 2011 Group sales

Contribution to 2011 Group headline operating profit

Percentage relales to headline operating profit before corperate casts

Goto www johncrane com

Sales by sector £894m

OEM: 37%

1 Onginal equipment manufacture 37%
Aftermarket. 63%

201, gas & petrochemical 39% 3
3 Chermical & pharmaceutical 8%

4 Drstnbutors 7%

5 General industry 9%

Sales performance

£m 9%
790 784

626
532

2007 2008 2009 2010 201

Business features
Principal operations regions

John Crane is a global business with a presence in more than
50 countnes

Customers

John Crane serves oil & gas and power generation companies,
refinenes, pump and compressar manufacturers, chemical and
other process industnes Its matn customers include Chevron,

BP. China Petroteum. Suncar/Petro Canada, Valero, Petrobras,
ExxonMabil, Gazprom, TOTAL, Sabic, PDVSA, Pemex, Saudi Aramco,
Shell, Petrom, Sulzer, ITT Goulds, Flowserve, GE Nuovo Pignone,
GE Energy and Power, Andnitz Hydro, Rolls Royce, Siemens,
Mitsubisht, Solar Turbines, Elliot, York, BASF, Weir Group, Bayer,
and Dow Na customer I1s larger than 3% of sales

Competitors

For rotating equipment technologies, John Crane’s main
competitors are, Flowserve and Eagle Burgmann Industries
[mechanical seals], Kingsbury and Waukesha [engineered
beanings), Pall and Hydac [filtration systerns), Rexnord and Emerson
[couplings] For equipment in upstream energy John Crane s
principal global competitors include Weatherford and Norns

Suppliers

John Crane operates its supply chain glabally, using global, regional
and local partnerships to meet the required service levels Its main
suppliers are Morgan Group, Coors Tek, Schunk, ESK, Earle M
Jorgensen, Femax, DuPont, Greene Tweed, Scot Industres,

Penn United Carbide, and Ashland Chemical
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Markets and trends

Across the process industnes, John Crane provides engineered
solutions that dnve reliability improvernents and sustain the effective
operation of custorners’ rotating equipment and other machinery The
expanded product portfolio includes mechanical seals, seal support
systems, engineered beanngs, power transrmission coupbings and
specialist filtratlon systems John Crane also helps maintain and
enhance ol and gas field site praductmty through the servicing and
prowision of onshore down-hole artificial Uft pumping hardware and
systems All this technology Is supported by a global sales and service
network that prowdes performance-enhancing services utilising
expertise developed from decades of technology leadership coupled
with proven field experience Sennce teams in more than 50 countries
maintain and support the operation of cmtical customer assets
throughout their economic Lfetime

Focused on aftermarket customer service, approximately two-thirds of
John Crane’s sales stem from the aftermarket servicing and support of
existing Installed equipment while the remaining one-third anse from
the design and supply of products ta original equipment manufacturers
The business serves a wide range of process industnes including oil
and gas, chemical, power and general industnal applications Demand
for John Crane products and serwices continues to grow, being
influenced by a number of factors the global demand for energy and
an increased desire for national energy independence, mare stringent
environmental and safety requlatory requirements, the need to replace
ageing mnfrastructure and delwer operational efficiencies, global
demographics and regional economic growth The tong-term market
dynarmnics, such as the increasing global demand for energy, are dnving
growth In onginal equipment investment in key end markets These
expand the processing equipment Installed base which underpins
an average organic sales growth of around 4-B% per year over the
medium term

As a result of a targeted acquisition strategy adding complementary
products that leverage John Cranes service footprint and rotating
equipment experiise, we have more than doubled our addressable
market over the past four years The new ltines - engineered beanngs,
specialist filters and upstrearmn energy services - now enhance and
benefit from the market-leading position of our legacy portfolio of
mechanical seals, couplings and seal support systems These new
product areas typically serve similar customers and offer scope for
a strong aftermarket business John Crane 1s a market leader in its
traditional product areas (mechanical seals, seal support systems and
couplings]witha share of around 28% There s significant opportunity to
continue to grow its share in the newly acquired product ranges These
new products also allow John Crane to leverage its global network
of sales, service and manufactunng centres more effectively We will
contnue to seek further acquisition opportunities which support this
growth strategy

John Crane’s global netwark, presentin more than 50 countries, s a key
asset which allows for swaft and effective aftermarket service close to
customers aperations These facilities provide a range of value-added
services including repair, root cause analysis, alignrment and condition
monitoring, all designed to improve the performance of customers
rotating equipment and ta reduce downtime The geographic footpnnt
continues to expand thraugh opening additional manufacturing, sales
and service centres 1n key markets

Group overview

Chairrnan and Chief Executrve
Operating and financal revew
Risks and respansibility
Governance

Accounts

Aftermarket plus

Performance Plus contracts offer John Crane s customers in the
energy and process industries the guarantee that original equipment
installations wilt benefit from the highest level of managed reliability
and service A recently signed maintenance and service contract with
the Milazzo o1l refinery in northern Sicily 1s typical of how John Crane
leverages long-term business relationships to expand the range and
depth of its technical suppart Performance Plus provides lower cost
of ownershup through greater long-term reliability, avaslability, safety,
and inventory optimisation The contract with Milazzo, owned by Eni
and Kuwart Petraleum ltaly, commits John Crane to a range of new
reliability support actmties These include systernatic root cause
analysis of seal failures, assistance with instaliations and start-

ups, reliamlity assessments, and improvemnent recornmendations
Almaost two-thirds of John Crane s revenue s generated by
aftermarket services, underlining the success of the company's
restructuning into one global business with an expanded network

of dedicated service centres
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Business review
continued

John Crane

Continued

Bringing technology to life
Advanced monitonng to prevent unplanned shutdowns

John Crane 1s developing advanced gas seal technology that

will use computensed sensors to help minimise the risk of lgqud
contaminatian, the most common cause of gas seal fallure and the
subsequent unplanned operational shutdown of centnfugal gas
compressor trains As the turbo machinery needs of the ail and gas
industry cantinuously evolve, gas seals are used for increasingly
more demanding applications Gas reinjection, gas gathenng and
hydrogen recycle are particularly prone to biquid contamination

of the seal Standard methods of monitoring the health of a

seal are often insufficient to detect problems before the ensuing
damage forces the operator to halt operations and undertake costly
emergency repairs In advanced applications, where the gas control
panel incorporates a gas condiioning unit, the settings can be
adusted to extend the Lfe of the seal Or adecision can be made

to plan the necessary maintenance in advance, minimising cost
and operational impact




GAS COMPRESSOR

GAS
SEAL

REFINERY SITE

Group averview

Chairman and Chiefl Executve
Operating and {inancal review
Risks and responsibiity
Governance

Accounts

REMOTE
CONTROL
ROOM

Technology brings remote monitorning

John Crane s patented seal technolegy uses an array of sensors on
the seal and campressor to transmit real-time data to a computer at
the central control point Sophisticated software constantly analyses
the information flow and alerts the operator at the earliest sign of
any potentially cnippling contamination



Business review

continued
John Crane
Continued
Performance

2011 2010 Reported  Undertyng

£m Em grawth growth

Sales 894 786 14% 13%
Headline aperating profit 189 163 16% 15%
Headline operating margin 211% 207% 40bps
Statutory operating profit 143 124

Return on capital employed  25.4%  222% 320 bps

John Crane grew sales by 14%, or £108m, reflecting an underlying
increase in revenue of £104m {13%) against a relatvelyweak comparator
period, as well as a currency benefit of £4m The undertying growth
reflects higher orders for first-fit oniginal equipment and increased
aftermarket sales across all end markets, particularly from the oil, gas
and petrochemical sectors

Reported headline operating profit grew by 16% driven by a 15%, £25m,
increase n underlying profi, and a £1m gam from currency translation
Margins increased to new highs of 21 1% The underlying improvement
in profitability stemns from increased volumes, benefits from our cost-
saving initiatives and improved pricing on aftermarket sales These
positive margin effects were partly offset by adverse mix as a result of
faster growth in first-fit original equipment sales and from John Crane
Production Solutions (JCPS), our upstream energy senices business
Return on capital employed improved 320 basis points to 25 4% as a
result of the improved profitability

The restructunng programme launched 1n August 2008 ta create ane
global John Crane dmsion 1s delivenng rmproved customer service,
quicker delivery, and lower costs In the period, we spent £3m and
delivered savings of £6m so that annualised savings to date now total
£23m Overall, the project 1s on track to delver annualised savings of
£25m during the corming financial year

Overall aftermarket sales grew 13% on an underlying basis which
benefited from strong demand in the ol and gas sector, particularly
from JCPS Sales for JCPS advanced 68% as a result of higher actinty
levels in US onshore gas and all production and the full year effect
of & contract to upgrade and maintain Petroms 9000-plus wells in
Romania Aftermarket sales of rotating equipment [seals, seal support
systems, couplings, beanngs and filtration] increased 5% with growth
across all sectors

First-fit original equipment sales rose 14% on an underlying basis as
customers increased their capital expenditure in new projects We saw
strong actmity in the oil, gas and petrochemical sectors in the Middle
East, Latin America and Asia Some of this actmty has been the start-up
of previously delayed projects and a number of these have experienced
some competitive pncing pressure In the shart term, investrment in
these capital projects may constrain margin improvement but wilt
support aftermarket sales growth, as well as market share gains and
margin strength langer term

We continued to invest in infrastructure enhancement to expand our
market-leading sales and service network Dunng this past year a
new state of the art manufactunng and service centre was opened
in Dammam, Saudi Arabia and the Middle East HQ located in Dubal
s being significantly expanded to increase manufacturing. service
and training capablities In China, manufacturing of the well-known
Safernatic product line has been introduced in response to key pulp
and paper customer requirements Expansion of manufactunng in
China continued wath the introduction of a new metal bellows seal ine
which 15 meeting specific needs of the local market In the US, a new
Indufil capability was added in the Deer Park facility in Texas, prowding
users of Indufil filtration equipment in the Americas wath lacal technical
and camrmercial support

Research and development

Our investment in research and development continues ta progress
on several fronts ermargnmentally focused zero and low emission
seals, rotating equipment conditon monitoning with responsive
control, advanced matenals for seals and couplings, expansion of the
performance range imit for compressor dry gas seals to extrerne high
pressures and engineered point solutians to target specific application
services Recent new product introductions include the launch of a
non-contacting supercntical CO2 pump seal used in enhanced oilfield
recovery and a line of high-duty Amenican Petroleum Institute (AP
compliant couplings

In keeping with our commitment to leading-edge product technalogy
development, over the past year John Crane has invested more than
£1m in the expansion of test capabiltties including the establishment of
a dedicated beanngs test facility \n Gottingen Germany, and a state of
the art huigh-duty couplings test rig in Manchester, UK

John Crane Production Solutions has also introduced to the market a
high-temperature version of its fibreglass sucker rods for lfting oil from
wells This advanced product design will pronde a more cost-effective
pumping solution for customers and open new market opportunities
for JCPS previously inaccessible due to well temperature
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Business developments

John Crane has also pursued a strategy to expand its addressable
market by making targeted acquisitions that add complementary
technologies and products while also leveraging its extensive network
of sales and service centres In August 2011, we advanced this strategy
through the agreement to acquire, subject to regulatory approvals, the
business of Houston-based Turbo Components and Engineering Inc,
which services, repairs and builds replacement bearings and seals
used in cntical rotating equipment This acquisition 1s complementary
to our existing engineered beanngs business which was formed
through acquisitions in 2007 and 2009 1t will accelerate our plans to
develop an aftermarket services business to support our existing
engineered bearings offenng This acquisition also prowides more
techmically differentiated solutions which wall improve the scale and
overall profitability of the beanings product line in the immediate future
Further progress was made within the year to advance the penetratian
of our expanded praduct line with several new accounts achieved for
beanngs and filtration

Outlook

John Cranes order rate has continued at strong levels This wstbility
should support sales growth in the first half of the coming year
The full year sales growth will be subject to a sustained expansion
iIn market economies and further customer investment In capital
projects Margins will benefit from the full year impact of the cost
saving inrbatives 1n the coming year However this will be offset by
strategic investments in longer term growth opportumties such as the
expansion of our sales and service network, targeted large projects and
Increasing our presence in growth markets John Crane will capitalise
on its market leadership in mechanical seals and continue to leverage
its global sales and service network to promote the full product line
while continuing to build the JCPS business

Group overvew

Chairman and Chief Executve
Operating and financial review
fusks and responsibility
Governance

Accounts

John Crane boosts oil and gas production

John Crane s goal of becoming the supplier of chaice of artificial ift
products, seraces and solutions for ol and gas compantes is best
Hlustrated in Romania where it 1s helping upgrade and maintain the
country s 9,500 wells A long-term contract between JCPS [John
Crane Production Solutions] and Petrom has generated revenue

of around £26m this year alone The managed reliability and service
progremme Is cutting production downtime and boosting output

in what 1s seen as a model partnership between JCPS and an

ail campany to revamp both site and service locations With well
reliability and production greatly enhanced, such partnerships
deliver considerable savings to customers who see a reduction

1n costly equipment failures JCPS s also using the expenence to
finesse new praoduct devetopment, introducing hugh temperature
fibreglass sucker rods for the first ime These give ot and gas
operators the tools to produce in wells too hot for traditional sucker
rods, an innovation that could soon become standard

First-fit OEM

Percentage of sales

37%

Aftermarket service

Percentage of sales

63%

2% Smiths Group ple Annual Report 2011




Business review
continued

Smiths Medical

Smiths Medical s a leading supplier of specialist medical devices
and equipment for global markets

In medication delivery, aur devices help treat cancer patients

and prowide relief to thase in pain Our wital care products reduce
hospital-acquired infections, manage patients airways before,
during, and after surgery, maintain body temperature and assist
reproduction through IVF therapy Our safety products keep health
workers safe by helping prevent needlestick injuries and reducing
cross-infections

Employees

79530
30%
36%

Contribution to 2011 Group sales
Contrnibution to 2011 Group headline operating profit

Percentage relates to headline operating profit before corporate costs

Gato www smiths-medical com

Sales by sector £838m

1 Medication delivery 28%
2 Vital care 41%
3 Safety devices 31% 3 1

Sales perfermance

£m g4 8% gy

691 703

2007 2008 2009 2010 201

Business features
Principal operations regions

We have operations in over 30 countries with manufacturing
concentrated in Mexico, the US and UK, Italy, Germany and China
We sell to around 120 markets worldwide, the US being our largest
single market with around 50% of sales

Customers

We estimate that around three-quarters of our end customers are
hospitals, with the remainder compnsing the alternate care market
such as homecare, clinics and other surgery centres We have a
direct sales presence in 22 countnes, with distnbution arrangements
in some 100 others

Competitors

The competitive landscape for Smiths Medicalis complex as we
compete with different businesses across a wide range of product
areas Our competitors include Covidien Teleftex B Braun, Bectan
Dickinson, C R Bard, 3M (Anizant), Hospira and CareFuston, among
many others In many cases, we compete with only a small portion
of their medical businesses so comparison between peers is not
straightforward In ernerging markets, we compete wath both large
multinational companies and smaller domestic players

Suppliers

Our strategy 15 to engage suppliers in product innovation, value
engineenng and a commitment to quality Our goal s to reduce
product and supply chain costs, improve debivery performance

and reduce the cost of out-of-specification or poor-guality supplies
The majonty of our direct spending is on injection moulding,
packaging matenals and electronics Among indirect purchases,
freight, services, travel, temporary labour and capital equipment
represent the majonty
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Markets and trends

Budgetary restrictions have continued to constrain customers capital
spend and increased pnce pressure in many markets Procedure
grawth rates have also declined 1n some countries dnven by reduced
budgets and unernployment rates These factors, coupled with the
excepttonal HIN1 growth in several of cur markets duning the previous
year have caused a meaningful slowdown in market growth rates
during this past fiscal year

Despite these market challenges, medical device markets will
continue to be attractive, dnven by ageing populations and associated
disease states as well as increasing prospenty — particutarly in Asia

The global market for devices and equipment of the type suppled by
Smiths Medical 1s estmated to be worth over £4bn, with oppartunities
in target adjacent markets that would more than double the size of the
addressable market Srriths Medical has the global reach in the design,
production and distnbution of medical dewice products, with sales and
marketing activties in some 120 countries, necessary to capture global
opporturities

Smiths Medical product ranges serve three main markets - medication
delivery, wital care and safety It s particulary well placed in lower-
nsk, shart residency, interventional devices, where there 1s continued
demand Its broad portfolio includes iconic brands in hardware and
consumable products, in hospitals and alternate care settings, and in
software and services

Regarding specific growth apportunities, recent legislation in the
European Union directs member states to adopt country-fevel safety
legislation This represents a breakthrough in that region When similar
laws were passed in the US several years ago, Smiths Medical saw
double-digit growthin sales of safety products Inaddition, the dwvisionts
making significant progress in the development of medication delvery
systems that Lnk to healthcare providers networks, a global trend

Finally, the mave in wital care from standalone products to integrated
solutions suits Smiths Medicals broad and deep offerings

Medication delivery

Smiths Medical destgns and manufactures drug delvery systems
that relieve acute and chronic pain, treat the most at nsk cntical care
patients in high care units around the world, and enable patients with
cancer, pulmonary hypertension or Parkinson s disease to receive their
treatment at home The global market for medication delivery products
is eshmated te be worth £1 2bn We expect continued market grawth
due to the increase in treatment of chronic conditions, the integration
of medication delivery devices with hospital IT systems, and the move
to treating patients outside hospitals Qur CADD brand 1s a leader In
ambulatory infusion, and we have a strong position in the syringe pump
market with our Medfusion and Graseby products

Vital care

Snuths Medicals products manage patient airways befere, dunng and
after surgery [Portex), aid patients with breathing difficulties (Portex,
Pneupacl, help to maintain body temperature (Level 1], monitor wital
signs such as blood pressure and heart rate [BCI, Medex] and assist
reproduction through IVF therapy {Wallace] The overall wital care
market has been affected by a slowdown in pracedure rate growth, but
we expect future growth due to underlying drivers such as increasing
chronic disease incidence rates and ageing populations Demand
continues to grow at 8 rapid rate globally for IVF as well The wital care
market 1s currently estimated to be around £1 7bn

Group overwew

Chairman and Chigl Executve
Operating and financal review
Risks and responsibisty
Governance

Accounts

Launching Graseby 2000 in China

Smiths Medical 1s launching an easy-te-use, affordable syringe
pump systemn into a range of emerging markets followmng the
integration of a Chinese medical instruments company The
purchase of Hangzhou-based Zheda Medical Instruments (ZDMI}
in 2008 has already led to accelerated sales In a range of pumps,
including a 2000-unit order from the Chinese military ambulance
service The recent launch of the new Graseby 2000 will build on
these successes ldeally suited to emerging markets, the Graseby
2000 range provides versatile and reliable synnge pumps requinng
fewer technological features and at a competitive pnce The pump,
which delivers medication at a continuous infusion rate, 1s designed
with cost-effectiveness uppermast in mind This allows Smiths
Medical to target Southeast Asia, the Indian subcontinent, the Middle
East, Eastern Europe and Latin Amenca where healthcare budgets
are less robust but steadily developing

Safety

Smiths Medical makes effective safety dewices that prevent needlestick
injuries and reduce cross-infections These cover a range of functions
including drawang blood samples (Jelco), administenng injections and
vaccinations [Jelcol, and delivenng intravenous drugs (Deltec] The
global market for safety products ts estimated to be worth £1 2bn
Market growth has been limited in the past year by the exceptional HIN1
sales In the prior year Looking ahead, the safety market 1s expected to
grow as focus on safety and controling infections continues Smiths
Medical 15 one of the world s leading suppliers of safety needles and
catheters, as such, it 1s well posttioned to capitalise on safety trends
such as the recently agreed European Union directive calling for the
increased use of safety products to protect healthcare workers

31 Smiths Group ple Annuat Report 2011




Business review
continued

Smiths Medical

Continued

Bringing technology to life
Mobile Ufe-saver

With some 15,000 units in use throughout the world, Smiths
Medicals mobile Pneupac ventilators have helped save many lives In
awide range of emergencies The new paraPAC™ madel, launched
this year, offers an enhanced platform that can be extended as
required by customers in the acute, ambulance, military and mass
emergency markets paraPAC™ s able toincrease the oxygen mix to
ease breathing, provide CPAP {Continuous Pasitive Airway Pressure)
typically for heart attack victims needing urgent attention, or switch
to full ventilation made for the critically 1l who require Immediate
resuscitation and hospital-standard intensive care The ruggedised
design of Pneupac ventilators gllows them to operate In the harshest
of weathers and terrains and they are currently used by rmore than
20 army medical corps worldwide
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Ideal in the field And for hospital care
Powered solely by compressed axygen, paraPAC™ needs no Within hospitals, paraPAC™ enjoys the added advantage of MRI
batteries and 15 1deal for field deployment Paramedics use the [Magnetic Resonance Imaging] compatibibity because it contains
lightweight devices for an-site treatment of cardio-putmoanary no magnetising metals that could interfere wath the advanced

breathing problems, from relatively minor to ife-cntical situations bodyscans




Business review
continued

Smiths Medicat

Continued
Performance
201 2010 Reported  Underiyng
£m £m growth growth
Sales 838 858 (21% (31%
Headline operating profit 196 184 7% 7%

Headline operating margin 234% 215% 190bps
Statutory operating profit 178 172
Return on capitalemployed  16.9%  151% 180bps

Headline operating profit rose 7% [£12m), and headline operating
margin tncreased 190 basis points to 23 4%, the highest achieved for
more than 10 years This reflects underlying profit growth of £13m
and adverse currency transtation of £1m Margins benefited from our
ongoing Initiatives to reduce overheads and manufactunng costs, as
well as our portfolio profitability review Underlying sales were down
3% Qur portfolio management initiatives accounted for the majority of
sales declines, including our diabetes business exit [E3m), and declines
in other product bnes [E9m) such as patient monitoring, kitting and
interventional 1maging The rest of the decline reflects the difficult
trading conditions, drwven by economic pressures, unemployment
and a slowdown in procedure growth rates in the US and Europe At
reported exchange rates, Smiths Medical sales declined 2% [£20m),
including positive impact from currency translation ([£2m)

We have seen strong growth in some hardware products, which has
dnven sales of related dispasable products The performance of our
other disposable lines caontinues to reflect the trading pressures
descnbed, espeaially In developed markets

We have reorganised to create a globat organisation for all functions
The new structure has reduced ccsts and enhanced communication,
while integrated global processes have improved customer focus and
service levels The business reorganised field sales and marketing
structures in most regions during the year, investing in building key
account management, sales force effectiveness and training tools Our
new sales structure will promote sales effectiveness and our ability to
prortise sales opportunities by product category and market

In medication delivery, excluding diabetes, undertying revenue grew 1%
from increased sales of our CADD ambulatory pumps, which grew at
5% We have seen share gains due to the supenor capabilites of the
CADD®-50lis smart pump and through the efforts of our dedicated
sales and clnical teams Sales of CADD®-Solis HPCA pumps grew
in Narth America and continue to expand into Europe following the
introduction of a multi-language platform CADD®-Solis VIP, which
15 the Companys first smart multi-therapy pump targeted at the
alternate site and hamecare segment, was successfully launched into
the Canadian market this year The launch of Medfusion™ 4000, our
innovative wireless synnge pump, into the Canadian acute care market
was recewved well Pending appropnate market regulatory clearances,
we anticopate launching CADD®-5olis VIP and Medfusion™ 4000
globally The Medfusion™ 4000 recently received FDA 510[k!] clearance
in the US and will be launched durtng our 2012 fiscal year The
collaboration wiath Hospira to co-premote infuston pump systems
continued to gain some ground in the year As part of this agreement, the
two companies have started the development of software for managing
infuston medication, designed to enhance patient safety and simpliy
how clinicians work This agreement will allow us to extend the use
of our Medfusion syringe pumps with PharmGuard Medication Safety
Software to more hosprtals and care areas in the US and Canada

Vital care underlying sales declined by 3%, primanly due to a weaker
flu season than the prior year, the HIN1 sales in 2010 and reduced
sales in areas such as patient monitoring, interventional imaging and
kitting, which have been a focus of our SKU rationalisation initiative

Our temperature management business grew slightly in challenging
markets where we continue to show particular strength 1n convective
warming and temperature probes We have seen good growth in
bronchial hyglene products and hurmidification systerns driven by
our Ventilator Associated Pneumonia VAP] reduction campaigns
Our tracheostomy business also grew, benefiing from our award-
winning UniPerc® tracheostomy kit as well as strong Bivona silicone
tracheostomy sales Our assisted reproduction products also grew
strongly as we henefit fram our leading presence m this niche market

Underlying sales of safety dewices declined 4%, drven by a tough
competitive environment, proceduretrends and reduced demandversus
H1N1 needs in the prior year Although our safety catheter business
grew, our overall PIVC and sharps safety businesses were slghtly
down durning for the year Vascular access was alse down, reflecting
difficult market conditions Interest in safety products remains tugh in
developed markets, and 1s growing in developing rmarkets like 'ndia and
China We antiapate improved safety market performance given our
strong product line
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Emerging markets continue to be a source of growth as the quality of,
and access to, healthcare improves We cantinue to expand our efforts
and presence In emerging markets which now represent approxamately
9% of sales and are growing at greater than 10% per annum, depending
on the market While we have had a presence in India for many years,
we recently established an operating entity which includes a direct
sales and marketing team to complement our distnbutor business and
will continue to Invest in emerging market opportunities

We have continued to manage our product portfolio aggressively to
boost profitability and reduce complexity We have eliminated around
4,000 SKUs in the tast two years and in many cases have successfully
converted customers to alternative higher margin products, which
has contributed to our significantly improved profitabiity There are
further opportunities for margin improvernent through portfolio
management

We have also optimised our footprint to deliver a more efficient supply
chain Dunngtheyear, we mergeda distribution centrein Milan, ltalyinto
our central European distnbution centre in Nijmegen, Netherlands We
also in-sourced the Niymegen distribution centre operations, to reduce
costs and improve performance Additional initiatives to optimise our
manufacturing and distnbution network are currently in progress, with
a focus on migrating the footpnint closer to our markets, as well as
cutting costs We have aggressively pursued productmity initiatives and
significantly reduced variable costs by some 4-5% in each of the last
three years

Research and development

Investment in R&D continues to be a prionty with an increase of 3%
Our total R&D spend of £31m (2010 £30m) compnsed 3 7% of sales
(2010 35%) At the same time we significantly reduced the number
of pipeline projects thereby increasing the investment on the highest
impact products This 1s enabling a higher level of project execution and
willincrease overall R&D effectiveness

Sales from products launched in the last three years represent some
10% of sales and, with the strength of our pipeline, we expect this
to improve in 2012 and beyond During the year, we launched two
significant new medication delivery products into Canada the CADD®-
Solis VIP ambulatory pump and Medfusian™ 4000 wireless synnge
pump, generating new business and strengthening existing customer
relationships In addition, we released the CT Marker in our PORT-A-
CATH® and PAS PORT® POWER PAC systems, Gripper®Micro
Extension, and Pneupac® paraPAC™ plus, expanding our offerings in
vascular access and mobile ventilation We also continued to extend the
reach of a number of existing products inta new regions, broadentng
our offening particularly in emerging markets

Qutlook

Developed markets are lkely to reman challenging in the short
term as healthcare cost controls and unemployment put pressure
on pnce and volumes Agamnst these trading conditions, our R&D
pipeline 1s strang and we will seek to dnve sales growth through new
product introductions in 2012 and beyond, coupled with an increased
ermphasts on customer-facing resources and sales effectiveness Our
investments in China, India and other emerging markets will also serve
as a source of growth Additronal apportunities exist to drive operational
improvemnents to support continued margin expansion success We
will reinvest some of these sawngs into sales and marketing and new
product development efforts to accelerate lang-term growth

Group overview

Chawmnan and Chee! Exzcutive
Operating and Nnancial review
Risks and responsibility
Governance

Accounts

Intensive care protection

Senously il patients under mechanical ventilation are particularly
prone to Infections, a challenge Smiths Medical has met by
developing a sophusticated breathing tube that incorporates

a suction bne to help prevent the accumulation of dangerous
secretions in the trachea For decades our Portex brand has been
synonymous with advanced endotracheal tubes used to access
patients lungs for ventilation in operating rooms and intensive
care units SACETT™ (Suction Above the Cuff Endotracheal Tube]
1s designed with a Saft Seal @ inflatable cuff that provides bath
rmaximum seal secunty and comfort and helps the pooting and
easy disposal of bactena-laden secretions that can readity develop
into pneurnonia Reducing the incidence of Ventilator Associated
Pneumonia (VAP] not only saves lives but also cuts healthcare costs
by aiding a speedier recovery and freeing up wital haspital beds

Company-funded R&D

Percentage of sales

3.7%

Sales from products launched in last three years

Percentage of sales

10%
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Business review
continued

Smiths Interconnect

Smiths Interconnect 1s a recognised leader in technically
differentiated electronic components and sub-systems providing
signal, power and microwave solutions

We design and manufacture products that connect, protect and
control cntical systems far the global wireless telecommunications,
aerospace, defence, space, medical, rail, test and industnal markets

Our products are application-specific and incorporate innovative
technologies to provde our customers with a competitive advantage

Employees

4,000
13%
12%

Contnbution to 2011 Group sales

Contnbution to 2011 Group headline aperating profit
Percentage relates 1o headline operating profit before corporate casts

Goto www smithsintercennect com

Sales by sector £379m

1 Miltary & aerospace 43%
2 Telecom 25%
3 Medical, rail, automation and test 32% 3

Sales performance

f£m 379
340
318

281
230

2007 2008 2009 2010 2011

Business features
Principal operations regions

Smiths Interconnect operates globally and has locations in the US,
Mexico, Costa Rica, Ireland, UK, France, Germany, ltaly, Tunisia,
India, China and Australia

Customers

Smuths Intercannect supplies ta multiple levels of the supply chain
and its blue chip customers include pnmes and service providers,
OEMs, system suppliers and sub-system manufacturers Amangst
our largest customers are Raytheon, Finmeccanica, BAE Systems,
Boeing, AAl/Textron, Northrop Grumman, General Dynamics,
Lockheed Martin, Encsson, Motorola, AT&T, Venzon, Spnnt Nextel,
Emerson, ZTE, Huawe), GE Medical, Vanan, Quatcomm, NVIDIA
and Alstom

Competitors

Srmiths Interconnect operates in a fragmented market with

many small and medium-sized competitars in various product

and technology areas Connector competitors include Amphenal,
Deutsch, Everett Charles, Radiall and Sounau Our microwave
components and sub-systems compete with, amongst others,
Anaren, Spectrum Control, PowerWave, KMW, Dover, CommScope,
EMS, Herley, Cobham, Teledyne and L3 Huber & Suhner, Dehn
and SL. Industries offer competitive protection products

Suppliers

Smiths Interconnect maintains a strong supply base with
machined parts and electronic components together representing
approximately half of the total spend Mo indwdual supplier
accounts for more than 4% of total purchased value
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Markets and trends
The two largest markets for Smiths Interconnect are military, aerospace
and space [mil/aero) and wireless telecommunications

Government budgets, particularly defence spending. remain under
considerable pressure and, while no area i1s lkely to be immune,
it 15 expected that areas such as intellgence, surverllance and
reconnatssance (ISR] wall remain a key prionty Improved battle space
awareness, network-centmc communications systems and force
protection are also seen as critical success factors in current and
future conflicts

Typical rilitary applications for Srmitths Interconnect technology include
unmanned aenal systems [UAS], next-generation ground vehicles,
network-centric communications systems, radars and electroric
warfare systems, surveillance systems and self-protection systems
Our radio frequency and rugged connectars solutions are deployed
In the most extreme environments, such as enabling sensor and
communications systems and keeping military personnel protected in
areas of conflict

The histoncally cyclical cammercial aerospace market 1s currently
strong, driven by increasing passenger and freight demand particularly
in Asia and the Middle East Smiths Interconnect provides electncal and
microwave conhectvity solutions for vanous aircraft, space vehicles
and satellites

The propensity for higher data rates and true mability are the main
driversforgrowthinthe field of commercialmobile telecommunications
Smiths Interconnect supplies niche microwave companents used
In base stations and cell sites, as well as solutions to optimise
network performance and integnty, and to safeguard the high value
infrastructure from the effects of Lightning stnkes and power surges

Smiths Interconnect provides connector solutions to semiconductor
test, automated test equipment and arcuit-board test applications The
continued pralferation of electronic devices, high rate of technology
refresh and increased functionality are key drivers for these markets

Other applications for Smiths Interconnect products include medical
equipment such as MRI scanners, automation equipment for the
machine tool markets, and mass transit systems

The range of end markets will be expanded on completion of the
acquisitton of Power Holdings Inc to include data centres and
alternative energy

Technology

Smiths Interconnect comprises four technology-focused cohesive
business units

* Connectors provides application-specific, high-reliability electrncal
interconnect solutions from fighly integrated assemblies to
micromimiature connectors and spnng probe contacts

* Microwave Defence prowdes microwave and millimetre-wave
components, sub-assemblies, antennas and systems solutions,
pnmanly for defence and aerospace applicatons

= Microwave Telecoms provides solutions that test, filter and process
high-frequency signals for wireless telecommunication networks

* Protection prowides power and signal integnty components that
protect cntical and high-value electrical systems from transient
effects caused by power surges and lightning stnkes

Group cvervew

Chairman and Chief Executive
Operating and financial review
Tusks and responsibility
Gevernance

Accounts

Next generation miluimetre wave applications

As the electromagnetic spectrum becomes increasingly congested,
higher frequency technologies that offer more bandwidth and
greater resolution are at the forefront of a range of next-generation
applications Smiths Intercannect, a leading designer and
manufacturer of complex components and sub-systems used in
such high frequency systems, 1s working with renowned research
institutes in applying millmetre-wave {MMW] technalogy to a senes
of pioneenng developments For example, our MMW components
are used for the diagnostic monitonng of hot ionised gases in
expenmental fusion test reactors which are laying the groundwark
for the future development of full-scale fusion power plants, a clean
and intnnsically safe form of energy generatian They are also used
within the most madern US weather satellites and in such scientific
applications as the Herschel HIF! instrument, currently searching
for signs of water In outer space Water is revealed through sub-
MMW fingerprints and 1s key to helping astronomers understand
the mechanisms of star formation
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Business review
continued

Smiths Interconnect

Continued

Bringing technology to life
Protecting critical systems

Growing recognition of the threat pased by electromagnetic pulses
(EMPs), whether from high-alttude nuclear detonaticns or solar
flares, has prompted Smiths Intercennect to expand its power and
signal iIntegnty products to include protection against the potentially
devastating impact on electnical, power and communications
systems Athree-year test project with the US military on how

to protect aganst EMPs resulted in Smiths Interconnect wanning

a $4 6m contract from the US Air Force Glabal Stnke Command

to provide its SREMP ESA (Source Regian Electromagnetic Pulse
Electncal Surge Arrestor] hardened technology to shield Minuteman
Weapon Systems This technology s already being applied to
protect wital electnical and cammunications systems in a vanety

of other defence applications including military ground vehicles,
naval vessels, aircraft and ground facilities




Group overview
Chairman and Chief Executve
Operating and binancal review

Risks and responsibilty
Governance
Accounts
EMP
event
Clean
signal
Shiglding
and
ftering
ELECTRONIC SYSTEMS
TELECOMMUNICATIONS
CRITICAL FACILITIES

MILITARY SYSTEMS AND COMMUNICATIONS

Danger diverted

The system warks through a combination of shielding the protected
electronics and shunting off excess energy through propnetary
filtertng and suppression technology, allowing only clean pewer
and communications signals to pass through

Shielding civil infrastructures

This technology can also be used to protect non-military cntical
infrastructure such as government buildings, power installatons,
hospitals, first responder communication systems and data centres




Business review
continued

Smiths Interconnect

Continued

Perfoermance

2011 2010 Reported  Underlying

£m £m growth growth

Sales 379 340 12% 3%
Headline operaling profit 68 62 9% (2)%
Headline operatingmargin ~~ 17.8%  182% (40 bps
Statutory operating profit 49 53

Return on capital employed  15.7%  173% [140] bps

Reported sales for Smiths Interconnect grew 12%, or £39m Acguisitions
contnbuted £33m and there was a currency translation headwind of
£3m Underlying growth was 3% [£9m], pnmanly due to strang growth
In the medical, rail, automation and test markets offsetting a decline
in military and aerospace sales, particularly in the second half as the
US Department of Defense budgetary cutbacks and the associated
Continuing Resclution iImpacted demand

Reported headline operating profit increased 9%, or £6m Excluding the
impact of currency translation and acquisitions, underlying headlne
operating profit decreased by 2% [£1m] with headline operating margin
reducing by 40 basis points to 17 8% The decrease was primarily dnven
by the difficulty of adjusting the cost base to address the lower military
sales caused by the Cantinuing Resalution, and skightly weaker gross
margins due to sales mix and priang pressure These were partially
offset by restructuring savings, procurement initiatives and the benefit
of moving of manufactuning to lower cost economies Fixed costs
continued to be tightly controlled

On an underlying basis, sales into the military, aerospace and space
markets fell 5% for the full year Despite a 3% increase in the first half,
budget cuts at the US Department of Defense caused the market to
weaken in the second half The effect of the Continuing Resolution was
substantial, particularly at the companents and sub-systems level in
the supply chain, as funding uncertainty delayed several programmes
Incorporating our microwave and connector technologies

Despite these underlying conditions, our Protection technotogy
experienced significant growth in military markets as the potential
threat from an electromagnetic pulse (EMP) weapon or solar flare
gains further recognition and raises demand for our transient voltage
protectton devices Specifically, we completed a $4 6m contract from
the US Air Force Global Strike Command to supply our advanced
hardened technalogy to protect Minuternan Weapon Systems

Demand from the military market slowed constderably for our
connectors and microwave technologies In Europe, the Eurofighter
programme conbnued to be strong but other programmes such
as soldier-based electronics have been slow Similarly, upgrade
programmes for counter-lED systems incorporating our microwave
technology expenenced delays

The SatCom, UAV [unmanned aenal vehicles] and ISR [inteligence,
surveillance and reconnaissance) sectors are focus areas for our
microwave business and remain more robust than other parts of
the military budget During the year we were awarded several new
contracts including radar components for multipte UAV programmes
and a major contract for mitbmetre-wave instruments to be used on
the next-generation US weather satelites Most natably, in December
2010, our Millitech business was awarded a $16m contract to supply
the Antenna Pedestal for the US Navy Multiband Terminal [NMT]
satelite communication programme which provides a powerful and
reliable new capability at up to five times the current bandwidth while
using smaller, lighter and more energy-efficient systems

The commeraal aerospace market remained strong, with increased
demand for our connector products as production rates increased at
both Boeing and Airbus We also won positions on the new Chinese
commercial arcraft currently in development, the Comac C919 Our
KuStream broadband satellite antenna system has now been selected
by three airlines, including Southwest, and 1s undergoing tnals with
several others It will be installed on aver 500 aircraft enabling in-flight
connectivity and applications such as lve-TV, mowvies and internet We
have also been selected to pronde a military vanant of the system

Underlying sales to the wireless communications market increased
3% Infrastructure spend was focused on new technology deployments
within specific geographies such as LTE 4G in the US and WCDMA 3G
in India, and hotspots of actmity such as network improvement projects
in Australasiz However, growth remained constrained by network
operators controliing capttal expenditures and consolidation within the
equpment manufacturers sector

The need for network operators to drive improved performance from
existing assets resulted in sigmificant growth in portable passive
intermodulation test equipment and filter products to enhance signal
perfarmance, including sales in Chuna and India where netwark quality
Is poor after large rapid deployments over the last five years

Wireless telecommunications demand for our RF and power protection
products remained relatively flat Reductions in government budgets
also adversely affected sales of our timing products used In public
safety and first responder network applications However, microwave
components and cable assembly sales grew as a result of new
contract wins with Chinese equipment manufacturers Furthermore,
increased data traffic from smart phones and tablet computers created
opportunities for new products for backhaul infrastructure

Underlying sales to the medical, rall, test and automation markets
remained strong in the second half and for the full year increased
20% In medical sales of high reliabilily connectors grew significantly,
particularly during the first half, with strong demand from cardiac
mapping and MRI systems, and a range of new applications Power
pratection productvolumes increased forradiotherapyand radiosurgery
systems The rail market provided modest growth as rolling stock and
train control system projects started to transition from development
Into production and generated demand for high-speed and reliable
connhection systems and surge protection devices In the test market,
our spring probe connector acquisition, 1DI, continued to perform
strongly, and two important new product ranges were developed
which are expected to offset softening market conditions expenenced
at the end of the year The industnal market has been positive this
year wath particular growth in connectors for machine automation
and sensor applications
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Research and development

Total R&D spend increased 19% to £25m or 4 6% of sales (2010 £21m
or 6 3% of sales) The customer-funded portion, predarminantly within
the Microwave Defence group, reduced by £1m to £E4mor 1 1% of sales
(2010 €5m] reflecting US Department of Defense budget cuts and the
completion of some programmes

Investment was targeted across all technology areas and we continued
to develop non-US based technical resources In Connectors, we
have focused on developing smaller, higher speed and higher power
products Microwave developments included improvements n our
Industry-leading capabilites in arrborne broadband antenna systems
and passive intermadulation test equipment, and new filtering products
to address broader geographic markets Protections technical
advancements included high performance RF protectors with improved
reflection loss and new power protection configurations for the military
and rail markets More than a third of sales now come from products
or technalogies developed dunng the past three years

Business developments

In September 2011, Smiths Interconnect announced its intentton,
subject to regulatory approvals, to acquire Power Holdings Inc (PD),
a leading designer and manufacturer of specialist power distnbution,
conditioning and monitoring systems Based in Richmond, Virgina,
PDl s the parent company for Power Distnibution, Inc , Marelco Power
Systemns, Inc and Onyx Power, Inc 1t produces power distnbution units,
static transfer swtches, remote power panels, power conditioning units,
medium and low voltage transformers and patented power monitors
used mainlyin data centre and alternative energy applications

The acquisition of PDI transforms the existing power protection group
with a new range of products and growth opportunities [t strengthens
Smiths Interconnect s offering of technically differentiated solutions for
applications requinng ultra-rebiable and precise power performance,
broadening aur high reliabiity power quality capabilities to include
conditioning, protection, distribution, filtering and monitaring to ensure
the optimum function of advanced electncal systems

PDI, which also has facilities in Santa Ana, California and Howell,
Michigan, employs around 370 people and more than 90% of revenues
come from non-government funded markets

We remain focused on cost control and further improving margin
performance During the year, we consolidated our Protection activities
in China into one facility and also began restructunng cur European
connector businesses by concentrating manufacturing into a centre
of excellence in a lower cost gecgraphy We also brought together a
number of our microwave wireless telecommunications businesses
under a single management team which culminated with the launch
of a new brand, Kaelus, provding a single face to custormers and
simpliying our business interactions in this fast moving sector

Qutlook

Government-funded sectors, particularly the defence market in the
US, are expected to remain challenging However, we are relatively well
positioned on some long-term programmes and strategicallyimportant
sectars such as communications and ISR Investment by wireless
network operators in higher speed next-generation technologies will
increase demand for our network optimisation products, test solutions
and protection devices Market conditions in rmedical, rail, test and
automation are expected to be mixed with the semiconductor and
arcuti-board test markets tghterning as cansumers hold back on
purchases of electronic devices Margins are expected io face some
pressure as volumes decline in some sectors, although this will be
offset In part by restructuring benefits and operational efficiencies

Group averview

Chairman and Chuef Executive
Operating and tinancial review
Risks and responstbility
Governance

Azcounts

Vital connections that save lives

Our ultra-rebiable connectors are used in many vitat applications,
none more so than the medical sector which has generated
significant revenue growth for Smiths Interconnect during the year
Examples of new medical projects that are now equipped with our
sophisticated miniature components include implantable contacts
for a totally electncal artificial heart unit which uses our hyperboloid
contact technalogy, a capsule endoscopy iImaging system ustng
spnng contact technology from our recent acquisition, (DI, to helpin
internal exam:nations, and a tele-robatic surgical systern that relies
on our microminiature connectors to link the robotic arms and the
control umit In all cases, Smiths Interconnect s highly engineered
solutions were 1deally suited to meet the specialised environmental,
mechanical, electncal and reliabilty requirements of complex
medical and surgical applications
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Business review
continued

Flex-Tek

Flex-Tek i1s a global prawder of engineered components that heat
and move fluids and gases for the aerospace, medical, industral,
construction and domestic appliance markets

Our flexible hosing and ngid tubing provide flurd management for
fuel and hydraulic applications on commercial and military aircraft,
deliver fuel gas and conditioned air in residential and commercial
buildings, and provwde respiratory care for medical applications
Flex-Tek heating elements and thermal systems imprave the
performance of medical and diagnostic equipment as well as
improving the performance of domestic appliances such as clothes
tumble dryers and HVAC equipment

Employees

2,000
8%
5%

Contrnibution to 2011 Group sales

Contrihution to 2011 Group headline operating profit
Percentage relates to headline operating profit befare corparate costs.

Goto www flextekgroup com

Sales by sector £221m

1 Fluid Management 32%

2 Flexible Solutions 16% 4

3 Heat Solutions 27% 1
4 Construction 25%

Sales performance |

£m
213 22 ., 21

2007 2008 2009 2010 201

Business features
Principal operations regions

Flex-Tek operations are pnnapally located in the US and Mexico
with Asian operations located in Indi2, China, and Malaysia, and
European facilities in France and Germany

Customers

We serve mainly aerospace engine and airframe manufacturers,
domestic applance manufacturers and the US canstruction
industry Large customers include Boeing, Airbus, Pratt & Whitney,
GE Aerospace, Whirlpool, Electrolux, Trane, and Carner Our notable
distnbutors in the US construction market include Ferguson

and Watsco

Competitors

Cormpetitors for our Flid Management business include specialty
segments of Parker-Hannifin, Eaton, and Kongsberg, as well as
vertically integrated capacity from key customers Heat Solutions
noteworthy competitors in the US include Nibe, Watlow and
Chromalox, and i China, Kawai and Dongfang manufacture a
wide vanetly of electnic heaters Flex-Teks Construction products
competes wath US manufacturers Hitach, Atco, Omega-Flex,
Hart & Cooley and Goodman Flexible Solutions competes glabally
with a number of smaller privately owned businesses which
rmanufacture specialty hoses

Suppliers

Flex-Tek sources key raw matenals from world-class companies
including electrical resistance wire from Sandwik, fibreglass
insulation from Owens Corning, specialty plastic resins from
DuPont and PolyOne, and stainless steel from Allegheny Ludlum
Each of these supply chain partners 1s chosen based on its ability
to provide exceptional quality, service and value
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Markets and trends

Flex-Tek designs and manufactures engineered components which
heat and move fluids and gases for aerospace, consumer products,
construction, medical, and industnat applications The diverse nature
of these markets reduces Flex-Tek reliance on any specific technology,
although Flex-Tek is highly leveraged ta the US ecanomy

Technology
Flex-Tek 1s organised under four market specific segments focusing
on supenor technology and service

Fluid Management

We are a market-leading manufacturer of specialty ugh-performance,
flexible and ngid tubing assemblies for aerospace, industrial, and
automotive applications worldwide Our specialised high-performance
tubing provides reliable and efficient delivery of hydraulic fluids and jet
fuel for both cvil and military aircraft Automotive applications include
petrol and brake fluid delivery in tradimional automoiles as well as
next-generation fuels for natural gas and hydrogen-powered vehicles
Demand for our products is linked to both the worldwide air transport
market and industnal growth

Heat Solutions

We are the world s largest manufacturer of open coil heating elements
Our specialised heating elements and thermal systems serve
customers that manufacture tumble dryers, HVAC equipment, medical
applications, and bespoke applications Revenue 1s largely dictated by
househald appliance demand in the US

Construction Products

Flex-Tek manufactures market-teading flexible gas piping and HVAC
flexible ducting for the US construction market Our customers are
large national wholesale distributors in North America supplying both
plumbing and HVAC tradesmen Demand 1s a mix of the strength of the
US censtruction industry and replacement sales

Flexible Solutions

Flewble Soluttons hose assemblies are focused into three distinct
markets medical respiratory care, floorcare appliances, and
industnal ventilabion The business performance generally follows
macroeconomic iIndicators such as healthcare spending, US GDP, and
caprtal goods expenditures

Group overview

Chairman and Chuet Executve
Operating and hinancial review
Risks and responsibility
Governance

Accounts

More effective mass production

An astontshing 220 bitlion paper cups are produced worldwide

every year, and even the tiniest improvement in their manufactunng
process can generate significant benefits both for the environrment
and the bottom line A standard cup compnses a special paper
coated with palyethylene, an ulira-thin layer of plastic that keeps
beverages cold or warm and prevents absorption or leakage of
uquid Flex-Tek s advanced thermal management and heating
applications helped the largest US specialty paper manufacturer
eliminate the need for the drying process to be fuelled by natural
gas, allowing production to continue uninterrupted dunng scheduled
product changes The drying process now uses less total energy and
operates more efficiently, contrbuting towards a safer and more
green envircnment Such collaboration 1s part of our commitment
to work closely with customers to improve their efficiency
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Business review
continued

Flex-Tek

Continued

Bringing technology to life
Flex-Tek expands medtcal range

Flex-Tek 1s capitalising on its expertise in flexible hosing and heat
soluttons to help improve the standard therapy for sleep apnoea,
a debibtating condition that affects millions of peapte worldwide
A common but bittle-known disorder, sleep apnoea stems from
closure of the airway which interrupts regular breathing duning
sleep, often leaving the persan gasping for air In severe cases

It can increase the nisk of heart disease, diabetes, and depression
As part of its expansion into niche medical markets, Flex-Tek

has improved the long-established therapy of Continuous Pasitive
Airway Pressure [CPAP) by developing a Light-weight, advanced
temperature-controlled breathing circuit Already introduced

into North America and Eurape, this 1s one of a growing range of
Flex-Tek's medical-related products, including specialised heating
systemns for blood diagnostic devices and CT image enhancement




Group overview

Chaiman and Chief Executive
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Heat control mimmises condensation

The breathing circuit greatly enhances both CPAP effectiveness
and patient comfort by mintmising condensation build-up through
continuous heat control to align the temperature wathin the tube
with the outside environment




Business review

continued
Flex-Tek
Contintred
Performance
20 2010 Reported Undertpng
£m growth grawth
Sales 221 212 4% 6%
Headline aperating profit 28 24 18% 19%
Headline operating margin 125% 111% 140bps
Statutory operating profit 26 21
Return on capital employed  21.9%  184% 350 bps

Reported sales grew 4%, or £9m, reflecting underlying sales growth of
6% that was offset by £3m of adverse currency translation Undertying
sales were boosted prnmarily by an increase in sales of components
to the OEM aerospace market and US residential construction sector,
and were partly offset by declines in sales in Flexible Solutions

Headline operating profit margins increased by 140 basts points to
125% as a result of increased sales, operational gearing from prior
restructuring, and price increases which helped to offset raw matenal
inflation The underlying increase in operating profit was £5m Return
on capital employed improved by 350 basis points dnven both by
profitability improvement and reductions in working capital

As reported at the half year results, we now manage the business as
four technology groups Fluid Management, Construction Products,
Heat Solutions, and Flexible Scolutions

In Flud Management, sales af components to aerospace customers
rose 16% on an underlying basis, helped by htgher valumes on major
airframe platforms from Airbus and Boeing The order book for our
commercial aviation OEM business remains strong and we have gained
market share in our overhaul & repair service segment In addition our
sales to the US automotive market for both fuel and brake applications
remains robust

Sales to the construction market improved 10% on an undertying basis,
with growth mainly coming from the first half of the year The second
half sales underlying growth rate slowed to 6% as uncertainty still
clouds the US housing market The latest US Bureau of the Census
forecast 1s for housing starts to remain relatively flat wath priar year,
with no expectation of a measurable upturn in the near term We have
gained market share by bundling our ducting, flexible gas piping and
HVAC heating element product lines to the US distribution market

Heat Solutions underlying sales were n Une with the prior year In
2010, the US federal government offered rebates to consumers who
traded in their old appliances for new This programme benefited first
half underlying sales, up 11%, but resulted in reduced demand in the
second half, down 8% Consumer confidence remains cautious in the
US and OEM appliance manufacturers continue to project low single
growth rates in the US markets
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The Flexible Solutians dmsion sales were down 7% for the year
Continued weak demand in the US for floorcare products and industnal
goeds was only slightly offset by higher sales for our respiratory care
hoses for sleep apnoea

The final stages of Flex-Teks restructuring programme were
completed in the year as we continued to rationalise our manufacturing
portfolio, refurbish factities, and deliver productmty improvements
The programme, part of the wader Group restructunng, has achieved
annualised savings of £9m in line with our plans, as we delivered a
further £1m of savings in the year, including the rationalisation of two
facibitres in the north eastern US

Flex-Tek has increased R&D spend and investment in our Asian
manufacturing facilittes in China and India We continue to seek new
investments to grow our market share, expand our product portfolio,
and target patential balt-on acquisitions to build an the strength of the
managerment team

Outlook

The momentum of the Fluid Management business should continue
well nto the coming year as our order book reflects a positive
environment supported by a new generation of aeroplanes with better
fuel efficiency and lower cost per passenger mile The US residential
construction and household appliance markets are expected to rermain
uncertain with no significant growth projected Any upturn in these
markets will generate positive earnings for the business

Group averview

Chairman and Chief Executive
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Gevernance
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Towards a cleaner environment

Flex-Tek has built onits success in helping develop environmentally
friendly vehicles by teaming up with a Korean company to pronde
Hyundai wath a revolutionary fuel hose for its new Hydrogen Fuel Cell
Concept Car Asked by Hyundal to solve the problem of transferring
hydrogen fuel throughout a vehicle wathout standard ngid tubing,
local supplier Hanil Tube turned to Flex-Tek for help The hose
must offer not only sirmilar permeation characteristics as stainless
steel tubing but also superor flexibility and resistance to vibration
fatigue Working closely with Hanil, our engineers developed the
only hydrogen delivery hose in the industry that meets these cnteria
In the US, Flex-Tek has partnered wath Clean Energy to supply the
specialised fuel hose assembly needed for petrol vetucles converted
to run on natural gas

Sales

£m

221

Headline aperating profit

£m

28
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Financial review

Earnings per share

Basic headline earnings per share from continuing actvittes were 92 7p
(2010 84 ép), a growth of 10% This reflects an increased headline
operating profit and a higher pensions financing credit which have
been partly offset by a higher tax rate

On a statutory basis, the basic earnings per share from continuing
activities were 77 8p (2010 75 3p)

Exceptional and other items relating to continuing activities
excluded from headline profits

These itemns amaunted to a charge of £88m compared to a charge of
£62mn 2010 They compnsed

* Amortisation and impairment of intangible assets acquired n
business combinations of £50m (2010 £42m) The charge relates
prnincipally to technology and custormner retationships,

« A charge of £34m [2010 £25m) in connection with John Crane, Inc
asbestas litigation,

¢ Acharge of £16m [2010 £8m)in respect of restructunng This s part
of a programme which Is expected to cost approximately £62m by the
end of 2012, of which £52m has now been charged,

* Release of a diabetes-related prowsion of £2m [2010 ] which was
part of an exceptional cost when established,

* £10m gain in relation to changes to certain early retirement terms
(2010 €4m gain ansing from the closure of the principal UK defined
benefit penston schemes,

« £4m profit on disposal of businesses (2010 £9m including profit on
disposal of propertyl,

» Acquisition costs of E1m (2010 £1m), and

* Finanang loss of £3m (2010 £1m gain) These represent exchange
movements on dervatives and other financing instruments not
hedge accounted under IFRS

Cash generation and net debt

Operating cash generation remained strong, albeit below the high
levels of the previous years Headline operating cash-flow of £489m
[2010 £565m] represented 95% (2010 115%l of headlne operating
profit Cash canversion benefited 1n 2010 from reduced working capital
arising frem certain one-off imtiatives  Free cash-flow declined £95m
to £236m (2010 €£331m) Free cash-flow s stated after Interest and tax
but before acquisitions, financing actmities and dvdends [see note 28
to the accounts for a reconciliation of headline operating cash-flow and
free cash-flow to statutary cash-flow measures)

Sales
Up 3%

£2,842m

Goto page 17 and note 1 on page 98 for more information

Headline operating profit margin

Up 40 basis points

18 2%

Goto page 17 and note 1 on page 98 for more Information

On a statutary basis, net cash inflow from continuing cperations was

£322m (2010 £410m]

Dmdends paid in the year on ordinary shares amounted to £136m
12010 £133m)

Net debt at 31 July was £729m, down from £837m at 31 July 2010 The
decrease in net debt reflects the strang free cash-flow and outflows
of £134m far dvidends and £21m for the net effect of acquisitions and
disposals

Interest and other financing costs

Interest payable on debt, net of interest earned on cash deposits, was
E£59m compared with £62m in 2010 This reduction reflects lower
average levels of debt Interest costs were covered 8 8 times by headlne
operating profits

The Group accounts for pensions using IAS 19 As required by this
standard, a finance credit 1s recognised reflecting the expected return
anpensian scheme assets and a finance charge 1s recagnised reflecting
the unwinding of the discount on the future pension bability The net
financing credit was £23m {2010 £2m] With effect from 1 August
2011, we propase to repart headline pre-tax profit excluding this item
(see note 3 to the accounts for pro-forma 2011 figures] The headtine
measures are intended to report the underlying performance of the
Group excluding factors which are outside management control

Research and development

investment in research and development [R&D] dnves future
performance and 1s a measure of the Groups commitment to the
future organic growth of the business

We nvested a total of £111m 1n R&D (2010 €107m] on continuing
operations, equivalent to 39% of sales [2010 3 9%] Of that tolal,
€99m was funded by the Company compared with £93m in 2010, an
increase of 5% We actively seek funding from custemers to support
R&D and this amounted to £12m (2010 £13m) Under IFRS, certain
development costs are capitaised, and this amounted to £31m in the
penod (2010 £24m] The gross capitabisation 1s shown as an intangible
asset Where custorners contribute to the costs of development, the
contnbution 1s included as deferred income and disclosed within trade
and other payables
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Taxation

The headine tax charge of £121m {2010 €104m) represented an
effective rate of 25% on the headline profit before taxation (2010 24%)
The tax rate has increased by 1% in the year reflecting undertying
changes in the profit mix across our countries of operations and the net
impact of effective compliance management including the favourable
conclusion of recent tax audits On a statutory basis, the tax charge on
continuing activities was £92m (2010 £79m)

The Group continues to take advantage of global manufactuning,
research and development and other tax ncentives, the tax-efficient use
of capital and tax compliance management However, our increased
profitability in areas with higher tax rates will cause the headline tax
rate to Increase over ime with a rate of between 26-28% expected in
the year ending 31 July 2012

The fundamental principles of the Group's approach to taxation remain
unchanged The Group seeks to mitigate the burden of taxation in a
responsible manner to enhance its competitive position an a global
basis while managing its relationships wath tax authorities on the basis
of full disclosure, co-operation and legal compliance A half yearly
report 1s reviewed by the Audit Committee to monitor compliance with
these prninciples and tax objectives

Return on capital employed

The return on capital employed (ROCE] 1s calculated over a rolling
12-moanth period and 1s the percentage that headline operating profit
comprises of monthly average capital employed Capital employed
compnses total equity adpusted for goodwill recognised directly in
reserves, net post-retirement benefit assets and biabilities and net debt
[see note 1 to the accounts] The ROCE was 17 (% (2010 14 6%l

Retirement benefits

As required by IFRS the balance sheet rellects the net surplus or defiait
in retirement benefit plans, taking assets at their market values at 31
July 2011 and evaluating labilittes at period-end AA corporate bond
Interest rates

The tables below disclose the net status across a number of indmidual
plans Where any indiadual plan shows a surplus under IAS 19, this 1s
disclosed on the balance sheet as a retirement benefit asset The IAS
19 surplus of any one plan is not available to fund the 1AS 19 deficit of
anather plan

The net penston deficit has reduced to £199m at 31 July 2011 from
£305m at 31 July 2010 The reduction reflects asset returns 1n respect
of UK funded schemes and cash contributions to the schemes

The accounting basis under 1AS 19 does not necessarily reflect the
funding basis agreed with the Trustees and, should the schemes be
wound up while they had members, they would need to buy out the
benefits of all members The buycuts would cost significantly more
than the present value of scheme babilbies calculated in accordance
with IAS 19

Group overview

Chairman and Chief Executive
Operating and financiat review
Risks and responsibility
Governance

Accounts

The retirement benefit pasition was

A 3uly 29 January 3 Juty
2011 2011 2010
Funded plans
UK plans - funding status 101% 104% 98%
US plans - funding status 76% 78% 71%
Other plans - funding status 7% 70% 69%
Mduly 29 January 31 July
2011 2011 2010
Surplus/{deficit)
Funded plans (108) (29] (216
Unfunded plans (91) (90) {89)
Total deficit (199) (119) (305)
Retirement benefit assets 141 151 80
Retirernent benefit liabilities (340) (270] {385}
(199) 1191 (305}

In the coming year, cash contnbutions to the schemes are expected to
total approximately £110m (2011 £64m), including a conditional £50m
ta the Tl Group Pension Scheme In addition, the Group will invest £24m
In an escrow account as part of the 10-year funding plan agreed with
the Smiths Industries Pension Scheme

Exchange rates

The results of overseas operations are translated into sterling at
average exchange rates The net assets are translated at year-end
rates The pnncipal exchange rates, expressed in terms of the value of
sterling, are shawn in the following table

Nty 31 July 29 January
2011 2010 2001
Average rates
US dollar 1.40 157  Dollar weakened 2% 157
Euro 1.16 114  Euroweakened 2% 118
Year-end rates
US dollar 1.64 157  Dollar weakened 4% 158
Euro 1.14 120 Eurostrengthened5% 114

Goodwill and intangibles

Goodwill on acquisitions has been capitalised since 1998 Until 1 August
2004 it was amortised over a maximum 20-year peniod Under [FRS
goodwillis no longer amortised but instead is subject to annual revews
to test for impatrment

Intangible assets ansing from business combinations [acquired
intangibles ) are assessed at the time of acquisition in accordance with
IFRS3 (Rewised and are amortised over their expected useful bfe This
amortisation 1s excluded from the measure of headline profits

Otherintangible assets comprise developrnent casts or software which
are capitalised as intangible assets as required by IFRS Amartisatian
charged on these assets 1s deducted from headline profits

The goodwall balance was tested for impairment in 2010 and 2011
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Financial review
continued

Accounting policies

The accounts in this report are prepared under International Financial
Reporting Standards (IFRS), as adopted by the European Union (EU]
The accounting policies used in prepanng these accounts are set out
on pages 92-97

Significant jJudgements, key assumptions and estimates

Applying accounting policies requires the use of certain judgements,
assumplicns and estmates The mosl important of these are set out
on page 92

Treasury

The Board has a Treasury Risk Management Palicy which governs the
actmties of both Group Treasury and subsidiary companies and the
financial risk profile to be mantained by the Group A monthly report
for the Executive Commuttee and Board and a semi-annual report to
the Audit Committee reports on treasury actvties and compliance wath
the policy The Board maintains a strong treasury cantrol framework
within which appraved banks, financing and debt strategy, interest rate
nsk and currency translation management are reserved for Group
Treasury while cash and currency transaction exposure management
are devolved to operating divisions Cash pools exist to manage liquid
resources across dwisions efficiently

The Group uses financial instruments to raise financing for its global
operattons, to manage related interest rate and currency financial nsk
and to hedge transaction nsk wathin subsidiary companies The Group
does not speculate in financial instruments  All financial instruments
hedge exstng business exposures and all are recognised on the
balance sheet

There are four components of the Treasury Risk policy and 1n each
component a senes of metrics 1s measured monthly

1 Credit quality

The Group s strategy 1s to mamtan a solid investment grade rating
to ensure access to the widest possible sources of financing and to
minimise the resulting cost of debt capital The credit ratings at the end
of July 2011 were BBB+ / Baa2 (stable] from Standard & Poors and
Moodys respectively The agencies removed the negative outlooks on
these ratings duning the financial year ended 31 July 2011 An essential
element of an investment grade rating i1s consistent robust cash-flow
metrics The Group’s objective 1s to consistently maintain a headune
operating cash conversion of greater than 80% and net debt/headline
EBITDA at less than two times At 31 July 2011, these measures were
95% (2010 115%) and 1 2 times {2010 1 4 times respectively

2 Debt and interest rate management

The Groups debt funding arrangements are managed centrally
At 31 July 2011 net debt was £729m (2010 £837m) In December 2010,
the Group completed a new US$800m five-year committed revobving
credit facility with a core group of 10 global banking partners to replace
the existing £460m facility which would have matured 1in 2012 The
Groups nsk management objectives are to ensure that funding from
the bank market 1s less than 30% of net debt, the average matunty
profile of gross debt 15 at least four years and over 0% of net debt 1s
at fixed rates of interest At 31 July 2011, these measures were 0%
(2010 0%I, 49 years (2010 & 0 years] and 99% (2010 92%) The high
fixed rate % of net debt 1s impacted by the levels of floating rate cash
resources currently on the balance sheet Excluding cash resources,
the percentage of gross debt that Is at fixed rates of interest at 31 July
2011 was 74% (2010 74%)

3 Ligudity management

At 31 July 2011, the new $800m commutted bank faciity which matures
in December 2015 was completely undrawn The Group’s objective 1s to
ensure that at any time undrawn committed facilites net of overdraft
financing are greater than £200m At 31 July 2011, this measure was
£487m (2010 £440m] At 31 July 2011, cash resources were £261m
(2010 £173m)

The Group aims to ensure that surplus cash resources are securely
placed on deposit with highly rated relationship bank counterparties
at shart-notice availability Credit exposure to every approved bank is
defined by the Treasury Risk policy by reference to long-term rating
and compliance 1s measured and reported monthly At 31 July 2011,
97% (2010 69%) of cash and resources were on deposit with the 10
global relationship banks and only £€3m (2010 £5m] was invested with
counterparties rated less than A+

4 Currency management

The Group has adopted hedge accounting for the sigrificant majonty of
transaction hedging positions, thereby mitigating the impact of market
value changes In the income statement Matenial sales or purchases
in foreign currencies are hedged at their inception by approprate
financial instruments, principally forward foreign exchange contracts
and swaps The Groups abjective is to reduce medium-term volatility
to cash-flow margins and earnings

The Group 1s an international business with the majonty of its net assets
denorminated in foreign currency It protects its balance sheet ang
reserves from adverse foreign exchange movements by financing its
currency assets in the same currency such that, where the value of net
assets 1s over £30rm equivalent, over 50% of those assets are matched
with the same currency liability At 31 July 2011, 45% (2010 51%) of
total foreign currency assets were matched by currency labilities

Financial controls

While the Groups decentralised organisation delegates day-to-day
control to local management, Smiths has comprehensive control
systems 1n place with regular reporting to the Board The Group has
continuous formalised business nsk management processes operating
at each business unit

The internal audit department reviews all urits over a rolling three-
year cycle, and its findings are reported to the Audit Committee All
acquisitions are reviewed within 12 months of acquisition, to venfy
compliance with Group procedures

Further information regarding the Group s procedures to maintain stnct
controls aver all aspects of nsk, including financial nsk, are set out I
Risk management on pages 52 to 56 and the Corporate governance
statement on pages 70 to 74

Essential contracts

The dwisional reviews descnbe our main custormer and suppler
relationships and the Risks and uncertainties section outlines the nsk
management aspects of our contractual arrangements Srmiths Group
has a wide range of suppliers and customers, and while the loss of, or
disruption to, certain of these arrangements could temporanly affect
the operations of an indvdual division, none 15 constdered essential
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Legal issues

Smiths is committed to operating within
the law in all applicable jurisdictions,

and seeks to benefit from the rights

and protections afforded by relevant laws.
The Company aims to anticipate and meet
the changing requirements of the markets
it serves, as legal and regulatory reforms
impact those markets.

Legalissues

Smiths faces different types of legal 1ssues in different junisdictions The
high level of actmty in the US, for example, exposes the Company to the
Ukelihoad of vanious types of ltigation commonplace in that cauntry,
such as mass tort and class action Utigation, and legal challenges
to the scope and validity of patents These types of proceedings lor
the threat of them) are also used to create pressure to encourage
negotiated settlement of disputes

In addition, contracting with the US Government subjects the Group
to numerous stringent regulatory obligations, calling for an active
prograrmrme of compliance, reporting and communication 8y contrast,
the Groups actvities In some countries with less develaped legal
systems pose challenges for the protection of corporate assets such
as real estate and intellectual property rights

In order ta address the challenges and explait the oppartunities anising
from these and atherlegal issues, Smiths employs expenenced lawyers
beth 1n1ts head office and in 1its dwisions, and retains the services of
major law firms arcund the world

Group cverew

Chairman and Chef Executive
Qperating and {inancial review
Risks and responsibality
Governance

Accounts

John Crane, Inc ltigation

John Crane, Inc UCHl, a subsidiary of the Group, 1s currently one
of many co-defendants in Litigation in the USA relating to products
previously manufactured which contained asbestos This ltigation
began around 30 years ago and, typically, involves claims for a number
of diseases including asbestosis, lung cancer and mesothelioma The
JCI products generally referred to in these cases consist of industnal
sealing products, pnmanly packing and gaskets The asbestos was
encapsulated within these praducts in such a manner that, according
to tests conducted an behalf of JCI, the products were safe John Crane
ceased manufactunng products containing asbestos in 1985

In recent years, the ltigation has focused increasingly on claims for
mesotheliama, awards for which, when made, tend to be larger than
those for the other diseases Whilst the number of clarms being fited
against JCl and other defendants has been declining, the proportion of
mesothelioma claims has increased, and JCl s ability to defend these
cases successfully 1s Ukely to have a significant impact on its annuat
aggregate adverse judgment and defence costs

JCI continues to actively monitor the conduct and effect of its current
and expected asbestos Uhigation, Including the efficacious presentation
of 1ts safe product defence, and intends to resist these ashestos
cases based on this defence Approximately 202,000 claims aga:nst
JCI have been dismissed before tnal aver the last 32 years JCl 1s
currently a defendant in cases invalving approximately 101,000 claims
Despite these large numbers of clams. JCI has had final judgments
against it in only 107 cases, and has had to pay awards amounting
to approximatety US $103m

in connection with this litigation, JCI secured the commutation of
certain lability insurance policies in financial year 2007, resulting In
proceeds of £43m While JCI has substantial excess Lability insurance,
the availlabibty and exact scope of the cover are currently the subject
of liigation in the United States An adverse judgment at first instance
from the Circuit Court of Cook County, Ilinais 1s currently under appeal
Pending the outcome of that litigation, JCI has begun to meet defence
costs directly

At 31 July 2011, the aggregate prowsion for JCI asbestos bitigation,
including for adverse judgments and defence costs, amounted to
£182m expressed at the then current exchange rate In deciding upon
the amount of the provision, JCI has relied on expert advice from a
specialist 1n asbestos bability estimation Moreaver, in establishing this
provision no account has been taken of any recaveres from insurers as
their nature and timing are subject ta pending lbigation

Goto note 23 on pages 124-125 for more information
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Risk management

Smiths is exposed to a wide range of risks
in running its businesses. The Company
and its divisions consider these risks on

a regular basis and seek to put in place
appropriate risk management processes,
policies and other measures, including
insurance where appropriate.

However, there can be no assurance that these measures will be
effective in any particular case Ifany of these nsks, or other unforeseen
risks, matenalise, they could have a significant adverse effect not only
on our business and financial conditian but also on our reputation
and the trading prices and liquidity of our securities This could lead
to a loss for iInvestors of part of or, In @ worst case scenano, all of their
investment

The Group s process foridentifying, evaluating and managing significant
business nisks Is reviewed by the Audit Committee and monitored by
the Group Internal Audit Department Dunng the year, we undertook
an additional corporate nsk review, to augment aur dvsional risk
management review processes An outline of this year s review process
by the Board and Audit Committee I1s set out in the Statement of the
independent non-executive directors, on page 75 A descnption of the
Company s internal controls and nsk management processes Is given
in the Corporate governance statement, on page 70

Further information 1s provided below on our principal risks and the
mitigating actvities In place to address them The Group 1s exposed
to a targer number of nsks than those listed However, we have made
a conscious effort to disclose those nisks that have been debated at
recent Board or Audit Committee meetings and are of most concern to
the business at this time

Economic outlook
Risk

Smiths operates in mare than 50 countries and 15 affected by global
economi¢ condiions, particularly in the US Qur business is also
affected by government spending priorities, in particular in the US
and UK, and the wallingness of governments ta commit substantial
resources to homeland secunty and defence

Current global economic and financial market conditions, and

the potential for a significant and prolonged global recession,

may materially and adversely affect the Company's performance
and financial condition A recession may also matenally affect its
customers, suppliers and other parties with which it does business
Adverse economic and financial market condittons may cause aur
customers ta terminate existing orders, to reduce their purchases
from Smiths, or to be unable to meet their oblgations to pay
outstanding amounts due to Smiths These market conditions may
also cause our suppliers to be unable to meet their commitments
to Smiths or to change the credit terms they extend tous

Potential impact

A sigmficant and sustained economic downturn or any similar
event, could have a matenal adverse effect on the Group s
operational performance and financial condition

Risk management

- The Group has a diversified portfolio of businesses that mitigates
against exposure to any one country or sector

- The dwistons regularly monitor their order flows and other leading
indicators, where available, so that they may respond quickly to
a detenoration in trading conditions

- In the event of a significant economic downturn, there may be
opportunities to identify and implement cost reduction opportunities
to offset the impact on margins from a detenoration in sates
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Finanaal nsks (foreign exchange, funding, tax and insurance)
Risk

Foreign exchange Exchange rate fluctuations have had, and could
cantinue to have, 8 matenal impact on the reported results Smiths
15 exposed to two types of currency nsk transaction and translation

Funding Sriths ability to refinance its borrowings in the bank or
capital markets 1s dependent on market conditions and the proper
functioning of financial markets

Tax The Groups future profitability, particularly if in the US where
there are higher rates of corporation tax, may cause the headline

tax rate to Increase over time Changes in tax and fiscal regulations
and transfer pncing rules 1n the countnes in which we operate could
affect the Group, particularty at times when public sector debt is hugh,
as could the uncertainty surrounding the basis of taxation of foreign
profits under the UK s controlled forergn cornpanies regulations

Insurance Smiths cannot be certain that it will be able to obtain
insurance on acceptable terms or at all Furthermare, Srmiths
cannot be certain that its insurance will cover losses ansing from
events or that insurers will not dispute caverage In addition, even if
our coverage 1s sufficient, the insurance industiy 1s subject to credit
nisk, parbicularty in the event of a catastrophe or where an insurer
has substantial exposure to a specific sk

Potential impact

Forewgn exchange The Group s reported results will fluctuate as
average exchange rates change The Groups reported net assets
will fluctuate as the year-end exchange rate changes

Funding The Group may be unable to refinance its debt when due

Tax Taxation costs could nse and earnings per share could
detenorate, which could affect the Group s market valuation

Insurance |f Insurance cover 1s inadequate or does not pay out as
expected, Smiths could be exposed to an unexpected matenal cash
outflow, which may impact on the Group s liguidity and/or share price

Risk management

~ Foreign exchange The Group's hedging strategy, whereby larger
transactions are hedge accounted, mitigates the risk to profitability
to some extent Net investment hedging of overseas assets of
approximately 50% through barrowing 1n non-sterling currencies
mitigates the impact of exchange rate fluctuations on net assets

- Funding The Group s debt matunty is staggered so that the
refinancing risk is mimimised As at 31 July 2011, we had an
undrawn revolving credit facility of $800m

- Tax The Group s taxation staff coordinate tax management
to mitigate possible increases in the effective tax rate Regular
reporting to the Board of tax nsks and exposures provides good
vsibility of 1Issuves

- Insurance Insurance nsk s spread across a number of carners
to minimise individual insured nsk and counterparty nsk

Goto page 50 for mare information
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Global supply chain/concentration of manufactunng
Risk

Smiths business depends on the availability and timely delivery of
raw matenals and purchased components, and could be affected
by a disruption to 1ts supply chain In particular, we rely on sole
suppliers to provide raw matenals or components for some

of our products

The Group s manufacturning faciliies are exposed to a number of
natural catastrophe nisks, which, like other external events such

as terronst attacks or a disease pandemic, could have significant
adverse conseguences Smiths s also affected by the sociat,
economnic, regulatory and political conditions in the countries where
it operates, which are often unpredictable and outside its control,
particularly in developing countries

Potential impact

The concentration of manufactunng in lower cost countnes, In
particular in Mexico and China, Increases the length of the supply
chain and means that an adverse event could have mare significant
consequences for our ability to supply customers on time

Alonger supply chain also affects transport costs, which could
be exacerbated by energy cost inflation

Risk management

- Business continuity and disaster recovery plans are in place
and tested for cntical locations, ta reduce the impact of an event

- Single source supplier risks are identified and, where possible,
key matenals or components are dual sourced to mitigate the
impact of an event

- The Group regularly evaluates its key sites for a range of nsk
factors using externally benchmarked assessments, and takes
action to improve these ratings, where appropnate

- Smiths has business interruption and property damage insurance
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Risk management
continued

Government customers
Risk

We derwve a significant proportion of our revenues in mature
Western economies Additionally, over 40% of the Group's revenues
are from governments and their agencies or are influenced by
government requlation

Smiths Detection, Smiths Medical and Smiths Interconnect
frequently tender for gavernment contracts The himing of contract
awards and payments under these contracts may be uncertain
and uneven over a given financial year

Any significant disruption or deteriaration in relationshup with these
governments could result in fewer contracts and lower revenues

Potential impact

At a time when government finances are under pressure, these
headwinds may lead to slower growth across the business

Adecrease in spending by key government customers could
materially affect the Group s results and financral candition

Delays in awarding government contracts can affect the Group's
sales, margins and cash conversion in a particular reparting penod

Risk management

- The Group has a diversified portfolio of businesses that mitigates
against exposure to any one country or sector

- Some of our government-related business has a services or
consumables component, which can be more resilient during
an economic downturn

- The Group has enhanced its gavernment relatians function
so that it can inform policy and maintain close relationships
with customers This supports the manitoring of lead indicators
and helps us to position our businesses appropriately for the
ecanomic cycle

Information technotogy

Risk

Smiths infermation systems, personnel and facilities are subject
to secunty nsk Smiths s dependent on informatian technology

systems for both internal and external communications and for
the day-to-day management of its aperations

Potential impact

Any disruption to the infarmation systems coutd have significant
adverse consequences for the Group s operations or its ability
totrade

Risk management

- Extensive controls and reviews are undertaken to maintain
the integnity and efficiency of IT infrastructure and data

~ There are also processes to deal wath significant IT secunity
incidents

Acquisitions and disposals
Risk

The success of the Group's acquisttton strategy depends on
identifying targets, obtaining authonisations and having the necessary
financing Even if an acquisition 1s completed, the acquired products
and technologies may not be successful or may require significantly
greater resources and investment than anticipated

Smiths may not be able to integrate the businesses that it acquires
If Integration 15 unsuccessful, anticipated benefits are not realised
or trading by acquired businesses falls below expectations, it may
be necessary to tmpair the carrying value of these assets

In recent years, Smiths has disposed of @ number of businesses,
including its Aerospace operations, where it has given indemnities,
warranties and guarantees to counterparties Smiths s also party to
a number of contracts relating to farmerly owned businesses which
1t has not yet novated to the purchasers of these businesses

Potential impact

The Group’s return on capital emplayed may fall if acquisition hurdie
rates are not met

The Group s financial perfarmance may suffer from goodwill
or other acquisition-related impairment charges

Insufficient allowance for indemnities and warranties given
at disposal may affect our financial position

Risk management

- We perform comprehensive strategic and financial reviews
of all oppartunities Detailed due diligence and integration work
Is undertaken and reviewed 1n accordance with Group policy

- Due diligence includes an assessment of the acquisition target s
talent and competencies We also consider the integration process
and management

- The Board only authorises acquisitions after completion of due
diligence, and approval s subject to meeting the capital allocation
and other financial hurdles set by the Board

~The Board regularly reviews post-acquisition performance and
Integration

- The Executive Committee and Board review the acquisition pipeline
There are monthly reviews with strategy leads for each dwvision

- On disposals, the Company seeks to minimise its exposure to
indemnities and warranties and any that are provided are reviewed
on a regular basis
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Compliance with legislation and regulations
Risk

There is a nsk that Smiths may not always be in complete
compliance with laws, regulations or permits, for example
concerning envirenmental or safety requirements

Smuths operates in highly regulated sectors Smiths Detectian,
Smiths Interconnect and Smiths Medical are particularly subject
ta regulation, with certain customers, regulators or other
enforcement bodies routinely Inspecting the Group's practices,
processes and premises

Bue to their products’ secunity functions, Smiths Detection and
Smiths Interconnect are subject to numerous expart controls,
technology licensing and other government regulations

In additron, new legislation, regulations or certification requirements
may require additional expense, restrict commercial flexibility and
business strategies or introduce additional labilities for the company
or directars There also appears to be a growing trend for legislation
that could be described as protectronist’, which may affect our
businesses

Potential impact

Smiths could be held responsible for babilities and consequences
arising from past or future environmental damage, including
potentially significant rermedial costs There can be no assurance
that any provisions for expected enviranrmental liabilities and
remediation costs will adequately cover these liabilities or costs

Should a regulator’s approval process take a particularly long time,
our products may be delayed in getting to market, which could tead
to a loss of revenue or benefit a competitor with a similar product

Failure to comply with certain regulations may result in significant
financial penalties, debarment fram government contracts andfor
reputational damage

Risk mahagement

~ Enviranmental, health and safety data are reparted to the Quarterly
Business Reviews, Executive Committee and the Board, along with
actions toimprove performance over time

- Smiths Medical has dedicated staff who mamtain close contact with
the US Food and Drug Administration and other key regulators

- All divsions have trade compliance adwice and traiming This
includes trairng an the Group s Code of Business Ethics and
assessments ta suppart compliance

- Divisional and Group General Counsel maonitor legislative changes
{assisted by Government Relations staff] and report and monitor
actions as necessary This may require modifications to our supply
chains and customer arrangements

Group overiew
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Pension funding
Risk

At 31 July 2011, Smiths has legacy defined benefit pension plans,
with aggregate Liabilities in excess of £3bn While on an accounting
basis the reported net deficit 1s relatively modest, changes in
discount rates, Inflation, asset returns or mortality assumptians
could lead to a matenally higher deficit For example, the cost

of a buyout on a discontinued basis, and therefore using more
conservative assumptrans, 1s bkely to be significantly higher

than the accounting deficit

In addition, there 1s a nsk that the plans assets, such as investments
in equity and debt securities, will not be sufficient to cover the value
of those benefits

Potential impact

The implications of a higher pension deficit include a direct

impact on valuation, credit rating and potential addiianal funding
requirements at subsequent triennral reviews Contingent payment
commitrents made in the 2007 triennial vatuation may also be
mare lkely to crystallise

In the event of a major disposal that generates significant cash
proceeds that are returned to sharehalders, the Group may be
required to make additional cash payments to the schemes or
provide additional secunty

Risk management
- All major schemes [US/UK] have been closed ta future accrual

— Agreed funding plans are in place with the major UK schemes
following the last triennial reviews The Group seeks a goad working
relationship with the trustees through regular update meetings

- There are plans in place to reduce the mismatch between assets
classes and liabilities, as relative outperformance of the assets
versus lablities 1s achieved, although there is no downside
protechon in place shouid this not occur

- Pension matters are regularly reported to the Board

Goto note 10 on pages 108-111 for mare information
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Risk management
continued

Product Liabilty and Utigation
Risk

In the ordinary course of its business, Smiths 1s subject to Utigation
such as product lrability claims and lawsuits, including potential
class actions, alleging that the Group s products have resulted

or could result in an unsafe condition or injury

In addition, manufactuning flaws, component faitures or design
defects could require us to recall products Many of our products
are used tn cntical applications where the consequences of
afailure could be extremely serious and, in some cases,
potentialtly catastrophic

Products sold to the awiation, secunty, healthcare, energy and
consumer/domestic industnes are particularly critical in nature

Furthermare, over half the Group's sales are in the US, where there
15 potentially increased litigation nsk

Potential iImpact

Any Liability claim against Smiths, wath or waithout ment, could
be costly to defend and could increase our insurance premiums
Sorne claims might not be covered by our insurance policies,
either adequately or at all

An adverse event involving one of our products coutd damage our
reputation and reduce market acceptance and demand for all of
our products

Risk management

- Quality assurance processes are embedded in our manufacturing
locations for cntical equipment, supporting compliance with
industry regulations

- A global best practice programme Is underway ta enhance product
quality processes across the Group This 1s sponsored by the
Executive Committee and leverages the ongoing work in Smiths
Medical and John Crane

- The divistans have procedures for dealing wath product Liability
issues and potential product recalls These procedures are
being informed by cnsis management planning workshops
and rehearsals

- The Group has insurance cover for product liability The US Safety
Act prowides legislative protection for certain Sriths Detection
products in the US, and we support efforts to implement similar
legislation in other markets

- Any ltigation 1s managed under the supervision of the Group s
General Counsel We have detailed action plans to manage actuat
or threatened lingation

Goto  page 51 and note 23 on pages 124-125

Technology and innovation
Risk

Developing new products and improving existing products is critical
to our business and competitors may innovate more effectively

The emergence of a disruptive technology could have an impact
on a major cash-flow contributor to the Group over time

The speed of innavation in certain markets may lead to shorter
product lfecycles, increasing the need for innavation

Additionally, the entry of new competitors, the consoldatian of
existing competitors and changed or irrational competitor behaviour
could all significantly affect the Group s business

Potential impact

The failure of the Group to develop its products and services, or more
effective innovation by a competitor, could have a matenally adverse
affect on sales growth

Risk management

- The Group has a dersified technology portfolio in a range
of sectors and geographies

- Qur continued investment in R&D supports new product and
service development

- The Group looks to expand the addressable markets of its key
businesses by building capabilities in adjacent markets, through
organic investment and targeted acquisitions

Talent and succession planming
Risk

The loss of key personnel, or the failure to plan adequately for
succession or develop new talent

Competition for personnel i1s Intense and Smiths may not be
successful in attracting or retaining quatified personnel, particularly
engineening professionals In addition, certain personnel may be
required to receive secunty ¢learance and substantial training to
work on certain programmes The loss of key employees, Smiths
inability to attract new or adequately tramed employees, or a delay
in hinng key personnel could senausly harm the Group s business

Potential impact

May impact the reputation of the group, or lead te a disruption in the
leadership of the business

Over time, our competitive advantage 1s defined by the quality of
our people - should we fail to attract, develop and retain key talent,
tn time our competitive advantage will ercde, leading to weaker
growth potential or returns

Risk management

- Each dimsion or function holds talent and succession plan reviews
at least annually These plans are reviewed by the Nomination
Commutiee

- Remuneration packages, including vanable and long-term
elements of the cornpensation arrangements are evaluated
regularly against market practice

Goto pages 460-41 for more information
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Corporate responsibility

The Code of Business Ethics is at the heart
of our approach to corporate responsibility.
It sets out 12 broad principles for how

we do business, based on the common
values of integrity, honesty, farness and
transparency. It provides the framework
for our policies, programmes and
procedures for a range of corporate
responsibility issues.

The Code applies to all of our businesses and employees woarldwide
Complyingwith the Code helps us tasustain and enhance our reputation
and contrbutes ta long-term value creatton for shareholders

The 12 principles of the Code of Business Ethics

1 We camply with the law

2 We compete fairly

3 We act with integnity 1n all our business dealings

4 We treat suppliers, partners and customers properly
5 We treat our co-workers respectfully

& We contnbute to healthy, safe and secure workplaces
7 We respect the environment

8 We contnbute to our communities

9 We parucipate in relevant public debates

10 We respect human nghts

11 We have high standards of financial recard-keeping and reporting
12 The Code applies to all of us

Goto www smiths com/ethics aspx

Group overvigw

Chairman and Chief Executve
Operating and linancial review
Risks and responsibility
Governance

Accounts

Information about Code compliance is available to employees, in twelve
languages in pninted format and on the Smuths intranet Posters of the
Code are also displayed at our sites

To communicate the Code, we prowde ethics training to employees
across the Group This training course is avallable online in English
and five other languages, through a custom-built ptatform, the Global
Learning Resource (GLRI, and installed on a Smiths training portal
accessiblethroughtheinternet The courses alscavalable on CD-ROM
The GLR and portal i1s destgned to support future employee training in
the areas of business ethics, compliance, safety and security

Managing corporate responsibiiity

The Code Compliance Council for the Code of Business Ethics
[ the Council] acts as the steenng commuttee for our ethics pragramme
It 1s supported by the Senior Vice President, Ethics & Compliance
The Council meets quarterly to determine prionties and review key
1ssues Councilmemberstaketheleadinco-ordinating resourcesintheir
divisions or corporate functions The Council and its Chair are assisted
by a dedicated, full-time ethics and compliance administrator

Smiths maintains an ethics Alertline, which answers queries and
enables employees tc report any concerns or allegations confidentially
The Alertline 15 available via email, worldwide web, and toll-free phone
numbers in 33 countnes, and 1s staffed by peaple who speak the local
language Allissues are addressed promptly and referred, as required,
to relevant functions so they can be properly investigated We have a
non-retaliation policy, which means that any employee who in good
faith reports any act of apparent misconduct or unethical behaviaur
will not be victimised or treated adversely

The Senior Vice President, Ethics & Comphance penodically reports to
the Audit Committee on ethics1ssues and suspected or actual breaches
of the Cade He also serves as an adviser and resource on ethical issues
and manages responses to all enquines and allegations

Compliance support to Smiths bustnesses comes from legal counsel,
who provide adwice, education, training, gudance matenals, export
control policies and nsk assessment tools

Some specific 1Issues are managed by ather functions within Smiths
Group, depending on the nature of the 1ssue and how it can most
effectively be managed

s environment, health and safety [EHS] 1ssues are the responsibility
of line management and are overseen through a Group-wide EHS
steering committee, a technical implermentation comimittee and local
co-ordinators

+ secunty 1s also a line management respansibility and 1s controlled
through a Group-wade secunty commuttee

» employee 1ssues are managed by line management and through the
human resources function

= supplier and customer programmes are managed by each business,
and

s community programmes are principally managed locally, altheugh
there i1s also some Group-level actwity

57 Srniths Group plc Annual Repart 2011




Corporate responsibility
continued

Environment, health and safety

Smiths 1s carnmitted to working m a way that, as far as reasonably
prachicable, protects the health and safety of its employees and minimises
any environmental effects of its actmties, products and seraces

We strongly believe in the power of cantinuous improvement and use
management systems to realise its benefits These systems help to
improve our management of EHS 1ssues by providing an externatly
venified framework for nsk reduction, continual improvement,
compliance assurance and management review

For several years, we have been implementing EHS management
systems at manufacturing sites with 50 or more employees Since
2010, we have expanded these systems to include warehousing and
serwce centres and sites with 20 or more employees

Sites wath 50 or more employees are required to have ther EHS
management systems externally certified to the following standards

¢ OHSAS 18001 for occupational health and safety management
systems, and

* 150 14001 for emaronmental management systerns

New acquisitions and sites that grow above these thresholds have
twa years to comply Of our more than 160 sites, 100 are required to
implement systems and complete external certification Of these,
almost 90 have so far comnpleted certfication, with the remainder
ptanned for FY2012

Environment

Our environmental targets are to achieve 10% reductions in energy
usage, greenhouse gas emissions and waste generation, and a 5%
reduction in water usage by FY2015, all normalised to sales against a
baseline af FY2010 Where necessary, we adjust our baseline metncs
to account for acquisitions and disposals

We have adopted a new reporting policy for our envirenmental metncs,
which expanded the number of sites required to report environmental
performance to the Group Prewviously, only manufactunng sites with
more than 50 employees had to report We now capture data from
warehouses, service centres and offices, and have reduced the size
threshold to 20 emplayees

We believe that these reporting changes prowde us with a more
comprehensive view of our envronmental impact The environmental
metrics for FY2010n this report have been rebased to reflect the new
reporting policy and are set out in the table below

Our environmental performance in FY2011 was very favourable
compared to FY2010 We achieved significant reductions in all metncs,
placing us on track to meet our FY2015 goals When analysing our
changes in environmental metncs for FY2011, absolute increases are
mainly associated with increased production and acquired businesses
and some decreases are associated with site closures, consolidations
and improved recycling

Performance against environment targets

Target 2011 progress
FY2010-FY2015 agalnst FY2010

Energy 10% reduction  3.3% reduction
over S years

Greenhouse gas emissions 10% reduction  4.5% reduction
over Syears

Total non-recycled waste 10% reduction  5.2% reduction
over b years

Water cansumption 5% reduction 8.4% reduction
over Dyears
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Total energy
000 MWh

Total CO: emissions
000 Tonnes

Water use
000m?

Total non-recycled waste
000 Tonnes

KIT]
305
295 o0 303

2007 2008 200% 2010 2011

124
121 115 12

2007 2008 2009 2010 2011

576
528 515
62 485

2007 2008 2009 2010 201t

88

71
41 62 41

2007 2008 2009 2010 2011

2010 figures have been rebased to reflect the new reporting policy which now captures alt
manulactunng sites warehauses service centres and offices with mare than 20 employees

Water use and cansumption have been revised from last years report to reflect water

monitanng corrections

Total energy efficiency
MWh/Em sales

Total CO: emissions

Tonnes/Em sales

Water consumption

m¥Em sales

Total non-recycled waste

Tonnes/Em sales

Group overview

Chairman and Chief Executive
Operating and financial review
Risks and responsibibity
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118 .
104 105 1o 106 |

2007 2008 2009 2010 2611

45

2007 2008 2009 2010 2011

217

2007 2008 2009 2010 2011

33

25

2007 2008 2009 2010 2011
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Corporate responsibility
continued

Health and safety

Our safety Key Performance Indicators (KPl) are our recordable incident
rate [RIR] and lost irne incident rate [LTIR) These are measured per 100
ermnployees per year A recordable inaident 1s ane where an employee
requires medical attention beyond first aid A lost-tirne incident 1s one
which results in a lost work day beyond the day of the incident All of
our sites are required to report recordable and lost tme incidents to
the Group each month

Since 2004, we have achieved a steady reduction in our RIR, with 2011
being our safest on record Our goal 1s to reach an RIR of 05 by July
2013 and we made good progress in FY2011, wath an RIR of 0 66, down
from 0 711 FY2010

We have also successfully reduced our LTIR in recent years Our LTIR
has dropped from 0 86 1n FY2007 to 0 29 1n FY2011

Performance against safety targets

FY2013 target 2011 result
Recordable incident rate Betterthan 05

per 100 employees 0.66
Lost ime incident rate No target 0.2

See charts below for histonc data

Our employees recognise our cornmitment to health and safety In our
recent Group-wide employee engagement survey, workplace safety
was the highest-sconng dimension, exceeding the studys worldwide
benchmark for manufacturing industry

Starting In FY2012, we will add a leading indicator actmty metnc as a
KPI for safety, complementing the RIR metric Sites with mare than
50 employees waill be included in the metric Each of these sites will
be required to complete 8 minimum number of each of the followng
actmties, which will count towards their leading indicator actmty score

* leadership safety training

+ leadership site safety tours

+ employee safety accountability training

« employee safety inspection and communication events, and
* near-miss and improvement reparting

Sites will report their scores quarterly and will be required to achieve
annual targets

Recordable Incident Rate

189

103

07 g

Where an employee requires
medical attention beyond first ad

|per 100 employees per year] 2007 2008 2009 2010 2011

Employees

We believe in providing our employees with opportunities to develop
their talent and to contnbute to the business in which they work
We support them by investing in improved safety, upholding their
statutory nghts and creating an ethical, supportive envronment where
colleagues are treated fairly and with respect Our current pnonties are
talent development, succession planning and employee engagement

Adding value

Throughout Smiths, people are taking actton to achieve the best
possible lang-term performance for our shareholders We invest i
the skills and capabilities of our people and expect them to reflect that
investment in their performance in terms of business results

Career progression

As aglobaltechnology graup, we offera vanety of ways to help our people
progress their career wathin Smuths, in line wath their capabilities and
performance We identify leaders and provide them with development
tools and opportunities to support their career ambitions and our
business needs We also recognise the need to balance internal
development and promotion with external recruitment, where this 1s
necessary to fulfil our commitment to add value

Diversity

it 1s our policy to provde equal opportunities for employment Smiths
recruts, selects and promotes employees on the basis of ther
qualfications, skills, aptitude and atttude In employment-related
decisions, Smiths complies with all applicable anti-discrimination
requirements In the relevant junsdictions, ncluding concerning
matters of race, colour, national orrgin, gender, mantal status, sexual
orientation, religious belief, age, or physical or mental disability
Disabled people are given full consideration for employment and
subsequent training lincluding re-traning, if needed, for people who
have become disabled], career development and promation on the
basis of their aptitudes and abilties We endeavour to find appropriate
alternative jobs for those who are unable ta continue 1n their existing
job because of disability

All Smiths employees are treated with respect and dignity Accordingly.
any harassment or bullying 1s unacceptable Smiths respects the nght
of each employee to join or not to join a trade union or other bona
fide employee representative organisation Srmiths believes in good
cornmunications with employees and in promoting consultation, co-
operation and teamwork on matters of mutual concern

Lost Time Incident Rate

084

054 g5
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Where an employee 1s unable
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[per 100 employees per year] 2007 2008 2009 2010 2011
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Succession management

Smiths operates a systemalic succession-management process
for leadership roles Our businesses identify leadershrp talent and
development needs using a set of key competencies, commaon tools
and a consistent language Development plans are monitored by sensor
management to optimise effective succession

Developing talent

Smiths invests in employees skills and capabilities, which in turn
helps the Company and its businesses to success We have a number
of development programmes to evaluate and enhance core leadership
competencies These programmes are tatlored to address awde range
of learning styles, incorporating workshops, expenential learning,
mentonng, team working and project experence

For employees to add value, we have to ensure they are properly
engaged with and commutted to the business We prowde tramning
and development that represent an investment in both their future
and that of the business We alsa offer a sate and responsible working
environment that encourages mutual respect, provides opportunities
for personal growth and rewards indivdual and team contnbutions that
realise value for the business Smiths periadically offers employees in
the US and the UK opportunities to participate in share plans that enable
employees to benefit from increases in the Company s share price and
to align their interests more closely with those of shareholders

Communication

Communication 1s crucial to helping employees engage with the
business At business unit level, we cammunicate through team
briefings, presentations intranets and newsletters Many busmesses
have well-established forums for exchanging information and best
praciice, as well as discussing current business 1ssues including
efficiency intiatives, training and development, and environment,
health and safety 1ssues

In European Union (EU] cauntries we have workplace informatian
and consultation arrangements at our sites These link to the Smiths
European Forum, through which employee representatives from
across the EU meet annually to discuss transnational matters with
Group executives

Employee engagement

in 2010, Smiths conducted a Global My Voice Employee Engagement
survey for the first time We partnered with Kenexa, a leading survey
provder, to ensure that responses were anonymous and to enable us
to conduct the surveyin local languages We achieved more than 85%
participation rate Results were measured against the global norms
for manufactunng industry and Dimsional, local and functional results
have been communicated Action plans to address the most significant
Issues have been drawn up using focus groups and local champlons A
further global survey will be conducted in Spring 2012 to measure our
progress

Acquisition integration

Smiths Group penodically acquires new businesses and when daing
s0, we implement plans to integrate them into Smiths, ensunng that
our business ethics, employee development, safety and environmental
policies and programmes are well established

Group averview

Chaimmzn and Chief Executive
Operating and financtal review
FRusks and responsbiiity
Governance

Accounts

Communities

We contnbute ta the communities in which we operate In addition to
providing jobs and boosting lecal econcrmies, we support community
wwolvemnent through chantable gvng and education insiatives

We pnmarly manage these actvities at a dwsional level However,
Smiths does offer sorme support to community and chantable
organisations at Group level We consider chanties and organisations
that demonstrate how a donation will enhance the well-being of peaple
through impraved education, health and welfare or environment
Projects local te our operational faciities or connected to our industnes
are the main focus of our support

Educationis amajor recipient of our support For example togetherwith
the Royal Academy of Engineenng in the UK, the Smiths Technology
Education Pragramme 1s now in its fifth year Through the pregramme,
school students are offered the opportunity to participate in summer
school courses in engineenng and technology Those students who
then go on to take an engineenng or technology degree course at
university are eligible to recewe Smuths bursanes

Controls on defence sales

All sales of defence equipment are undertaken in accordance wth
government export and approval procedures and regulations, such
as the International Traffic in Arms Regulaton and the Export
Administration Regulations in the USA. These laws prohibit export
of certain items to specific countries Smiths adheres to all relevant
government guidelines designed to ensure that products are not
incorporated into weapons or other equipment used for the purposes
of terronsm or abuse of human nghts, with internal controls te ensure
compliance with these guidelines

FTSE4Good

The FTSE4Good Index acknowledges companies that meet globally
recagnised corporate responsibility standards Srmiths continues to
be awarded membership of the index, sconng 91 out of 100 an the
FTSE4Good Envirenmental, Social and Governance rating While we
are nat complacent about the ongoing work required, we were pleased
to recewe this external recognition of cur corporate responsibility
initiatives and business ethics programme

Goto www smiths com/corporate_responsibility aspx
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Board of directors

Donald Brydon, CBE
Chairman*

Aged 66 Bnitish BScin Mathematical Science Donald Brydon

was appointed to the Board in April 2004, becoming Chairman in
Septernber 2004 He s Chairman of Royal Mail Holdings plc He had
a 20-year career with Barclays Group, during which time he was
Chairman and Chief Executive of BZW Investment Management,
followed by 10 years with the AXA Group He was also formerly
Charrman of the London Metal Exchange and of Amersham plc, and
a director of Allled Domecq plc and Scottish Power plc

Chairman of the Nomination Commitiee

Peter Turner
Finance Director

Aged 41 Brnuish BAn Natural Saience - Chermistry Peter Turner
was appointed an executive director of the Board in April 2010 and,
after a bnef handover penod, become Finance Directorin June 2010
He was Finance Director of Venture Praduction plc from 2007 untit
2009 He spent the previous 11 years at the BOC Group plc where

he held a number of sentor frnance posts including Birector of
Taxation and Treasury, and Finance Director of the group s largest
dwision He qualified as a Chartered Accountant whilst working for
PricewaterhouseCoopers

Philip Bowman
Chief Executive

Aged 58 Australian MAn Natural Sciences Philip Bowman was
appointed Chief Executive in December 2007 He previously held
the postions of Chief Executive at Scottish Power from early 2006
until rud 2007 and Chief Executive at Allied Domecq between

1999 and 2005 He s currently the senior independent director of
Burberry Group plc Past board appointments include British Sky
Broadcasting Group plc, Scottish & Newcastle Group plc and Coles
Myer Limited as well as Charrman of Liberty plc and Coral Eurobet
plc His earlier career includes five years as a director of Bass plc
(naw Mitchells & Butler ple and Intercontinental Hotel Group ple],
where he held the roles of Chief Financial Officer and subsequently
Chief Executive of Bass Taverns

David Challen, CBE
Non-executive director *#

Aged 68 Bntish BAn Mathematics, BScin Natursl Science
(Physics] and MBA (Harvard) Dawid Challen was appointed to the
Board in Septernber 2004 He 1s Charman of the EMEA Governance
Cornrnittee at Citr and former Chairman of J Henry Schroder & Co
Ltd HesSenior Independent Director and Chairman of the Audit
Commuittee at Anglo American ple He s also a Deputy Chairman of
the Takeover Panel

Chairman of the Audit Committee

Seniar Independent Director
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Stuart Chambers
Non-executive director *#t

Aged 55 Brittsh Qualified chemical engineer, PhD in Business

and BSc in Applied Physics Stuart Chambers was appointed to the
Board in November 2006 He was Group Chief Executive of Nippon
Sheet Glass untit September 2009 after having been Chief Executive
of Pilkington ple for several years Priorto jotning Pilkington plc

in 1994, he spent 10 years at Mars Carporation, latterly as Vice
President, Sales & Marketing - Mars Electronics international A
chemical engineer by training, he previously spent ten years at Shell
in a vanety of Eurcpean roles He Is a non-executive director of Tesco
plc and of Manchester Airports Group plc

Chairman of the Remuneration Committee

Sir Kevin Tebhit, KCB, CMG
Non-executive director ***

Aged 64 British BA in History Sir Kewin Tebbit was appointed to

the Board in June 2006 He served wadely In policy, management
and finance posts in the MoD, Foreign & Commonwealth Office and
NATO befare becoming Directoer of GCHQ and finally Permanent
Secretary at the Ministry of Defence from July 1998 to November
2005 Hes Chairman of Finmeccanica UK and Chairman of

the Industry Advisory Group to the UKTI Defence and Secunty
Organisation He is also Visiting Professor at Queen Mary, University
of London and a member of the Advisery Board of the impenal
College Institute for Secunty Science and Technology

Committees

* Audit Committee

1 Remuneration Commttee
#Nomunatton Commuittee
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Anne Quinn, CBE
Non-executive director **

Aged 60 New Zealander BCom and MSc in Management Science
Anne Quinn was appointed to the Board as a non-executive director
in August 2009 She worked for BP in the UK, USA, Belgium and
Colombia and held a number of positions, including Group Vice
President of Gas and Natural Gas Liquids She has also beena
managing directer of the energy private equity graup, Riverstone
LLP She was a non-executive director of BOC and Is currently a non-
executive director of Mondi plc She also serves on the President’s
Advisory Committee to the Slaan School, MIT

Bruno Angelic
Non-executive director **

Aged 64 French MBA [Kellagg Schaol of Management] and
Business and Law degrees from Reims Bruno Angelici was
appointed to the Board in July 2010 He pursued a 20-year career
with AstraZeneca plc before retinng in 2009 as Executive Vice
President, International, after holding responsibility for its operations
in France and Japan Prior to this he held a number of seror
management roles during a decade at Baxter, a !S-based global
supplier of medical devices He currently sits on the Supervisory
Board of Wolters Kluwer, a Dutch-based information services and
publishing company, and on the Global Advisory Board of Tekeda
Pharmaceutical Company Ltd, based in Japan He 1s a non-executive
director of Novo Nordisk A/S, a Danish healthcare company He was
received into the Legion d'honneur in December 2009
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Group directors’ report

Principal activities

The principal activittes of the Company and its subsidianes [the Group] are and, during the year ended 31 July 2011, were the development,
manufacture, sale and support of

= advanced secunity equipment, including trace detection, milimetre-wave, infrared, biclogical detection and diagnostics, that detect and identify
explosives, narcatics, weapons, chermical agents, bichazards and contraband,

*» mechanical seals, seal support systerns, engineered bearings, power transmission couplings, specialist filtration systerns and ather hardware
for the ail and gas, chemical, pharmaceutical, pulp and paper and rmining sectors,

» medical devices altgned to specific therapies, principally airway, pain and temperature management, infusion, needle protection, critical care
rmoritoning and vascular access,

* specialised electronic and radio frequency products that connect, protect and control critical systems far the glabal wireless telecommunications,
aerospace, defence, space, medical, rail, test and industnal markets, and

* engineered components including ducting hose assemblies and heating elements that move and heat fluds and gases for the aerospace,
medical, industrial, construction and domestic markets

The main manufacturing operatians are in the UK, the Americas, Continental Europe and China

Business review and model / future strategy and development / research and development

The staterments and reviews on pages 6 to 63 compnse the Group business review and are incarporated by reference, forming part of this Directors’
report This 1s a review of the development and performance of the husiness of the Group, including the financial performance duning the financial
year ended 31 July 2011, key performance indicators, and the pnincipal nsks and uncertainties facing the Group It also includes an explanaton
of the basis on which the Group generates ar preserves value over the longer term and the strategy for delivening the objectives of the Group and
infarmation on likely future developments and activities in the field of research and development The cautionary statement set out on the inside
front caver of this Annual Report farms part of this Annual Report and i1s incorporated by reference into the business review

Results and dividends

The results for the financial year ended 31 July 2011 are set out in the Consolidated income statement Sales for the year amounted to €£2,842m
[2010 £2,770rm)] The profit for the year after taxation amounted to £385 1m (2010 £310 ém)

An internim dwvrdend of 11 25p per ordinary share of 37 5p was paid on 21 Aprit 2011 The directors recommend for payment on 25 November 2011
a final cash dividend of 23 Op on each ordinary share of 37 5p, making a total dvidend of 346 25p for the financial year

The retained profit of £383 1m was transferred to Reserves

Changes in the Company and its interests during the financial year
On 12 August 2010 the Company acquired the business and assets of Veecon IPA Gastchnk Ltd in India for cash and estimated deferred
consideration of £10 5m in aggregate

On 18 March 2011 the Company sold the business and assets of Detection s Product Inspection Division business n Alcoa, TN, USA for £7 6m
In cash

On 12 May 2011 the Company acquired the 1ssued share capital of SDBR Comercio de Equipamentos de Seguranga Ltda in Brazil for cash and
estimated deferred consideration of £15 8m in aggregate

Post balance sheet events

On 18 August 2011 the Company announced an agreement to acquire the business and assets of Turbo Components & Engineering, Inc
of Houston, Texas for US$20m in cash, subject to requlatory clearances

Cn 2 September 2011, the Company announced an agreerment to acquire the issued share capital of Power Holdings, Inc of Virgimia, USA for
US$235m in cash, subject ta past-closing adjustments and regulatory clearances

Charitable and political donations

During the financial year the Company made donations of £482,000 for chantable purposes This comprised payments totalling £300,000 to the
Institute of Child Health, in sponsorship of the Smuths Medical Professor of Anaesthesia and Cnitical Care and the Portex Anaesthesia, Intensive
Care and Respiratory Unit and other donatians made by the Company and its businesses worldwide The Group supports chanties working in the
areas of health, education and wellbeing, and the ervironment The Group made contributions to non-EU political organisations totaling £4,500
during the year

Directors

Messrs B FJ Angelici, P Bowman, DH Brydon, CBE, D J Challen, CBE, SJ Chambers and PA Turner, Ms AC Quinn, CBE, and Sir Kewin
Tebbit, KCB, CMG all served as directors of the Company throughout the year

Reappointment of directors

In accardance wath the UK Corporate Governance Code, all the directors will retire voluntarily from office at the AGM and will seek re-election
Separate resolutions to re-elect each of them as a director of the Company will be proposed at the AGM Full biographtcal details of all the
directors are set out on pages 62 and 43
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Directors’ remuneration report
The Directors remuneration report 1s on pages 76 to 84

An ordinary resolution to approve the report will be put to shareholders at the AGM

Directors’ interests in contracts

Details of the executive directors service contracts are as disclosed In the service contracts section of the Directors remuneration report on
page 81 Details of the interests of the executive directars in the Companys share option schemes and plans are shown in the Directors
remuneration report on pages 83 and 84

Qualifying third-party indemnity provisions fas defined by section 234 of the Companies Act 2006 have remained in force for the directors during
the financial year ended 31 July 2011 and at the date of this report, are in force for the benefit of the current directors in relation to certain losses
and biabilitres which they may incur (or may have incurred] to third parties in the course of ther professicnal duties

Apart from the exceptions referred to above, no director had an interest inany contract to which the Company orits subsidiaries was a party dunng
the year

Interests in voting nghts
As at 31 July 2011 the Company had been netified, pursuant to the FSAs Disclosure & Transparency Rules and the Companies Act 2006 of the
following notifiable voting nghts n its 1ssued share capital

Percemage:

of tssued

ordinary share

No of shares capital*

BlackRock Investment Management (UK] Lirnited 22 5m 8 7%
Legal & General Group plc 19 7m 50%
Lloyds Banking Group plc 27 8m 7 1%
Massachusetts Financial Senaces Company see below <5%
Newton Investment Management Limited 152m 3%
TIAA-CREF Investment Management LLC / Teachers Advisors, Inc 119m 30%

*Percentage of erdinary share capital in 1ssue on 31 July 2011

On 8 August 2011 Lloyds Banking Group plc notified the Company that it had notfiable voting nghts over 317 million of the Companys shares
lapproximately 8 1% of the 1ssued share capitall On 20 Septernber 2011 BlackRock Investment Management (UK] Limited adwised that it had
direct and indirect interests over the voting rights of a total of 209 million Srmiths shares [5 3% of the 1ssued share capital] and Massachusetts
Financial Services Company (MFS) advised that it held 17 9 mullion shares [4 6% of the 1ssued share capital), MFS last notified the Company In
March 2008 that its interests in voling nghts in Smiths shares had fallen below 5% of 1ssued share capital The Company has not been natified of
any other changes to the notifiable voting rights in ts shares during the period 1 August to 26 September 2011

The Interests of the directars, their families and any connected persons in the Issued share capital of the Company are shown in the Directors
remuneration report on page 81

Corporate governance statement

The Corporate governance statement is on pages 70 to 74 and 1s incorporated in this Directors report by reference PricewaterhouseCoopers
LLP has reviewed the Company s stalements as to compliance with the UK Corparate Governance Code, to the extent required by the UK Listing
Authority Listing Rules The results of its review are set out in the Independent auditors report on page 85

Financial instruments

The financial risk management objectives and policies of the Group, the policy for hedging each major type of forecasted transaction for which
hedge accounting 1s used, and the exposure of the Group to fereign exchange risk, interest rate nisk, financial credit nsk and liguidity risk 1s
outtined in note 21 of the Group accounts

Going concern

The Groups business actimties, together with the factors likely to affect its future development, performance and position are set out in the
Business review on pages 17 to 47 The financial position of the company, its cash-flows, Uiquidity position and berrewing facilities are described
in the Financial review on pages 48 to 50 In addition, the nates to the accounts include the Companys objectives, policies and processes for
managing its capital, its financial risk management objectives, details of its financial Instruments and hedging activities, and 1ts exposures to
credit nisk and liquidity nsk

At31 July 2011 the Group had available cash and shert-term deposit resources of £261m and undrawn committed borrowing facilities of US$H800m
which are due to expire In 2015 (unless otherwise extended or reviewed) Whilst these facilities have certain financial covenants they are not
expected to prevent full utilisation of the facilities if required This, together with the matunty profile of debt, provides confidence that the Group
has sufficient financial resources for the foreseeable future As a consequence, the directars believe that the Company is well placed to manage
its business despite the current uncertain ecanomic environment which increases risk and uncertainties [see pages 52 to 56)

The directors, having made appropriate enquiries, have a reasonable expectation that the Company and the Group have adequate resources to
conbinue in operational existence for the foreseeable future Thus they continue te adapt the going concern basis of accounting in prepanng the
annual accounts of the Company and the Group
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Policy on payment of creditors
The Carmpanys policy and practice 1s to pay creditors [including suppliers] promptly in accordance with agreed terms of business The average
time taken to pay an invoice was 23 days [2010 31) for the parent Company and 43 days {2010 36] for the Group as a whole

Share capital and control
As at 31 July 2011, the Company s 1ssued share capital was £147,131,401 125 and comprised 392,350,403 ordinary shares of 37 5p each nominal
value [ordinary shares] The ordinary shares are bisted on the London Stock Exchange

The hotders of ordinary shares are entitled to recewve the Companys reports and accounts, to attend and speak at general meetings of the
Company, to appoint proxies and to exercise voting nghts

There are no restrictions on transfer or kmitations en the holding of any class of shares and no requirements for prior approval of any transfers
None of the shares carries any special nghts with regard to control of the Company There are no restrictions on the voting rights attaching to the
ordinary shares There are no arrangements of which the directors are aware under which financial nghts are held by a person other than the
holder of the shares and no kngwn agreements or restrictions on share transfers or on voting nghts

Shares acquired through Company share schemes and plans rank pari passu with the shares in 1ssue and have no special nghts The Company
operates an employee benefit trust, with an independent trustee, to hold shares pending employees becorming entitied to them under the
Company s share schernes and plans On 31 July 2011 the trust held 855 ordinary shares in the Company The trust wawnes all but 0 1p per share
of each dividend entitlement on its holding and abstains from voting the shares at general meetings

The table on page 65 sets out the notifications, receved by the Company pursuant to the FSAs Disclosure & Transparency Rules and the Companies
Act 2006, as at 31 July 2011 and any changes thereto up to 26 September 2011, from persons with significant direct or indirect holdings in the
Company s share capital

The rules about the appaintment and replacement of directors are contained in the Company s Articles of Association Changes to the Articles
of Association must be approved by the shareholders in accordance with the legislatton in force from time to time

The powers of the directors are determined by English law and the Articles of Assaciatian af the Company in force from time to time The directors
have been authorised to 1ssue and allot ordinary shares, pursuant to Article 5 The directors have authority to make market purchases of ordinary
shares The powers to 1ssue and allot shares and, subject to specified imits, to allot shares on a non pre-emptive basis, are referred to the
shareholders at the AGM each year for renewal At the AGM the shareholders are also requested ta renew the power to make market purchases
of ordinary shares Any ordinary shares so purchased may be cancelled or held in treasury

The Company has in place credit facility agreernents under which a change in control would tngger prepayment clauses and has bands in1ssue
the terms of which would allow bondholders to exercise put options and require the Company to buy back the bonds at their principal amount
plus interest If a rating downgrade occurs at the same time as a change of control takes effect The Cornpany s share schemes and plans contain
clauses which may cause options and awards to vest on a change in control, in some cases subject to the satisfaction of performance conditions
at that ime The Company 1s nat party to any other significant agreements that would take effect, alter or terrminate upon a change of control
following a takeover

If there 15 a change 1n control of the Company, the terms of Mr Bowman s service contract require that all available discretions will be exercised
under the Company s share schemes and in default the Company must indemnify Mr Bowman for the value of any awards that do not vest onthe
change in control

No other director or employee 15 contractually entitled to compensation for loss of office or employment as a result of a change in control except
that provisions of the Company s share schermes may cause options and awards granted to employees under such schemes to vest on a change
In control, in some cases subject to the satisfaction of performance conditions at that time

Purchase of shares
Mo shares were purchased by the Company duning the financial year ended 31 July 2011

Corparate responstbility

The Company has Group policies on environmental, employee and health & safety matters and operates a Code of Business Ethics The Company
seeks to minimise, as far as 1s reasonably practicable, any detnmental effects an the environment of its operations and products The Group HR
director has responsibility for environmentat, health and safety matters, which are subject to preventative, investigatory and consultative systems,
averseen by the Group Environment, Health and Safety Commuttee, and reports regularly to the Board on these matters Issues relevant to the
Company penston schemes are likewise covered by means of structured committees, including representation from recegnised trade untons

Further information on environmental, employee health and safety matters, including key performance indicators, 1s contained in the Corporate
respansibility summary on pages 57 ta 61 The full Corporate respansibility report is available online at www smiths com/responsibility

Annual General Meeting
The 2011 AGM will be held at The Thomas Lord Suite, Lord s Cricket Ground, Grace Gate, St Johns Wood Road, London NW8 8QN on Tuesday
22 Novernber 2011 at 2 30 pm
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Authonity to 1ssue shares
At the AGM shareholders will be asked to renew and extend the authority, given to the directors at the last AGM, to allot shares in the Company,
or grant rights ta subscribe for, or to convert any secunty into, shares in the Company for the purposes of Section 531 of the 2006 Act
[the Allotment Resolution ]

The authonty in the first part of the Allotrment Resolution will allow the directors to allot new shares in the Company or to grant nights to subsenbe
for or convert any security into shares in the Cempany up to a nominal value of £49,062,877, which 15 equivalent to appraximately one third of the
total 1ssued ordinary share capital of the Company as at 26 September 2011

The authority in the second part of the Allotment Resolution wall atlow the directors to allot new shares or to grant nghts to subscribe for ar convert
any security into shares in the Company only in connection with a rights 1ssue up to a further nominal value of £49,042,877, which i1s equivalent
to approximately one third of the total 1ssued ordinary share capital of the Company as at 24 September 2011 This 1s in line with corporate
governance guidelines

At 26 September 2011, the Company did not hold any shares in treasury

There are no present plans to undertake a rights 1ssue or to allot new shares other than In connection with the Company s share option schemes
and plans The directors intend to take note of relevant corporate governance guidelines on the use of such powers in the event that the authonty
Is exercised

If the resolution is passed the authonity will expire on the earlier of 31 January 2013 and the end of the next AGM, due to be held in 2012

Also at the AGM shareholders will be asked to pass a special resolution to renew the power granted to directors to disapply sharehalders
pre-emption nights under certain aircumnstances [the Pre-emption Resolution )

If the directors wish to allot new shares and other equity securities, or sell treasury shares, for cash [other than in cannection with an employee
share scheme] company law requires that these shares are offered first to shareholders in proportion to their existing haldings

The purpose of the first part of the Pre-emption Resolution 1s to authorise the directors to allot new shares, pursuant to the authority given by the
first part of the Allatment Resolution, or to sell treasury shares for cash

a) In connection with a pre-emptive offer, and/or

b) otherwise up to a norminal value of £7,359,431, equivalent to 5% of the total Issued ordinary share capital of the Companyas at 26 September 2011,
in each case without the shares first being offered ta existing shareholders in proportion to their existing holdings

The purpose of the second part of the Pre-empticn Resolution is to authornise the directors to allot new shares, pursuant to the authonity given
by the second part of the Allotment Resolution, or to sell treasury shares for cash in connection with a rights issue without the shares first being
offered to existing shareholders in proportion to their existing holdings This ts 1n line with corporate governance guidelines

The directors intend to adhere to the pravisians in the Pre-emption Group s Statement of Principles regarding cumulative usage of authorities
within a rolling three-year peried where the Principles prowide that usage in excess of 7 5% should not take place without prior consultation with
the Investment Cornmittees of the Association of British Insurers and the National Assaciation of Pension Funds

During the financial year ended 31 Juty 2011, the following ordinary shares in the Company were 1ssued
+ 1,622 340 ordinary shares of 37 5p pursuant to the terms of the Company s shareholder-approved share option schemes and share plans

Authority to purchase shares
At the AGM the Company will seek to renew the autharity, granted at the last AGM to the directors, to purchase the Company s ordinary shares
in the market

The effect of the resolution 1s to renew the authority granted to the Cempany to purchase its own ordinary shares, up ta a maximum of 39,250,301
ordinary shares, until the next AGM [due to be held in 2012) or 31 January 2013 whichever is the earlier This represents 10% of the ordinary shares
IntssUe as at 26 Septernber 2011 and the Company’s exercise of this authonity 1s subject to the stated upper and lower imits on the price payable,
which reflect the requirermnents of the Listing Rules

Pursuant to the 2006 Act [as amended), the Company can hold the shares which have been purchased as treasury shares and erther resell them
for cash, cancel them, either immediately or at a point in the future, or use them for the purposes of its employee share schemes The directors
believe that 1t 1s desirable for the Company ta have this choice as holding the purchased shares as treasury shares would give the Company the
ablity to re-sell or transfer them in the future, and so provide the Company with additional flexibitity In the management of its capital base No
dmwdends will be paid on, and no voting nghts will be exercised In respect of, treasury shares However, it 15 not the Company's present intention
to hold shares in treasury in the event that any shares were to be purchased under this authonty

Shares will only be purchased If the directors consider such purchases to be in the best interests of shareholders generally and that they can be
expected to result tn an Increase In earnings per share The authority will only be used after careful consideration, taking 1nto account market
cenditions prevailing at the time, other Investment opportunities, appropriate gearing levels and the overall financial pasition of the Company
Shares held as treasury shares will not automnatically be cancelled and wall not be taken inte accaunt in future calculations of earnings per share
[unless they are subsequently resold or transferred out of treasury}
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If any shares purchased by the Company are held in treasury and used for the purposes of its employee share schemes, the Campany will count
those shares towards the imits on the number of new shares which may be 1ssued under such schemes

As at 26 September 2011 there were 6 9m outstanding options and awards granted under all share schemes operated by the Company, which,
if vested would represent 1 7% of the 1ssued ordinary share capital of the Company If this authority were exercised in full, that percentage would
Increase to 19% For the purpose of these calculations, it has been assumed that [i] all the extant options under the Sharesave and Executive
Share Option schemes and all the canditionat share awards under the Co-Investment Plan would vest in full, (1) the number of ordinary shares that
would be expected to be earned under the Value Shanng Plans [based on current projections for the satisfaction of the performance conditions)
would vest and (i) none of the extant options or awards under any of the plans would lapse prior to their applicabte vesting dates The actual
number of ordinary shares that will vest in respect of awards under the Co-Investment Plan and Value Sharing Plans will only be determined at
their applicable vesting dates, subject to the satisfaction of the performance conditions and other requirements at those times

Political donations
A resotution will be proposed at the AGM to renew the authonty, granted by the shareholders at the last AGM ta the Caompany and its UK
subsidianies, to make donations to political organisations and ta incur political expenditure

Part 14 of the 2006 Act requires companies to obtain shareholders authonty for donations to registered political parfies and other political
orgamisations in the EU totalling more than £5,000 in any twelve-month perod, and for any political expenditure in the EU, subject to limited
exceptions The definition of donation in this context 1s very wide and extends to bodies such as those concerned with policy review, law reform
and the representation of the business community It could include special interest groups, such as these involved with the envronment, which
the Company and its UK subsidiaries might wish te support, even though these activities are not designed to support or influence support for a
particular party

It1s the policy of the Company nat to make political donations or incur political expenditure in the EU, as those expressions are normally understood
To avoid inadvertent infningement of the 2006 Act, the directars are seeking shareholders’ authartty for the Company and its UK subsidianes to
make political donations [as defined in the 2006 Actl and to incur political expenditure [as defined in the 2006 Act] for the period from the date of
the AGM to the conclusion of next year s AGM up to a maximum aggregate amount of £50,000

Auditors
Resolutions will be proposed at the AGM to reappoint PricewaterhouseCaopers LLP as independent auditors, to hold office until the next meeting
at which the accounts are laid, and to authorise the directars to determine the auditors remuneration

Notice period for extraordinary general meetings

A special resolution will be proposed at the AGM to renew the authority, granted by the shareholders at the last AGM to the Company, to call
a general meeting of the Company other than an AGM with a minsmum notice periad of 14 clear days Changes made to the 2006 Act by the
Shareholders Rights Regqulatiens increased the notice penod required for general meetings of the Company te 21 days unless shareholders
approve a shorter notice period, which cannot, however, be less than 14 clear days AGMs will continue to be held on at least 21 clear days
notice

Before the coming into force of the Shareholders Rights Regulations on 3 August 2009, the Company was able to call general meetings other
than an AGM on 14 clear days notice without obtaining such shareholder approval In order to preserve this ability, such approval s sought at the
AGM Any exercise of this power by the Company will be conducted in accordance with any relevant corporate governance guidelines applicable
at the time In particular, the shorter notice penod will only be used where flexibility 1s menited by the business of the meeting and is thought to
be to the advantage of shareholders as a whole The approval will be effective until the Company s next AGM, when 1t i1s intended that a similar
resolution will be proposed

The Company will comply with the requirement to provide appropriate facilities for all shareholders to vote by electronic means at general
meetings held on less than 21 clear days’ notice

Proposed long-term incentive arrangements

Following a review by the Remuneration Committee in which the views of sharehelders and institutional investor groups on uncapped, share-
based, incentive arrangements were considered the Company considers that a new plan, which 1s a conventional long-term incentve plan {LTIP),
would be an appropriate long-term incentve scheme for sentor executives going forwards As a result it 1s proposed that awards would be made
under a new LTIP as follows

» Annual grants which may vest after three years, subject to demanding performance conditions,

= Awards will be granted over fixed numbers of the Company s ordinary shares,

» Vesting conditians for 2011/12 awards will be based 50% on earnings growth, 30% on TSR vs FTSE100 and 20% on cash conversion, and
» The Remuneration Commiitee will explicitly reserve the nght to reduce the awards to reflect the overall performance of the business

Sharehalders approval for this new LTIP will be sought at the AGM on 22 Novernber 2011 Further details on the new LTIP can be found in the
notes accompanying the Notice of AGM If the new LTIP 1s approved at the AGM, the first awards under the LTIP wall be made in Novernber 2011
and no awards will be made 11 2011/12 under the 2010 Value Sharing Plan
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Disclosure of information to the auditors

As at the date of this report, as far as each directar 1s aware, there 1s no relevant audit infermation of which the Company s auditors are unaware
Each director has taken all the steps he or she should have taken as a director in order to make himself or herself aware of any relevant audit
information and to establish that the Company s auditors are aware of that information

Electronic communications at www.smiths.com

The 2006 Act recognises the growing importance of electronic communication (e-commurnication ] and enables compantes to provide
documentation and communications to shareholders via their websites, except to those shareholders who elect to receve hard [printed paper]
coples bypost E-cornmunicationallows shareholders faster access to importantinformation about the Company, saves the Company considerable
overheads, by reducing its pnnt production costs and postage, and helps the environment by sawing the energy and raw matenals that would
otherwise be used in preducing and dispatching printed documents At the Extraordinary General Meeting held on 11 June 2007 shareholders
approved the adoptron of electranic communications

Electronic copies of the Annual Report 2011 and the Notice of AGM will be posted on the Company s website, www smiths com The Companys
announcements ta the Stock Exchange and press releases are available online through the website Shareholding details and practical help on
share transfers and changes of address can be found at www shareview co uk

Shareholders wishing to change their election and receive documents in hard copy form can do so at any time by contacting the Companys
Registrar or by logging on to www shareview co uk

Electronic proxy voting

The Company continues to provide electronic proxy voting far this year s AGM Shareholders who are not Crest members can appoint a proxy and
vote online for or aganst lor consciously not vote on] the resciutions to be proposed at the AGM by wisiting the website www sharevote co uk The
onscreen instructians will give details on how to complete the appointment and voting process Crest members, Crest personal members and
other Crest-sponsored members should consult the Crest Manual or their sponsor or voting service provider for instructions on electronic proxy
appaintment and voting The Cormpany may treat as invalid a Crest proxy voting instruction in the circumstances set out in Regulation 35(5](a] of
the Uncertificated Securities Regulations 2001

Paper proxy cards will be distributed with the Notice of AGM to all shareholders other than those who bave elected for notification by email

Sharehctders who will not be able to attend the AGM on 22 Nevember 2011 in person are enceuraged to vote their shares by appointing a proxy
and 1ssuing voting instructions lether electronically or by completing and returning their proxy cards) Electronic and paper proxy appointments
and voting instructions must be received by the Company s Registrar not later than 48 hours befare the AGM 1n order to be valid

Registrar

The address and contact details of Equimih Limited, the Companys Registrar, are listed on the inside back cover of this report Indnadual
shareholders access totheir personal shareholder information s available online, through the www shareview co uk website The UK shareholder
helpline telephone number s 0871 384 2943 [Note calls to this number are charged at 8p per minute from a UK BT landline Other telephony
providers costs may vary]

Important information

If you are in any doubt as to what action you should take in relatton to the resolutions being proposed at the AGM, you are recommended to
consult your stockbroker, bank manager, solicitor, accountant or other independent professional adviser authorised under the Financial Services
and Markets Act 2000 If yau recewved this docurnent in printed form from the Company and have recently sold or transferred all your shares in
Smiths Group ple, please pass this document to the purchaser or transferee or to the agent through whom the sale ar transfer was effected for
transmission to the purchaser or transferee

Recommendation
Your directors believe that all the proposals to be considered at the AGM are in the best interests of the Company and its shareholders as a whole

and recommend shareholders to vote in favour of the resolutions The directors intend te vote in favour of the resolutions in respect of their own
beneficial holdings

By Order of the Board

Sarah Cameron

Secretary J

Smiths Group plc . Z M
2nd Floor, Cardinal Place

80 Victoria Strest, London SW1E 5JL

27 September 2011
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Corporate governance statement

Compliance with the UK Carporate Governance Code

Throughout the penod 1 August 2010 to 31 July 2011 the Company has been in full compliance wath the UK Corparate Gavernance Code
[the Code ), published by the Financial Reporting Councit and available on its website www frc org uk, except that the value of any fees recewved
by executive directors in respect of external non-executive directorships 1s not disclosed In the Directors remuneration report, as this i1s not
considered relevant to the Company

Directors
The Board
The Board determined that the following 1s a helpful summary of its role

Good corporate governance is about helping to run the Company well

It tnvolves ensuring that an effective Internal framework of systems and controls 1s put in place which clearly defines authority and accountahbility
and that promotes success whilst permitting the management of nsk to appropnate levels It involves the exercise of judgement as to the
definitions of success, the appropriateness of risk and the levels of delegation to the executive The exercise of this judgement 1s the responsibility
of the Board and involves consideration of processes and assumptions as well as outcomes

It also involves the creation of a sensitive interface for the views of shareholders and other stakehaolders to be given appropnate consideration
when reaching these judgements

The executive team 1s required to provide such inforrnation to the Board as the Board needs to enable it to exercise its jJudgement over these
matters

There 15 a very fine distinction between the approval of processes and thewr definttion Wherever possible it is the role of the Beard to approve
process rather than initiate or define it Only exceptionally would the Board intervene to initiate or define

The Board also sets the tone far the Company The way in which it conducts itself, its attitude to ethical matters, its defimtions of success and the
assessment of appropniate risk all define the atmosphere within which the executive team works

Good corporate governance 1s not about adhenng to codes of practice [although adherence may constitute a part of the ewdence of good
governance] but rather about the exercise of 2 mindset to do what 1s nght

One of the challenges facing any Board is the way in which the non-executive and the executive directors interact It s clear that they each have
the same legal responsibility but it 1s generally unrealistic to expect executive directars to speak indwidually with the same freedom as the
non-executive directors Equally executive directors who just toe the executive Line In contradiction to thewr own views may not be effectively
contributing to goed governance Awell-functioning Board needs to find the right balance between hearing the collective executive view and being
aware of the natural internal tensions in an executive team

One of the cansequences of both increasing the watchdog role of the Board and finding this balance between indwiduality and team behaviour
15 drvang more and more Boards to have fewer and fewer executive directors In our circumstances as a holding cormpany for a number of
businesses, the reduced Board size works effectively and an appropriate balance 1s struck

Notwithstanding the tensions created by many external expectations, which may be wholly ar in part unrealistic, a successful board should, deailly,
be compaosed of a group of respected, expertenced, lke-rminded but diverse people who coalesce around a cornman purpose of promoting the long-
term success of the Company, provide a unified vision of the definitions of success and appropnate risk, endeavaur to support management [ e
those who honestly criticise at times but encourage all the time) and who create confidence in all stakeholders in the integrity of the business

A Board meeting should feel bke a meeting at which everyone 1s participating to solve problems together Above all, all participants should be
able to say after a Board meeting that value has been added as a result of the meeting taking place This added value will come in many forms
challenge, adwice, clarity, imagination, support, shanng of prablems, or creating strategic intent The bst 1s not exhaustive

Board membershup 1s for 365 days of the year Board responsibilities do not start and end with formal meetings Board members, on the
Company s and their own initiative, should endeavour to engage outside of meetings to bring their expenience to the assistance of the executive
tearn whenever possible

Above all there should be a sense of value added from the engagement of the Board members in all their interaction with the Cornpany. formal
or otherwise

As at 26 September 2011, the Board compnses Mr Bryden [Chairman), Mr Bowman [Chief Executwel, Mr Turner [Finance Oirector] and
five independent non-executve directors, Messrs Angelici, Challen and Chambers, Ms Quinn, and Sir Kewn Tebbit Mr Challen 1s the senior
independent director Biographies of these directors, giving details of thetr expertence and other main commitments, are set out on pages 62
and &3 The Board and its cornmuttees have the appropniate balance of skills, expenence, independence and knowledge of the Company to enable
them to discharge their respective duties and responsihilibes effectively The wide-ranging experence and backgrounds of the non-executve
directors ensure that they can debate and constructively challenge management in relation to both the development of strategy and the evaluation
of performance against the goals set by the Board

The Board normally holds formal meetings at least six times a year to make and review major business decisions and moniter current trading
against plans which it has approved It additionally exercises control by deterrmining matters specifically reserved to 1t in a formal schedule which
only the Board may change these matters include the acquisition or divestment of significant companies ar businesses, the 1ssue of shares,
significant contractual commitments, the review of the effectiveness of nsk management processes and major capital expenditure Once a year,
the Board meets with a particular focus on long-term strategy and developments affecting the Company Additional meetings are arranged as
necessary to deal with urgent items
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The Board sets the Company s values and standards and has adopted a Code of Business Ethics which s referred to on page 57

The executive directors and senior managerment team are responsible for the Company s financial performance, the day-to-day management of
the Cornpany s businesses and implementation of the strategy and direction set by the Board

The Chairman meets the non-executive directors wathout the executive directors present at least twice a year The sentor independent director
meets the other non-executive directors without the Charrman present at least annually

Directors and officers of the Company and its subsidiaries have the benefit of a directors and officers liability insurance policy

The following table shows the number of Board and Board Committee meetings held during the financial year ended 31 July 2011 and opposite
each director s name the number of meetings they were eligible to attend and the number actually attended However, directors attend many
other meetings and make site visits during the year For example, as part of his induction and familiansation process, M Angelic) visited a
large number of the Companys siles in the UK, USA and France In April 2011 the Chairman and Sir Kevin Tebhit joined the Chief Executive
and members of senior management at meetings in Washington D C with Senatars Congressmen and representatives of the Company s US
customers In May 2011 the Board vissted the John Crane facility in Lutin, in the Czech Republic The Board views directors contributions as
measured beyond meeting attendance records

Board Mestings Audit Committee Remuneration Committes Nomunation Committee
Elrgible to Eugblato Eligibte to Elgehte to

Name atiend Attended attend Attended attend Attended atlend Attanded
D H Brydon @ kK - 5 4 2 2
P Bowman 9 9 - - - - - -
PA Turner 9 9 - - - - - -
B FJ Angelici 9 g 3 2 5 5 2 2
D J Challen 9 9 3 3 5 5 2 2
S J Chambers g 8 3 2 5 § 2 2
AC Quinn ? ? 3 3 5 5 2 2
KR Tebbit ? 8 3 3 5 4 2 1

- indicates not a member af that Committee in 2010/2011

Chairman and Chief Executive
The Board has established clearly defined roles for the Chairman and the Chief Executive The Chairman 1s responsible for leadership of the

Board ensuring its effectiveness and setting its agenda Once agreed by the Board as a whole, it 1s the Chief Executive s responsibility to ensure
delivery of the strategic and financial abjectives

Board balance and independence
There 1s a balance of executive and non-executive directors such that no indmdual or small group can dominate the Board s decision taking
Throughout the financial year at least half the Board, excluding the Charrman, has compnised independent non-executive directors

In deciding the chairmanship and membership of the Board Committees, the need to refresh membership af the Committees 1s taken into account

All the non-executive directors are considered to be independent and Mr Brydon was considered independent at the time of his appaintment
as Chairman

Appointments to the Board

The Nomination Cemmittee has a formal, rigorous and transparent procedure for the appointment of new directars, which are made on ment
and against ebjective cniteria, having due regard for the benefits of diversity, including gender Both the Nomination Committee and the Board
are satisfied that the directors are able to allocate sufficient time to their responsibilities relating to the Company The Nomination Committee

and the Board have each considered the recommendations of the Davies Report on Women on Boards, as reported in the Chairman s statement
on page 13

information and professional development

The Board 15 provided with detailed information several days in advance on matters to be considered at its meetings and non-executive directors
have ready access to the executive directors Non-executive directors are provided with information and updates between meetings Regular
site visits are arranged and non-executive direciors are encouraged to visit sites iIndependently During site wisits, briefings are arranged and the
Directars are free to discuss aspects of the business with employees at all levels

Newly-appointed directors undergo an induction programme to ensure that they have the necessary knowledge and understanding of the Company
and its activities They undertake briefing sessions on corporate governance, strategy, stakeholder issues, finance and nsk management and HR
strategy, as well as meetings and site visits to business locations in the UK and overseas Each director s indwidual expenence and background i1s
taken into account in developing a programme tatlored to his or her own requirements

The Chairrman consults with the directors on their respective training and developrment requirements The suitability of external courses is kept
under review by the Company Secretary wha is charged with facilitating the induction of new directors and with assisting in the ongaing training
and development of directors

Alldirectors have access to the advice and services of the Company Secretary and a procedure 1sin place for them to take independent professional
adwice at the Company s expense should this be required
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Corporate governance statement
continued

Conflicts of Interest

Under the Companies Act 2004 [the 2006 Act ] a director must avoid a situation where he or she has, or can have, a direct or indirect interest that
conflicts, or pessibly may conflict, with the company s interests The requirernent s very broad, and could apply, for example, if a director becomes
a director of another company or a trustee of another orgarusation The 2004 Act allows directors of public companies to authonse conflicts and
potential conflicts where appropriate and where the articles of association contain a provision to this effect, as the Company s Articles do

The Board has put procedures n place for directors to report any potential or actusl conflicts to the other members of the Board for their
authonisation where appropniate Fach director i1s aware of the requirement to seek approval of the Board for any new conflict situations, as
they may arise The process of reviewing conflicts disclosed, and authonisations given, 1s repeated at least annually Any conflicts or potentral
conflicts considered by the Board and any authorisatrons given are recorded i the Board minutes and 1 a register of directors conflicts which
15 maintained by the Company Secretary

Performance evaluation

The Board undertakes a formal and rigorous annual evaluation of its own perfarmance and that of its Committees and each director In respect
of the year ended 31 July 2011 the Board evaluation was led by Professor Rob Goffee of the London Business School, using a combination of
questionnatres and indwidual interviews The results of the evaluation are used to inform the Baoard s approach going forward Professor Goffee
has no other connection with the Company

The directorships in listed companies and other significant commitments of the Chairman and the non-executive directars are shown on pages
62 and 63 1t 1s confirmed that the Chairman and the non-exacutive directors have sufficient time to fulfil their commitments to the Company,
that the Chairman does not hold the office of chairman of another FTSE 100 company, and that no executive director holds more than one
non-executive directorship of another FTSE 100 company

Re-election

All directors stand for election by the shareholders at the first Annual General Meeting [AGM ] following their appointment The Board has
resolved that all directors who are willing to continue in office will stand for re-election by the shareholders each year at the AGM Non-executive
directors are appointed for a specified term of three years, subject now to annual re-election at each AGM, and reappointment for a second three-
year term 15 not automatic Any term for a non-executive director beyond six years is subject to a particularly ngorous review

Remuneration
Information regarding the Remuneration Committee is set out on page 74 and the Directors remuneration report I1s on pages 76 to 84

Accountability and audit

Financial reporting

The Board is required to present a balanced and understandable assessment of the Companys position and prospects in the Annual Report
and in interim and other public reports The Board s satisfied that it has met this obligation A summary of the directors responsibilities for the
financial statements 1s set cut on page 85

The going cancern statement required by the Code Is set out in the Group directors report on page 65

Internal control

The Board Is responsible for deterrmining the nature and extent of the significant risks it 1s witling Lo take in achieving its particular objectives
and maintains sound nsk management and internal control systemns to safeguard shareholders investments and the Campany’s assets The
effectiveness of the internal control sysiem 1s reviewed at least annually, by the Audit Committee, covering all matenal controls, including financial,
operational and compliance controls and nsk management systems The Audit Committee carned out such a rewew dunng the year ended 31
July 2011 The Financial Reparting Councils report Internal Control Rewised Guidance for Directors on the Combined Code [October 2005)
provides gurdance

The Company has in place internal control and nsk management systems in relation to the Company s financial reporting process and the Group s
process for preparation of consolidated accounts These systems include policies and pracedures that pertain to the maintenance of records that,
In reasonable detall, accurately and farrly reflect transactions and dispositions of assets, provide reasonable assurance that transactions are
recorded as necessary to permit the preparation of financial statements in accordance with International Financial Reporting Standards [ IFRS ],
reguire representatives of the businesses to certify that their reported information gives a true and fair view of the state of affairs of the business
and its results for the penod, and review and reconcile reported data The Audit Comrmittee is responsible for monitoning these internal contro!
and nsk management systems

The Company s internal control is based on assessment of nsk and a framework of control procedures to manage nsks and to momttor complance
with procedures The pracedures for accountability and control are outlined below

The Company's internal control systems are designed to meet the Campany’s particular needs and the nsks to which it 1s exposed and, by their
nature, can provide only reasonable, not absolute, assurance against material loss to the Company or material misstatement in the financial
accounts

The Group has an embedded process for the identification, evaluation and management of significant business nisks The process ts reviewed
through the Audit Committee and maonitored by the Group Internal Audit Department The Cormpany has duning the year identified and evaluated

the key nsks, including ethical matters and information provision, and has ensured that effective controls and procedures are in place to manage
these nsks

In the highly regulated environment of the industries in which the Company operates, procedures are codified in detaited operating procedures
manuals and are reinforced by training programmes These are designed to ensure compliance not only with the regulatery requirements but also
with general pnnciples of business integnity
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Group overview

Chairmnan and Chief Executve
Operating and financua) review
Risks and responsibslty
Governance

Accounts

A key element in any system 15 communication the executive directors and senior corporate staff meet regularly with representatives from the
businesses lo address financial, human resource, tegal, nsk management and other control 1ssues

Throughout the financial year the Board, through the Audit Commuttee, reviews the effectiveness of internal control and the management of risks
In addition to financial and business reports, the Board has reviewed medium- and longer-term strategic plans, management development
programmes, reports on key operational i1ssues, tax, treasury, nsk management, insurance, legal matters, and Audit Committee reports,
including internal and external auditors reports

Audit Committee and Auditors
The Audit Committee makes formal and transparent arrangements for considering how financial reporting and internal control principles are
applied and for maintaining an appropriate relationship wath the independent external auditors, PricewaterhouseCoopers LLP

Relations wath shareholders

Dialogue with shareholders

The Chief Executive, the Finance Director and the Director, Investor Relations communicate with institutional investors through analysts briefings
and extensive investor roadshows in the UK, US and continental Europe, as well as timely Stock Exchange announcements, meetings with
management and site visits Members of the Board, and in particular non-executive directors, are kept informed of investors views, in the matn
through distribution of analysts and brokers briefings At least twice a year a report ts made to the Beard on the number and types of meetings
between the Company and institutional shareholders The Chairman, the Senior Independent Director and the other non-executive directors are
avallable to meet shareholders on request

Constructive use of the Annual General Meeting

All directors normally attend the Company s AGM and shareholders are invited to ask gquestions during the meeting and to meet directars after
the formal proceedings have ended It s intended that there shall be a poll vote on each resolutton at the 2011 AGM The audited, final results of
the pollvates will be released to the London Stock Exchange and published on the Company s website, www smiths com, as soon as 1s practicable
after the conclusion of the AGM

All the directors, including the Chairmen of the Audit, Nomination and Remuneraticn Committees, were available at the 2010 AGM to answer
shareholders questions The notice of the AGM and related papers were sent to shareholders at least 20 working days before the meeting
Board Committees

The full terms of reference of the following Board Committees are available upon request and on the Company s website, www smiths com

Audit Committee

The members of the Committee during the financial year were Mr Challen [Chairman of the Commuttee], Mr Angelici, Mr Chambers, Ms Quinn
and Sir Kevin Tebbit

The Board has determined that the Cornmittee members have the skills and experience necessary to contribute meaningfully to the Committee s
delberations In addition, the Chairman of the Committee has requisite experience in accounting and financial management

The Commuttee meets at least three times a year to monitor the integnity of the Company s financial statements and the effectiveness of the
external audit process, corporate governance 1ssues and, in particular, the implementation of the Companys Code of Business Ethics and
the arrangements for employees to raise confidentially land anonyrmously, if they so choose) concerns about possible wrongdoing 1n financial
reparting and other matters It Is responsible for ensuning that an appropnate relationship between the Company and the external auditors I1s
maintained, including reviewing non-audit services and fees and implementing the Company s audit partner rotation policy The Cormmittee has
primary responsibility for making recommendations to the Board on the appointment, reappointment and removal of the externat auditors

The Committee also reviews annually the Group's systems of internal control, the processes for monttonng and evaluating the nisks facing the
Group, and the effectiveness of the internal audit function it 1s responsible for approving the appointment and remaval of the Directar, Internal
Audit The Commuttee reviews annually its terms of reference and its effectiveness and recommends to the Board any changes required as a
result of such review

The annual review of the Commuttee s terms of reference was conducted in July 2011

In the year to 31 July 2011, the Audit Commuttee discharged its responsibilities by revewing

* the Group s financial statements and intenim results staterment prnior to Board approval and the external auditors detailed reports thereon,
« the audit fee and non-audit fees payable to the Group s external auditors,

* the external auditors effectveness and plan for the audit of the Group s 2016/11 accounts, which included confirmations of auditor independence
and the proposed audit fee, and approving the terms of engagement for the audi,

« an annual report on the Group s systems of internal control and their effectiveness, reporting to the Board on the results of the review and
recewing reqular updates on key nisk areas of financial contral,

« the risks associated wath major business programmes, and

= the internal audit function s terms of reference, its 2010/11 work programme and regular reperts on the keyissues ansing from its work dunng
the year

The Committee has authonty to investigate any matters within its terms of reference, to access resources, to call for information and to abtain
external professional adwvice at the cost of the Company
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Corporate governance statement
continued

No-one other than the rmembers of the Committee i1s entitled to be present at meetings However, the Chairman, Finance Diwector, Group
Financial Controlter, Director, Tax and Treasury, Director, Internal Audit, and external auditors are normally invited to attend Others may be
invited to attend by the Commuttee The papers for and minutes of each Committee meeting are sent to all directors At least once a year, there
1s an opportunity for the external auditors, the Director, Internal Audit and the Director of Business Ethics to discuss matters with the Committee
without any executive management being present The Director Internal Audit, the Director of Business Ethics and the external auditors have
direct access to the Chairman of the Committee outside formal Committee meetings

The Committee reviews the nature and extent of non-audit services provided by the external auditors in order to ensure that objectivity and
independence are mantained Under the audit independence policy, approved by the Committee, certain non-audit services may not be provided
by the external auditors, certain services, not exceeding £10,000 in fees, require the approval of the Finance Director and all other services require
the approval of the Chairman of the Committee Where the cost of the services 1s expected to exceed £100,000, the engagement will nermally be
subject to competitive tender The external auditors have In place processes to ensure that their independence 1s maintained including safeguards
to ensure that where they provide non-audit services, their independence 1s not threatened The external auditors have written to the Audit
Committee confirming that, in their opinion, they are independent and the Audit Committee concurs with that view

Remuneration Committee
Mr Chambers [Chairman of the Commuttee}, Mr Angelici, Mr Brydon, Mr Challen, Ms Quinn and Sir Kevin Tebhit were members of the Committee
throughout the financial year

The Committee s responsibilities and terms of reference are described in the Directors remuneration report on page 76 The Committee reviews
its terms of reference and effectiveness annually and recommends to the Board any changes required as a result of such review The annual
review of the Committee s Terms of Reference was conducted in July 2011

Nomination Committee

Buring the financial year the mernbers of the Committee were Mr Brydon, as Chairman of the Committee, Mr Angelict, Mr Challen, Mr Chambers,
Ms Quinn and Sir Kevin Tebbit

The Committee leads the process for identifying and makes recommendations to the Board regarding candidates for appointment as directors
of the Company and as Company Secretary, gmng full consideration to succession planning and the leadership needs of the Group It also
makes recommendations to the Board on the composttton of the Normination Committee and the composition and chairmanship of the Audit and
Remuneration Cornmittees [t reviews regularly the structure, size and composition of the Board, including the balance of skills, knowledge and
experience and the independence of the non-executive directors, and makes recommendations ta the Board with regard to any changes

The Committee meets periodically when required No-one other than members of the Committee Is entitled to be present at meetings but the
Chief Executive i1s normally invited to attend and external advisers may be invited by the Committee to attend

Dunng the year, the Committee revewed the Companys talent management and succession plans On 26 September 2011, the Commuttee
agreed to amend Mr Bowman s service contract toe remove the references te a retirement age, the remaining terms of the contract, including
the notice penods, remained unaltered The Comrmittee has access to such information and advice both from wathin the Group and externally,
at the cost of the Company, as it deems necessary This may include the appointment of external search cansultants, where appropnate The
Committee reviews annually its terms of reference and effectiveness and recormnmends to the Board any changes required as a resulf of such
review The annual review of the Committee s terms of reference was conducted in July 2011

Disclosure & Transparency Rule 7

This statement complies with sub-sections 2 1, 2 21, 23(1), 25, 27, and 2 10 of Rule 7 of the UK Listing Authonty Disclosure & Transparency
Rules The information required to be disctosed by sub-section 2 & of Rule 7 1s shown in the Group directors report on page 66 and 1s incorporated
in this Corporate governance statement by reference
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Statement from the independent ChrmenanCh Bt
Operating and financial revew

non-executive directors Feste o apanainty

Gevernance
Accounts

The non-executwe directors of the Company, together with the executive directors and the company secretary, are committed to ensuring that the
Board of the Company provides sound and effective leadership The Corporate governance statement sets out the Companys compliance with
the UK Corporate Governance Code [ the Code | The Board welcomes the clanty prowided by the Code and the added emphasis en responsibibity
and accountability However, as the statement about the role of the Board in the Corporate governance statement makes clear, the Board believes
that good gavernance and effective leadership are about more than adherence to the Code or to any particular guidance The members of the
Board take very seriously their responsibiliies to promote the success of the Company, whilst managing nsk and demonstrating the high ethucal
standards and behaviours expected of everyone in the Company

Following an initiative | commenced last year, the Audit Commuttee and the Board have given additional focus this year to the approach across the
Group to the identification and rmanagement of sk This has involved reviews at business, divisional and Group level, in addition to discussion at
the Audit Committee and the Board, as to whether any existing processes relating to nsk management within the Group could benefit from being
refreshed The Board, Audit Comrmuttee and executive management teams have also examined whether any lessons could be learned from recent
external events which have had significant impact on other carporates and, indeed, on governments

The steps taken to examine the nsk management processes included an externally faciitated review with senior executive management to
catalyse discussion of possible blue-sky risks Separately, input was also sought from the Company s external auditors An additional meeting
of the Board was held to consider the Group-wide risks identified in the review by the senior managerment team, including their probability, Lkely
impact and mitigating controls The Audit Committee approved a number of proposals for enhancements to the scope, pragramme and approach
of the Internal Audit team The conclusions of the Audit Commuttee and the Board to refine other aspects of existing nsk management processes
will shape a strengthened approach to nsk management and rewew going forward

In addition to the work on nsk, each of the non-executive directors has been actively involved In the work of the other Board committees As
described in the staternent from the non-executive directors in last year s Annual Report all the non-executive directors are members of all
the principal Board Cornmittees Audit*, Nomination and Remuneration This gives every non-executwve director inforrmation about, and the
opportunity to shape vanous important areas, and informs the Board s decision making

This year during the Board s wisit to John Crane, Lutin in the Czech Republic, the Nomination Committee carned out a detailed review of tatent
management and succession planning across the Group, facitated by the Group s Human Resources Director and the Group s Director of Talent
Management and Reward As part of the meetings in Lutin the Board also met to consider the strategy for the John Crane divsign [with the Group
Managing Director of John Crane and a senior member of his managermnent tearn) and for the Group as a whole Following a recormmendation
from the Group Director of Strategy lwho joined the Company in February), the Board agreed that going ferward it will consider strategy for the
five dmsionsona rolling basis across the year, with the enhanced work on nsk forming an integral part of the ongoing strategy review process
Group strategy will continue to be revewed at least once a year

Astde from the modified strategy process, the General Managers of each division already present to the Board on their businesses at least twice
a year and attend additional Board meetings [often accornpanied by senior members of their respective management teams) as required when
a specific 1ssue relating to a particular division 1s under consideration by the Board Each Divisional General Manager also presents a detailed
report to the Audit Committee once a year setting out the pnncipal nsks facng his dvsion and the steps in place to manage those nsks, and will
continue to do this under the enhanced process for nsk management review and reporting referred to above

The independent non-executive directors are aware of, and keep In constant view, their accountability to the Company s stakeholders in particular
the providers of the Company s capital As the Semor Independent Director, | regard myself as available to shareholders at any tme The non-
executive directors are updated regularly on shareholders wviews Following analyst or investor meetings, detailed briefings are provided to the
Board, including feedback from those present Analysts reports are also arculated to the non-executive directors throughout the year The Board
discusses points raised by investars and seeks the wews of the Company s brokers and other adwvisers on the market perception of the Company
Towards the end of the fiscal year 2011 an independent research agency was commissioned to carry out an investor perception study for the
Company The Board will consider the research agency s findings in the autumn

Shareholders can also provide feedback in relation to the indwidual performance of the directars at this years Annual General Meeting
in November when all the directors will again be standing for re-election

As set out in the Corporate governance statement, the directors also prowde structured feedback on each others performance and the
effectiveness of the Board and each of the Board Cornmuttees through the annual performance evaluation process This year the evatuation has
been conducted with the aid of an external, independent facilitator Professor Goffee of the London Business School Professor Goffee has worked
with a large number of companies an Board evaluation and appraisal exercises, and thus brings with him expertise and a database of comparator
information, which suppart the Board in benchmarking its own performance and understanding areas of irmprovement and best practice As the
Senior Independent Director, | lead the annual review of the Chairman s performance on behalf of the ather directors, which helps to inform the
Chairman s prnonties and approach going forward

The independent non-executive directors are satishied that the Companys corporate governance contrels have been effective throughout the
financial year ended 31 July 2011

David Challen
Senor Independent Director

*The Chairman of the Company 15 not a member of the Audit Committee, in accordance with the Code [C.3 1) and the Terms of Reference of the Audit Cammittee but 15 inwted
{0 attend meetings
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Directors’ remuneration report

The directors remuneration report is presented to shareholders by the Board The repart complies with Regulation 11 and Schedule 8 of the Large
and Medium-Sized Companies and Groups [Accounts and Reports] Regulations 2008 [the Regulations) A resolution will be put to sharehelders at
the Annual General Meeting on 22 Novemnber 2011 tnviting them to approve this report

Remuneration policy and arrangements

The Remuneration Committee

Respansibilities of the Commuttee include making recommendations to the Board on the Group s executive remuneration policy and determining,
on behalf of the Board, specific remuneration packages for the executive directors and Chairman In doing so, the Commuttee takes into account
pay and employment conditions elsewhere i the Company and operates within agreed terms of reference which are available for inspection on
the Companys website The Company complied wath the provisions of the UK Corporate Governance Code relating to directors remuneration
throughout the financial year except as is disclosed in the Corporate governance statement on page 70

The Committee met five imes in the past year to consider and agree, amongst cther matters

* Annual Incentive Plan performance and payments for the financial year ended 31 July 2010

= Annual Incentve Plan structure and performance largets for the financial year ended 31 July 2011
» Framework of executive total remuneration

* Panciples ta govern the Annual Incentive Plan for the financial year ending 31 July 2012

« Commuttee terms of reference

* Structure of the directors remuneration report for the financial year ended 31 July 2011

In 2010/11 the Commuttee consisted of

# Stuart Chambers [Chatrman of the Committeel

« Bruno Angelici

* Jonald Brydon

¢ David Challen

= Anne Quinn

¢ Kewin Tebbit

Each members attendance at meetings held during the year 1s set out in the Corporate governance statement on page 70

Mr Brydon 1s absent when his own remuneration as Chairman of the Company is under consideration The Chief Executive attends meetings
of the Commuttee by inwitation, he I1s absent when his awn remuneration is under consideration

Dunng the year, the Committee received matenal assistance and advice from the Chief Executive and the HR Director [who 1s also Secretary to
the Committee] The Committee and the Company also received advice frem Kepler Associates, the Commitiee s independent remuneration
adwiser, and Freshfields Bruckhaus Deringer LLP Kepler does not provide any other services to the Group Freshfields Bruckhaus Deringer LLP
was appoinied by the Company to adwse the Group on vanous legal matters dunng the year

Remuneration policy
The Commuttee applies a remuneration policy which has at its core the following abjectives

= to align the interests of executives with those of shareholders

= to focus on top-line growth, margin improvement and capital discipline

* to link a significant proportion of remuneration te financial and individual performance, both in the short term and long term
* to pravide strong linkage between rernuneration and performance

* to ensure total remuneration 1s market-competitive and helps attract and retain executives of the ughest calibre

Itisthe Company’s policyta take into account the pay and conditions of emplayees thrgughout the Group when deterrmining directors remuneration
During the year, the Committee received a paper from the Group HR Oirectar and noted the pay policy applicable in the Groups main areas of
operation in determining the remuneration of the Board, including the Executie Directors

Remuneration arrangements
The remuneration of senior executives balances fixed, variable, short-term and long-term remuneration, and is reviewed each year on a total
remuneration basis to ensure that executives continue to be approprately incentmvised to achieve the Group s objectives

For 2010/11, executive directors remuneration comprised basic salary, benefits in kind, annual bonus and pension benefits In addition, executive
directors and senior executives participate in share-based incentive schemes, which in 2010/11 included the Srmiths Group Sharesave Scheme,
the Smiths Group Co-Investiment Plan [CIP), the Sriths Group 2008 Value Sharng Plan and the 2010 Smiths Group Value Sharing Plan {VSP)
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Elements of remuneration

Group overview

Chairman and Chret Executive
Operating and financial review
Risks and responsibility
Gavernance

Arncounts

The main elements of remuneration for executive directors in 2010/11 are summansed below

Elerment 2010/11 palicy

Qbjectve

Base salary frozen at 2007/08 levels
[see Base salary and benefits on page 80}

*Reflect s1ze and nature of the role, indmdua! perfarmance
and experience

+Continued salary freeze reflects Company s desire to
shift remuneration towards long-term vaniable pay

Annual bonus maximum opportunity of 180% of salary
for the Chief Executive and 125% for the Finance Director
[see Annual bonus on page 78)

«Incentvise short-term operational, financial and personal
performance

Co-Investment Plan [CIP] mandatary investrment in Smiths
shares of 50% of any net bonus earned, in return for up to a 2-for-1
matching opportunity after three years, subject to average ROCE
exceeding WACC+3% p a

[see Co-investrnent Plan [CIP) on page 78

=Help align short- and long-term remuneration through compulsory
deferral of 50% of net earned bonus into Smiths shares

*Reward aperating efficiency

sSupport executives in building a sharehelding in the Company

2008 Value Sharing Plan a one off plan detalled in the section

below The 2010 Value Sharing Plan (VSP] following shareholder
approval at the 2010 AGM for the 2010 VSP, executives were granted
conditional awards of a pre-defined number of shares per £5m of
surplus value created For executive directors, 30% of an award

i1s based on TSR relative to the FTSE 100 [excluding financial services
companies] and 70% on growth in internal value above a hurdle of

8 5% p a Awards vest on performance over the three year period

1 August 2010 - 31 July 2013

[see Value Sharing Plans [VSPs] on page 78]

sIncentivise sentor executives to drive long-term value creation
for shareholders

sReinforce and reward delivery of strategic goals

Pension Allowance
[see Penstons an page 80)

»Enables Executive Directors to arrange their own personal
pension provision

Share ownership guidelines 200% of salary for the
Chief Executive and 150% of salary for the Finance Director
(see Share ownership guidelines on page 79)

*Require executives to build and mawntain a significant shareholding
in Smiths

s Support alignment with shareholder interests

The following charts tllustrate the proportions of the 2010/11 remuneration packages compnising fixed (1 e base salary] and vanable elements of
pay, assuming target annual bonus and expecied values of long-term incentives For 2010/17, ¢ 70% of the fair value of executive directors total

remuneration was performance related
CEO pay mix, 2010/11 financial year

1 Base salary 24%

2 Annual bonus 17%

3 Co-Investment Plan [CIP] 12%

4 2010 Value Sharing Plan (VSP) 47%

Base salary and benefits

CFO pay mix, 2010/11 financial year

1 Base salary 30%

2 Annual bonus 15%

3 Co-lnvestment Plan [CIP] 10% 1
4 2010 Value Sharing Plan [VSP] 45% 4

The Chief Executive s salary has been frozen since 2007/08 Salaries have been reviewed annually, taking into account the size and nature of the
role, indmdual performance and expenence, the relative perfarmance of the Company. remuneration policy within the Company and salanes
at comparator companies Salaries are benchmarked against comparable roles at other FTSE100 companies of similar market capitalisation,
revenues and complexity to Smiths The salaries for all participants in the Value Shanng Plan, icluding the Chief Executive, remained frozen
at their 2007/08 levels for 2010/11 The Commuttee has taken these matters into account and determimned that the Chief Executive will recerve a
modes! Increase in annual base salary for 2011/12 as set out in the table below,

Executve director Salary last revewed 2008/09 2009/10 201014 13412
P Bowman 12 July 2011 £800,000 €800,000 €£800,000 820,000
PA Turner 19 April 2010 [on appointment) nfa £400,000 £400000 400.000

Benefits for Mr Bowman include a car allowance and health insurance

Mr Turner receives health insurance but does not recesve a car allowance
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Directors’ remuneration report
continued

Annual bonus

Bxecutive directors are eligible to participate 1n an annual bonus plan based on a combination of corperate financial goals {(Group EPS and cash
conversion) and indwiduat performance The maximum annual bonus opportunitty for the Chief Executive 1s 180% of salary and for the Finance
Director 1s 125% of salary Of any bonus earned, 50% 1s compulsorily deferred into Smiths shares under the rules of the CIP The table below
summanses the structure of the 2010/11 annual bonus plan and the awards recewable for perfarmance in 2010/11

2010/11 annual bonus outcome as a percentage of salary earned in 2010/11

Gmup EPS Cash conversion Personal objectves Total [% of salary]
Executne director Maximum Actual Maximurn Actual Maximum Actual Maximum Actual
P Bowman 90% 44 4% 36% 25 2% 54% 45 3% 180% 114 9%
PA Turner 42 5% 308% 30% 21% 325% 29 6% 125% 81 4%

No changes are proposed to the annual bonus plan for 2011/12

Co-Investment Plan [CIP}

Executive directors and selected senior executives are required to invest 50% of any net bonus earned In Srmiths shares Invested amounts are
eligible for a 2-for-1 matching share award after three years {based on the pre-tax amount of deferred bonus in question), subject to continued
employment in the Group and the Company's average return on capital employed [ROCE} over the performance peniod exceeding the Company's
weighted average cost of capital WACC), which the Commuitee regards as appropriately reflecting the operating efficiency of the Company

Matching share awards vest in full if ROCE exceeds WACC by an average margin of at least 3% a year, a 1-for-1 matching share award vests If
ROCE 15 between WACC+1% and WACC+3% p a Dividends acerue on matching shares that vest The Commitiee rewiews these targets prior to
the start of each award cycle to ensure they remain appropnately stretching

For 2007/08 and earlier years, executive directors and selected senior executives were able to invest up to 100% of any net bonus earned [or if
greater, 25% of salaryl in Smiths shares Invested amounts were eligible for a 1-for-1 matching share award after three years [based on the pre-
tax amount of salary or deferred bonus In question] subject to continued employment in the Group and the Company s average ROCE over the
performance period exceeding the Company s WACC aver the same period by an average margin of at least 1% p a

Value Sharing Plans [VSPs)

Details of Group and dmisional VSPs are set out in this section The 2008 VSPs are one-off plans approved by shareholders in 2008, and the 2010
VSPs, which are intended to operate annually, were approved by shareholders at the 2010 AGM The VSPs are long-term incentive plans that were
designed to reinforce Smiths strategy of facusing on sharehalder value creation at the Group and divisional levels

2008 Group VSP
Awards made under the Group VSP reward selected sentor executives (including the CEO)with a pre-determined number of shares for every £5m
of value created above a hurdle over the three-year and four-year performance periods from 1 August 2008

One-third of the award will depend an the growth, aver each performance periad, in Smiths market capitalisation plus net equity cash-flows
to shareholders (12 dwvidends plus share buybacks less share 1ssues) over and above the median total shareholder return of the FTSE 100
companies [excluding financial services companies)

The rematmning two-thirds of each award will be determined by the growth, over each performance period 1n adjusted Profit Before Tax (PBT] [from
a baseline PBT of £338 ém 1n 2007/08} multiplied by a fixed mulbiple of 12 0 plus net equity cash-flows to shareholders over and above a cost of
equity hurdle return of 9 5% a year

No retesting of either performance condition 1s permitted

In line with the commitment made to shareholders at the time, no subsequent grants were made under the 2008 VSPs during the financial years
ended 31 July 2009 and 31 July 2010 In 2010, the Committee reviewed the Group s long-term incentive arrangements The Committee felt that
the broad structure of the VSP remained appropriate going forward, and shareholders approved a new VSP at the 2010 AGM Under this 2010VSP,
grants will be made annually {with the apportunity reduced by approximately two thirds to reflect the proposed frequency of grants and following
an assessment of the market competitiveness of the fair value of the total package] and will vest after three years

2010 Group VSP
Messrs Bowman and Turner are participants in the 2010 Group VSP, which rewards executive directors and selected senior executwes with
a pre-determined number of shares for every £5m of value created abave a hurdle over a three-year performance penod

On 17 December 2010 M Bowmnan was granted an award under which he will be entitled to receve 800 Smiths Group shares for each £5m of
surplus value created On the same date, Mr Turner was granted an award under which he will be entitled to receve 320 Smiths Group shares for
each £5m of surplus value created

- TSR Elemment
30% of the award will depend on the three year growth in Smiths market capitalisation plus net equity cash-flows to shareholders (1e dvidends

plus share buybacks less share 1ssues) over and above the median total shareholder return of the FTSE 100 companies (excluding financial
services companies)

Participants will only be entitled to a vesting of shares under the TSR Element if the Commmittee 1 satisfied that this 1s justified by the underlying
financial performance of the Company over the performance period
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- Earnings Element

The remaining 70% of the award wilt be deterrmined by the three year growth in adjusted Profit Before Tax [PBT] [frem a baseline PBT of €432 7m
1n 2009/10] multipbed by a fixed multiple of 10 1 [representing the ratio of Smuths market capitalisation at the start of the performance period to the
baseline PBT} plus net equity cash-flows to shareholders over and abeve a cost of equity hurdle return of 8 5% a year The Committee determined
this hurdle rate of return to be sufficiently chatlenging whilst taking into account the substantial fall in the nisk free rate over the two years since
the grant of the 2008 VSP, and its impact on the Group s cost of equity

The Cornmittee may reduce the payout of the Earnings Element if an acquisition results in a maternat reductton i return on invested capital
Na retesting of either performance condition 1s permitted

Performance measure selection

The Remuneration Comenitiee believes that the combination of relative TSR and PBT continues 1o provide the best balance between internal
line-of-sight and shareholder alignment, between absolute and relative performance and between internal and external perspectives PBT 1s
considered the best mternal measure of Smuths financial performance as it 1s highly visible internally and regularly monitored and reported
Relative TSR provides strong alignment with shareholders and the FTSE 100 index [excluding financial services companies) continues to be
considered a relevant and robust indicator of the relative value created by Smiths management for its shareholders

2010 Divisional V5Ps

fn addition to the 2010 Group VSP, the Commuttee also implemented revised divisional plans for each of the five divisions [Smiths Detection,
Smiths Medical, John Crane, Smiths Interconnect and Flex-Tek] These plans continue to be along the same lines as the Group V5P, helping focus
the most seruor dwisional executives on maximising the value of their divisions and returning surplus cash tao the Group

Leaving and change-of-control provisions

The treatment of awards on leaving or a change of control 1s the same for both the 2008 and 2010 VSPs For bad leavers , awards lapse In the event
of Il health, permanent disability or death, awards would be pro-rated for time and the performance pertod woutd run its normat course (except on
death where the performance period would be curtalled} For other leavers, the treatrent of awards remains subject to Commuttee discretion

In the event of @ change of control, performance would be measured gver the penod from grant te change of control As the plan is based on
increasing value over time faster than a benchmark, the curtailing of the performance period naturally reduces the value of the plan and in such
arrcumstances there 1s no need for additional time pro-rating

The Committee retains discretion to vary these approaches if it deems it appropnate to do so

2011 Long-Term Incentive Plan

The Remuneration Committee reviews the Company s executive long-term incentive arrangements annually in order to reflect developments in
best practice and 1n lght of the Group s objectives and pnorities The 2008 VSPs involved a cne-off award granted in July 2008, maturing in two
tranches following announcement of results for the 2010/11 and 2011/12 financial years The 2010 VSP was intended to operate annually, with
awards vesting after three years The initial awards under the 2010 VSP were made in December 2010

Although the resolution for the adoption of the 2010 VSPs was strongly supported by shareholders at the 2010 AGM, (88% of shares voted
supported the Resolution] we have since received feedback from shareholders and from the ABI expressing concern about share plans along the
Unes of the V5P, partrcularly in relation to the uncapped nature of the awards under the plan and especially in circumstances where the company
intends to aperate such plans on an annual basis rather than 1n exceptional circurnstances As a consequence the Remuneration Committee has
decided, after careful consideration to seek the approval of shareholders for the Implementation of a new LTIP, which 1s a conventional share plan
under which an award over a fixed number of shares will vest if a demanding performance condition 1s met The Cormmittee 1s satisfied that the

proposed LTIP is closely aligned with market practice |f the LTIP 1s approved by shareholders at the AGM, the first LTIP awards wall be made in
November 2011

The main features of the proposed scheme would be
» Annual grants vesting after three years

= Vesting conditions for 2011/12 awards based 50% on earmings growth, 30% on TSR vs FTSE100 {excluding financial services} and 20% on cash
conversion

Further details on the propesed scheme can be found in the Natice of AGM

2004 Performance Share Plan [PSP)
No awards have been made under the PSP to executive directors or other participants in the VSP since 2007/08 and none will be made to these

executives in 2011/12 Following the end of the performance period of the 2007 PSP cycle in December 2010, no directors hold outstanding awards
under the PSP

Sharesave Scheme
The Smiths Group Sharesave Schemne, which 1s open to all UK employees with at least 12 months service, 1s subject to UK legislation as to the

maximum amount that can be saved Participants save a fixed sum of up to £250 a month for three or five years and may use the sum generated
by their savings contracts to exercise options to acquire shares which are usually granted at a 20% discount to the market price

Share ownership guidelines

It 1s the Committee s policy that executive directors should, over time, acquire a shareholding with a value equal to at least one and a half years
gross salary [two years gross salary for the Chief Executive) and retain at teast 50% of any net vested share awards lafter sales to meet tax
liabilities) until those vatues are achieved
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Share scheme dilution imits

The Company iollows the guidelines lard down by the Association of British Insurers These restnct the issue of new shares under all the Company s
share schemes in any 10-year penod to 10% of the issued ordinary share capiial and under the Company s discretionary schemes to 5% in any
10-year perod As at 31 July 2011, the headroom available under these limits was 5 4% and 1 5%, respectvely (excluding the conditional share
awards granted under the 2008 and 2010 VSPs)

Pension

The Company operates pension arrangements for executive directors In the case of Mr Bowman, the Company pays a monthly salary supplement
(worth 42% of salary per annum), as approved by the Committee, to enable him to make his own pensian prowision In the case of Mr Turner, the
Company pays a moanthly salary supplement worth 25% of salary per annuml, as approved by the Cemmittee to enable him to make his awn
pension provision Details of the salary supplements are set out in the tables under Remuneration on page 80

Five-year histornical TSR performance

The following graph shows the Company's total shareholder return [TSR] performance aver the past five years compared to the FTSE 100 Index
The FTSE 100 Index, of which the Company has been a member throughout the period, has been selected to reflect the TSR performance of other
leading UK-listed compantes The values of hypothetical £100 investments in the FTSE 100 Index and Smiths Group plc shares (after adjustment
for the Return of Cash tn June 2007)were £121 and £153 respectvely

Total shareholder return
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Remuneration
The total remuneration of directors, excluding the value of shares to which certain directors may become entitted under the Value Shaning Plan,
Performance Share Plan and Co Investment Plan and pension allowances, was as follows

014 2010
€000 £000
Fees, salaries and henefits 1,868 1,920
Performance-related bonuses 1,444 2,021
Aggregate gain from exercise of share options and vesting of share awards 1,123 398
Payments in lieu of pension contribution 436 365
4,871 4,704
The emoluments of the directors are set out below
Payments in
beu of pension
Fees/fsalary Benalits Ronus eontnbutian Other® Total emaluments
2010 2011 2011 201 2011 2011 2011 2010
£000 £000 €000 €000 €000 €000 €000 €000
Chairman
D H Brydon 305 305 23 328 328
Chief Executive
P Bowman 800 800 39 919 336 200 2,294 2,547
Executive director
PA Turnert 115 400 1 325 100 826 288
Non-executive directors
D J Challen 69 &9 &9 49
5 J Chambers 49 &9 &9 49
KR Tebbit 54 54 54 54
AC Quinn 54 54 54 54
B FJ Angelic? 5 54 54 5
Directors who resigned tn 2009/10 [in aggregate) 383 892
Total 1.854 1,805 63 1,244 436 200 3,748 4,306

1 Peter Turner s total emoluments for 2010 are for a part year, covering the periad from his appaintment on 19 April 2010 until the end of the 2010
financial year on 31 July 2010
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2 Bruno Angelici s total emoluments for 2010 are for a part year, covering the period from his appointment on 1 July 2010 until the end of the 2010
financial year on 31 July 2010

3 In the 2004 Performance Share Plan 67% of the award was linked to growth in adjusted EPS The calculation of adjusted EPS growth included
changes in the pension mterest credit (PIC), a large line item which reflects changes in market interest rates on [largely histarical] pension
Uabilities, and 1s not considered by the Board to be a proportionate reflection of current management performance The 2007 PSP scheme vested
in 2010 The 2007 base figure for the pension Interest credit was €34 million but fell to €2 rmillion in 2010 It 1s now common practice to exclude
PIC from adjusted EPS growth calculations for LTIPs and, whilst at Srriths its impact has been broadly neutral over the life of the schermne for the
majority of participants, its inclusion appeared to the Committee lo have been inequitable for five participants who held awards granted in 2007
but did not recerve grants prior to 2007 To address this inequity the Remuneration Committee approved ex gratia paymenits for these participants
Far the Chief Executive this resulted in a lower number of shares vesting with a difference in value of £280,000 In recognition of this inequity the
Remuneration Committee approved part payments for these participants For the Chief Executive this figure was £200,000 Going forward, pension
interest credit 1s excluded from the calculation of adjusted EPS in both the base perod and the performance penod for the Value Sharing Plans

Director’s pension entitlements
No director accrues annual pension under a defined benefit arrangement

Directors’ interests in the Company’s shares

Ordinary shares Ordinary shares
of 37 5p each of 37 5p each
31 Juby 2001 31 Ay 2010

BFJ Angelici 2,000 0
D H Brydon 8,000 8000
P Bowman 160,069 88,774
D J Challen 1,333 1,333
S J Chambers 1,333 1,333
AC Quinn 1,024 1,024
K R Tebbit 1,000 1.000
PA Turner 5,888 0

These interests include beneficial interests of the directors and their families in the Company s shares held in trusts and holdings through
nominee compantes None of the directors has disclosed any non-beneficial interests in the Company s shares

The Company has not been notified of any changes to the holdings of the current directors, their families and any connected persons between
1 August and 26 Septermber 2011

Service contracts
The Company's policy Is that executive directors are normally employed on terms which include a one-year rolling penod of notice and provision

for the payment of a predetermined sum in the event of termunation of employment In certain circumstances (but excluding circumstances where
the Company s entitled to dismiss without compensation)

Mr Bowman

Mr Bowman I1s employed under a service contract with the Company dated 15 November 2007 and effective fram 10 December 2007 The service
contract was for an indefinite term expressed te end automatically on his anticipated normal retirement date lage 60) On 24th September 2011
the Nominations Commmittee agreed to amend this contract to remave the reference to normal rettrement age As before it may be terminated by
12 months notice given by the Campany or stx months notice given by Mr Bowman The Company may elect to terminate the contract by making
a payment in lieu of notice equal to 150% of Mr Bowman s basic salary this being a genuine pre-estimate of Mr Bowman s entitlernent in respect
of the unserved notice period, to cover

1 salary,
2 annual pension contribution by the Company (42% of base salaryl,
3 the annual cost to the Company of prowding all other benefits to which Mr Bowman 1s enbitled under his contract, but excluding bonus

In this event, the contract provides that Mr Bowman s honus enhitlement for the financial year in which termination occurs and for the unserved
notice pertod will be the subject of a separate, good faith discussion between Mr Bowman and the Chairman, the contract also specifies that
Mr Bowman would in this case be treated as a good leaver for the purposes of relevant share plans In certain constructive dismissal events,
Mr Bowman 1s entitled to resign and be treated in the manner set out above

Mr Turner

Mr Turner is employed under a service contract with the Company dated 23 March 2010 and effective from 19 Apnl 2010 It prowdes for a rolling
one year notice period given by the Company or six months notice given by Mr Turner In the event of terrmination by the Company [other than
for cause), the Board 1s required to consider what sum should be payable as compensation lo Mr Turner In doing so, the Board shall take into
account a number of specific matters, including Mr Turner s personal circumstance, the financial performance of Smiths Group, applicable
corporate governance best practice, the likelihood of Mr Turner obtaiming alternative employment, and various ather matters relating to
Mr Turners financial loss The armount of compensation, as so determined, will not be less than 12 months basic salary
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External appointments
Subject to the avernding requirements of the Company. the Committee i1s prepared to allow executive directors to accept external appointments

where It considers that such appaintments will contribute to the director s breadth of knowledge and expenence Directors are permmutted to retain
fees associated with such appoaintments

Chairman and non-executive directors

The Charman and the non-executive directors serve the Company under letters of appointment and do not have contracts of service or cantracts
for services Exceptwhere appointed at a general meeting, directors stand far election by shareholders at the first Annual General Meeting [AGM]
following appointment and then stand for re-election at every third AGM (or such earlier AGM as the Board may determine) thereafter (under
Article 49] The Board has resolved that all directors who are willing to continue in office will stand for re-election by the sharehalders each year
at the AGM Either party can terminate on one month s written notice and no compensatian 1s payable in the event of an appointment being
terminated early The dates of their aniginal appointment were as follows

*Expiry of

Non-executse director Oate of appointment currentterm  Date of election/last re-election
B FJ Angebc 1 Juty 2010 2013 16 November 2010
DH Brydon 19 Apnil 2004 2013 16 November 2010
D J Challen 21 September 2004 2013 16 November 2010
5 J Chambers 27 November 2006 2013 16 November 2010
AC Quinn 1 August 2009 2012 146 November 2010
KR Tebbit 14 June 2006 2012 14 November 2010

*subject to the director s re-appaintment annually at each Annual General Meeting

The Board aof Directors, excluding Remuneration Committee members, 1s responsible for recommending the remuneration of the non-executive
directers wath the exception of the Chairman, whose remuneration 1s determined by the Remuneration Commuittee The fees payable to the non-
executive directors were last increased with effect from 1 August 2009 and for the full year 2010/11 comprised the following

Committee

charrmanship
Non-executve director Basic lee lee Total
DH Brydon £305,000 - £305,000
BFJ Angelicy £54,000 - £54,000
D J Challen® £54,000 £15,000 £6%9,000
S J Chambers £54,000 £15,000 £469,000
AC Quinn £54,000 - £54,000
KR Tebbit £54,000 - £54,000

*The fee payable to the Senior Independent Director 1s not paid ta Mr Challen in addition to that paid for hus chairmanship of the Audit Committee
The fees payable to the nan-executve directors will remain frozen at this level for the full year 2011/12

The Chairman and the non-executive directors are not eligible for bonuses or participation in share schemes and no pension allowances are
made on their behalf

Auditable part

The directors remuneration tables and accampanying notes on pages 80 and 81, the directors pensions allowances and accompanying notes
on page 80, and the directors share options and awards table on page 83 have been audited

The Directors remuneration report has been approved by the Board and signed on its behalf by

S.J. Chambers
27 September 2011 7<\

Saatk (g

82 Smiths Group plc Annual Report 2011




Group averview
Chairman and Chief Executive
Operating and financial review

Risks and responsibality
Governance
Accounts
Directors’ share option and long-term share plans
Optonsand  Options and
awards awards '
held on held on 1
31 July 2011 21 uly 2010 Option and award data Awards vested 2010711 “
Market pnce  Market pnce
Exercise Grant Vesting Expuy Exercise at date of at date of
Directar and Plans Number Number pree date date® date ** Number prce grant*"* exerise’
P. Bowman
PSP 0 75543 A nfa 11/12/07 13/12/10 91,747 nfa 1046 00p 1254 95p
## the balance of the award over 23,794 shares lapsed
0 377N B nfa 11/12/07 13/12/10 37,771 nfa 1066 00p 1254 95p
CiP 78199 78,199 c nfa 20/10/08 Oct2011 Qct 2011
62919 62919 c nfa 15/10/09 Oct 2012 Oct 2012
112,169 0 c nfa 05/10/10 Oct 2013 Oct 2013
SAYE 2,750 2,750 - 56900p 21/05/09 01/08/14 01/02/15
P.A. Turner
CIP 11,764 0 nfa 05/10/10 Oct 2013 Oct 2013
Yalue sharing plans
V5P awards  VSP awards
held on held on
310uy 2011 31 Juky 2010 Award data Awards vested 2010/11
Shares per  Shares per Marketprice  Markel pnice
£5m surplus  ESm surplus Exertise Grant Vesting Expiry Exeruse at date of at date of
Director and Plans value value price date date* date Number pree grant*~ exercise”®
P Bowman
VSP 2008 417 417 D n/a 28/07/08 Oct2011 Oct 2011
833 833 E nfa 28/07/08 Oct2011 Oct 2011
57 417 0 nfa 28/07/08 Oct2012 Oct 2012
833 833 E nfa 28/07/08 Oct2012 Oct 2012
VSP 2010
240 0 F nfa 17/12/10 Oct2013 Oct 2013
560 0 G nfa 17/12/10 Oct2013 Oct 2013
P.A. Turner
VSP 2010 6 0 nfa 17/12/10 Oct 2013 Oct 2013
224 0 nfa 17/12/10 Oct 2013 Oct 2013
Key
Psp The Srmiths Group Perfarmance Share Plan
ciP The Smiths Graup Co-Investment Plan
SAYE The Smiths Group Sharesave Scheme

VSP2008  The Smiths Group Value Sharning Plan

VSP2010  The Smiths Group 2010 Value Shanng Plan
The vesting dates shawn above In respect of awards made under VSP 2008 VSP 2010 and CIP are subject to the relevant performance test being passed
The expiry dates shown abave apply in normal circumstances No expiry date 15 shown if the option or award was exercised or vested or lapsed pnior 1o 26 September 2011

# Actual sale price on date of exercise option or vesting of award

Market pnce of a Smiths share at date of grant if different from exercise price] The exercise price of an option under the SAYE is set at 20% less than the mid-market closing
price of a Smiths share on the business day preceding the day on which employees are invited to participate in the grant
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Performance tests
PSP Earnings Per Share [EPS] growth test

PSP Tetal Shareholder Return [TSR] rank test
CIP Return on Capital Employed [ROCE! test
Surplus Shareholder Value - VSP 2008 TSR Test
Surplus Internal Value - VSP 2008 PBT Test
Surplus Sharehaolder Value - VSP 2010 TSR Test
Surplus Internat Value - VSP 2010 PBT Test

- There are na performance criteria for SAYE

@ M m Do m >

Notes
The high and tow market prices of the ardinary shares during the penod 1 August 2010 to 31 Juty 2011 were 1450p and 1087p respectively

The mid-market closing price on 31 July 2010was 1114p and on 31 July 2011 was 1135p

The mid-market closing prices of @ Smiths share an the dates of awards made to directors in the 2018/11 financral year was 1240p (for the CIP Awards) and 1235p (for the VSP 2010
Awards)

The option over 2 750 shares granted ta and held by directors under SAYE at 31 July 2011 was granted at an exercise price below the market price of a Smiths Group share on 246 September
2011 [922p)

None of the aptions ar awards listed above was subject to any payrment on grant

Options and awards which lapsed or partially lapsed during the financial year ended 31 Juty 2011 are indicated in the tables above by a double hash mark [##] no other options or awards
held by any director lapsed dunng the period 1 August 2010 ta 31 Juty 2013

No ather Director held any options over the Company s shares dunng the period 1 August 2010 to 31 July 2011
No options or awards have been granted to or exercised by directors or have lapsed during the pened 1 August to 25 September 2011

At31 July 2011 the trustee af the Employee Share Trust held 855 shares [none of the directors had an interest In these shares at 31 July 2011) The market value of the shares held by the
trustee on 31 Juty 2011 was £9 704 and dnadends of approximately £296 were wawved in the year in respect of the shares held by the trustee dunng the year

Special provisions permit earty exercise of options and vesting of awards in the event of retirement redundancy death, etc

PSP awards granted 1n 2007

Smiths TSR over the performance period for the 2007 PSP awards (24 October 2007 to 24 Octeber 2010) ranked 16th in the comparator group
of FTSE 100 companies [excluding financial services companiesl, a level of performance equivalent to the 78th percentile Based on the vesting
schedute under which 25% of the TSR element of the award (being ane third of the total award] would vest at median and 100% of the element
would vest at 75% or above, the TSR element of the 2007 awards vested in full Smiths EPS growth over the performance period was 9 1% pa
Based on the vesting schedule under which 25% of the EPS element of an award [being two-thirds of the total award] would vest if EPS growth was
5% pa and 100% of the element would vest if EPS growth was 12% p a , 68 5% of the EPS element of the 2007 awards vested and 31 5% lapsed
Overall, 79% of the 2007 PSP Awards vested

CIP awards granted in 2007
Smiths ROCE over the performance period for the 2007 CIP awards (1 August 2007 to 31 July 2010] exceeded the Company s wetghted average
costs of capital [WACC) over the period by mare than 1% p a Accordingly the 2007 CIP Awards vested in full
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Accounts

Company law requires the directors to prepare accounts for each financial year Under company law the directors must not approve the accounts
unless they are satisfied that they give a true and fair view of the state of affairs of the Group and the Company and of the profit or loss of the Group
for that period In prepanng these accounts, the directors are required to

« select suitable accounting policies and then apply them consistently,
* make judgements and accounting estimates that are reasonable and prudent,

* state whether the consolidated accounts comply with International Financial Reporting Standards [ IFRS |, and the Parent Company accounts
comnply wath applicable UK Accounting Standards, subject to any raterial departures disclosed and explained in the accounts,

= prepare the accounts on the going concern basis unless 1t 1s iInappropnate to presume that the Group and the Company will continue in business

The directors are respansible for keeping adequate accounting records that are sufficient to show and explain the Group and the Companys
transactions and disclose with reasonable accuracy at any tirme the financial position of the Group and the Company and enable them to ensure
that the accounts and the Directors remuneration report comply with the Campanies Act 2006 and, as regards the Group financial statements,
Article 4 of the 1AS Regulation They are also responsibie for safeguarding the assets of the Group and the Company and hence for taking
reasanable steps for the preventton and detection of fraud and other irregulanties

In accordance with the Disclosure and Transparency Rules of the UK Listing Authonity, each of the directors [who are listed in the Group directors
report] confirms that to the best of his or her knowledge

» the Group s financial statements have been prepared in accordance with IFRS and give a true and fair view of the Group s assets, labilities and
financial position as at 31 July 2011 and of its profit for the financial year then ended, and

* the Group directors report includes a fair review of the development and performance of the business and the position of the Group, together
with a description of the pnnaipal risks and uncertainties that the Group faces

Philip Bowman Peter Turner W
Chief Executive \IL O o Q&\*‘_;\___ R Finance Director W
27 September 2011 Q\_
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Independent auditors’ report to
the members of Smiths Group plc

We have audited the Group financial statements of Smiths Group plc for the year ended 31 July 2011 which comprise the consolidated income
statement, the consolidated statement of comprehensive income, the consolidated balance sheet, the consolidated statement of changes 1n
equity, the consolidated cash-flow staternent, the accounting policies and the related notes The financial reporting framework that has been
applied in their preparation 1s applicable law and International Financial Reporting Standards [IFRSs) as adopted by the European Unton

Respective responsihilities of directors and auditors

As explamned more fully in the Statement of Directors responsibilities, the Directors are responsible for the preparation of the Group financial
statements and for being satisfied that they give a true and fair view Our responsibility 1s to audit and express an opinion an the Group financial
staternents in accordance with applicable law and International Standards on Auditing (UK and Ireland] Those standards require us to comply
with the Auditing Practices Board s Ethical Standards for Auditors

Thus report, including the opinions, has been prepared for and only for the Company s members as a body in accardance with Chapler 3 of Part 16
of the Companies Act 2006 and for no other purpose We do nat, in gmng these opinions, accept or assume responsibility for any other purpase or
to any other person to whom this report is shown or into whaose hands it may come save where expressly agreed by our pnor consent inwnting
Scope of the audit of the financial statements

An audit Involves obtaining ewdance about the amounts and disclosures in the financiat statements sufficient to give reasonable assurance that
the financial statements are free from matenal misstatement, whether caused by fraud ar error This includes an assessment of whether the
accountming polictes are appropnate to the Group s circumnstances and have been consistently applied and adequately disclosed, the reasonableness
of significant accounting estimates made by the Directors, and the overall presentation of the financial statements In addition, we read all the
financial and non-financiat information 1n the Annual Repert to identify materal inconsistencies with the audited financial statements If we
becarne aware of any apparent matenal misstatements or inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the Group financal statements

» give a true and fair view of the state of the Group s affawrs as at 31 July 2011 and of s profit and cash flows for the year then ended,
= have been properly prepared in accordance with IFRSs as adopted by the European Union, and
» have been prepared i accordance with the requirements of the Companies Act 2006 and Article 4 of the LAS Regulation

Opirian on other matters prescribed by the Companies Act 2006

tn our opinion the Information given in the Group Directors report for the financial year far which the Group financial statements are prepared
15 consistent with the Group financial staterments

Matters on which we are required to report by exception
We have nothing to report in respect of the followang

Under the Companies Act 2006 we are required to report to you if, in our opinion

+ certain disclosures of Directors remuneration specifted by law are not made, or
= we have not recewed all the information and explanations we require for our audit
Under the Listing Rules we are required to review

« the Directors statement in relation to going concern,

= the part of the Corporate governance statement relating to the Company s compliance with the nine provisions of the UK Corporate Governance
Code specified for our review, and

* certain elements of the report to shareholders by the Board on directors remuneration

Other matter

We have reported separately on the Parent Company financial statements of Smuths Group ple for the year ended 31 July 2011 and on the
information in the Directors’ remuneration report that s described as having been audited

Martin Hodgson [Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLLP X “’

Chartered Accountants and Statutory Auditors )
London

27 September 2011

Notes
[a) The maintanance and integnity of the Smiths Group plewebsite 1s the responsibibity af the Directors, the work carned aut by the auditors does not nvolve consideration of these matters
and accordingly the auditors accept no respansibility for any changes that may have occurred to the Group financial stalements since they were initially presented an the website

[b] Legislation in the United Kingdom gaverning the preparation and dissernination of financial statements may differ from legiskation In other junsdictions
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Consolidated income statement

Group overview
Chaiman and Chief Executrve
Operating and financial review

Risks and responsibility
Governance
Accounts
Year ended Year ended
MAy2011 38 Ay 2010
Notes £m £m
Continuing operations
Revenue 1 2,842.0 2769 6
Cost of sales (1,534 0F (147631
Gross profit 1,308 0 12933
Sales and distribution costs (384.3) 1369 7l
Administrative expenses (490.1) {491 0)
Profit on disposal of businesses 4 4.4 33
Operating profit 2 438.0 4359
Compnising
- headline operating profit 3 516.9 492 4
— exceptional iterns, amortisation of acquired intangibles 3 (78.9) (54 5]
4380 4359
Interest recelvable 1.8 36
Interest payable (60 3] (65 1]
Other financing losses {9 2] (5 4]
Other finance income - retirement benefits 233 23
Finance costs 5 (44 4) [64 6}
Share of post-tax profits of associated companies 14 4.3 18
Profit before taxation 397.9 3731
Compnising
- headline profit before taxation 3 486.0 4350
- exceptional items, amortisation of acquired intangibles and other financing gains and losses 3 (88.1) (619
397.9 3731
Taxation 6 (91.8) (78 9)
Profit after taxation - continuing operations 306.1 2942
Profit - discontinued operations 7 79.0 164
Profit for the year 385.1 3104
Attributable to
Smiths Group shareholders 383.8 3100
Non-controlling interests 1.3 06
385.1 3106
Earmings per share 9
Basic 98.0p 79 5p
Basic - continuing operations 77 8p 75 3p
Diluted 97.1p 789
Diluted - continuing operations 77.1p 74.8p

References in the consolidated income statement, consolidated statement of comprehensive iIncome, consolidated balance sheet, cansolidated
statement of changes in equity and consolidated cash-flaw statement relate to notes on pages 98 to 129, which farm an integral part of the

consolidated accounts
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Consolidated statement
of comprehensive income

Year ended Year ended
M July2001 31 Juy 2010
Notes £m £m
Profit for the penod 385.1 3106
Exchange (lossesl/gains 9.3) 814
Actuanial losses on retirement benefits 10 (0.2) (152
Taxahon recognised on actuanal movements b 10.9 122
Fair value gains/{losses)
- on available for sale financial assets £.1 02
- deferred in the period on cash-flow and net investment hedges 8.3 f41 8)
- reclassified to Income statement (0.2) {03
Total other comprehensive income 136 367
Total comprehensive Income 398.7 3473
Attributable to
Smiths Group shareholders 397.0 3459
Non-controling interests 1.7 14
3987 3473
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Consolidated balance sheet

Group overview

Chairman and Chief Executve
Operating and fnancial review

Risks and respons:bility
Gevernance
Accounts
3tauly201 31 Juy 2010
Notes £m £m
Non-current assets
Intangible assets 1z 1,610.2 1,6384
Property, plant and equipment 13 282.8 3027
Investments accounted for using the equity method 14 185 136
Financial assets - other investments 15 3146 270
Retirement benefit assets 10 140.6 803
Deferred tax assets ) 174.8 1942
Trade and other recevables 17 33.6 338
Financial dervatives b7 6.4 108
22985 23010
Current assets
Inventeones 18 4325 3900
Current tax receivable 164
Trade and other receivables 17 6128 5789
Cash and cash equivalents 18 261.1 1729
Financial derwvatives 22 57 155
1,328.5 11573
Total assets 3,627.0 34583
Non-current Liabilities
Financial babilities
- borrowings 20 (978.4) [995 0]
- financial derwatives 2 (1.5) 1
Provisions for liabilities and charges B (174.1) (2308)
Retirement benefit obligations 10 (33961  [3854]
Deferred tax liabiities 6 177 é) (77 8}
Trade and other payables 1 (45.1) (273}
1,616.3) 1,717 4]
Current Liabilities
Financial Liabitities
- borrowings 2 1.7 147
- financiat dervatives n (8.9) (149
Provisions for liabilities and charges 2 747 (70 4)
Trade and ather payables 19 (454.2) 428 2)
Current tax payable (81.3] (27
1630.8) (640 9)
Total kiabilities (2,247.1) (2.3585)
Net assets 1,3799 10998
Shareholders’ equity
Share capital 24 1471 1465
Share premium account 329.1 3153
Capital redemption reserve 5.8 58
Revaluation reserve 1.7 17
Merger reserve 234.8 2348
Retained earnings 5 775 6 5195
Hedge reserve ] (120 &) (1288
Total shareholders egquity 13735 10748
Non-controlling interest equity 64 50
Total equity 1,379.9 1,099 8

The accounts on pages 87 to 129 were approved by the Board of Directors on 27 September 2011 and were signed on iis behalf by

Philipp Bowman
Chief Executive

Peter Turner

Finance Director K/?M’_’
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Consolidated statement
of changes in equity

Share capital Equity
and share Other Retained Hedge  shareholders Non-controlling Total
premiurn reserves earnings reserve funds nterest equity
Notes Em £m £€m fm £m £m
At 31 July 2010 4618 2423 5195 (1288) 10948 50 10998
Profit for the year 3838 3838 13 3851
Cther comprehensive income
Exchange {losses)/gains 28] 01 197 04 193
Actuanial losses on retirement benefits and related tax 107 107 107
Farr value gains/llosses] 41 81 122 122
Total comprehensive income for the year 3888 82 3970 17 3987
Transactions relating to ownership interests
Exercises of share options 2 144 144 14 4
Taxation recognised on share options 4 (18] (18] (18]
Purchase of own shares 2% (86 {84 (84
Diwvdends
- equity shareholders 8 (1356 1) (136 1) (136 1]
- non-controlling Interest 03 03
Share-based payment 0 138 138 138
At 31 July 2011 476.2 242.3 775.6 (120.6) 1,3735 64 1,379.%
Share capual Equity
and share Other Retained Hedge  shareholders Mon-controlling Total
prernium reserves earnings reserve tunds tnterest equity
Nates €m Em £m £m £m fm £m

At 31 July 2009 4525 2423 2513 (87 1} 859 0 38 8628
Profit for the year 3100 3100 0é 3104
Other comprehensive income
Exchange gains B804 02 804 08 814
Actuanal losses on retirement benefits net of tax (30 30 (30]
Farr value gains/|losses} 02 419 417 1417}
Total comprehensive income for the year 3876 417 3459 14 3473
Transactions relating to ownership interest
Exercises of share options 91 06 97 97
Taxation recogrused an share options 6 24 24 24
Purchase of own shares 02 02
Drmwidends
~ equity shareholders 8 (132 5) (132 5] (132 5}
- nan-controlling interest 02 (02
Share-based payment a0 103 103 103
At 31 July 2010 4818 262.3 56195 (128.8] 1,094.8 50 1,099.8
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Consolidated cash-flow statement

Group gverview

Chairman and Chief Executve
Dperating and financal review
Risks and responsibility
Governance
Accounts
Year ended Year ended
N huy2011 31y 2010
Notes £m €m
Net cash inflow from operating acuvities 2 kKyaly 4105
Cash-flows from investing activities
Expenditure on capitabised development (30.6) {24 3]
Expenditure on other intangible assets (10.2) [7 6)
Purchases of property, plant and equipment (49.3) (47 0)
Disposals of praperty, plant and equipment 45 248
Investrment In financial assets (0.3 (253)
Acguisition of businesses (18.5) 1327
Disposal of Aerospace ? (62 199
Disposals of businesses 39 11
Net cash-flow used in Investing actmties (106.7) (191 1)
Cash-flows from financing activities
Proceeds from exercise of share options % 144 97
Purchase of own shares {8 8)
Dividends paid to equity shareholders 8 (134.1) {13251
Divdends paid to non-controlling interests (0.3) (02
Cash inflow/[outflow] from matured dervative financial instruments 10 [15)
Increase in new barrowings 16 4668
Reduction and repayment of berrowings (1.2) (408 4]
Net cash-flow used in financing actvitias (129.2) {66 1]
Net increase in cash and cash equivalents 85.8 1533
Cash and cash eguivalents at beginning of year 172.2 197
Exchange differences 2.7 (08
Cash and cash equivalents at end of year 18 260.7 1722
Cash and cash equivalents at end of year compnise
- cashat bank and in hand 232.0 1363
- short-term deposits 291 366
-~ bank overdrafts 04 .7
2607 1722
Inctuded in cash and cash equivalents per the balance sheet 2511 1729
Inctuded in averdrafts per the balance sheet (0.4) @7
2607 1722

The consolidated cash-flow statement includes cash-flows relating to discontinued operations See note 7 for details of these cash-flows
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Accounting policies

Basis of preparation

The accounts have been prepared in accordance with the Companies Act 2004 applicable to compantes reporting under International Financial
Reporting Standards (IFRS) and International Financial Reporting Interpretations Commuttee [IFRIC] interpretations, as adopted by the European
Union in response to the J1AS regulation [EC 1606/2002), under the historical cost convention modified to Include revaluation of certain financial
instruments, share options and pension assets and tabilities, held at fair value as descnbed below

The accounting policies adopted are consistent with thase of the previous financial year except that the Group has adopted
« Amendment to I1AS 32 Financial instruments Presentation on classification of rights 1ssues

¢ IFRIC 19 Extinguishing financial liabsilsties with egurty instruments

¢ |FRS 2 Share-based payment - Group cash-settled share-based payment transactions

These changes have not matenally affected reported financial position er performance

Significant judgements, key assumptions and estimates

The preparation of the accounts in conformity with generally accepted accounting pnnciples requires management to make estimates and
assumphions that affect the reported amounts of assets and Liabilities and disclosure of contingent assets and labilities at the date of the accounts
and the reported amounts of revenues and expenses duning the reporting penod Actual results may differ from these estimates The key estimates
and assumptions used in these consolidated financial statements are set out below

Revenue recognition

The timing of revenue recognition on long-term tunded contracts depends on the assessed stage of completion of contract activity at the balance
sheet date This assessment requires the expected total contract revenues and costs to be estimated based on the current progress of the contract

Revenue of £27 9m (2010 £23 ém) has been recognised in respect of contracts in progress at the year end with a total expected value of £129.3m
(2010 £116 2m) A 5% increase in the proportion of the contract activity recognised in the current year wauld have Increased operating profit
by an estimated £1 1m (2010 £0 4m)

Impairment
Goadwill 1s tested at least annually for impairment in accordance with the accounting policy for goodwill set out below The recoverable amaunts
of cash generating units are determined based on value in use calculations These calculations require the use of estimates including projected

future cash-flows and other future events See note 12 for details of the cnitical assumptions made and disclosures on the sensitmty of the
impairment testing to these key assumptions

Provisions for liabilities and charges
The consolidated financial statements include a prowision for litigation of £196 1m (2010 £191 4m)

As previously reported, John Crane, Inc, a subsidiary of the Group, 1s currently one of many co-defendants in litigation relating to products
previously manufactured which contained asbestos Provision has been made for the future defence costs which the Group 1s expected to incur
and the expected costs of future adverse Jjudgments against John Crane, Inc However, because of the significant uncertainty associated with
the future level of asbestos claims and of the costs ansing out of the related tigation, there can be no guarantee that the assumptions used to
estimate the provision will result in an accurate prediction of the actual costs that may be incurred and, as a result, the provision may be subject to
patentially matenial revisions from time to time if new information becomes available as a result of future events John Crane, Inc takes account
of the advice of an expert in asbestos liability estimation in quantifying the expected costs In the current periad the method used to calculate the
expected costs of defending claims has been conformed to the approach used to calculate the expected cost of adverse judgments following the
appointment of Bates White LLC to value both elements of John Crane, Inc s exposure See note 23 for details

The Group has on occasion been required to take legal action to protect its intellectual property and other nghts against infrngement It has
also had to defend itself against proceedings brought by other parties, including product liability and insurance subrogation claims Prowston
15 made for any expected costs and labilities in relation to these proceedings where approprate, thaugh there can be no guarantee that such
provistons fwhich may be subject to potentially matenal revision frorn trme 1o el will accurately predict the actual costs and habilities that may
be incurred

Retirement benefits

The consolidated financial statements include casts In relation to, and prowsien for, retirerment benefit abligations The costs and the present
vatue of any related pension assets and babibties depend on such factors as bie expectancy of the mernbers, the returns that plan assels generate
and the discount rate used to calculate the present value of the babilities The Group uses previous expenence and impartial actuanal advice to
select the values of cntical estimates The estimates, and the effect of vanances in key estimates, are disclosed in note 10

At 31 July 2011 there 1s a retirement benefit asset of £140 6m (2010 £80 3m) which arises from the rights of the employers to recover the surplus
at the end of the Uife of the scheme 1§ the pension schemes were wound up while they sutt had mernbers, the schemes would need to buy out the
benefits of all members The buy outs would cost significantly mare than the present value of the scheme liabilities calculated in accordance with
1AS 19 Employee benefits

Taxation

The Group has recognised deferred tax assets of £24 0m 12010 £31 9m) relating to losses and £50 6m 12010 €47 4m relating to the John Crane,
Inc ttigation provision The recognition of assets pertaining to these items mvolves judgement by management as to the likelihood of realisation
of these deferred tax assets and this i1s based an a number of factors, which seek to assess the expectation that the benefit of these assets will be
realised, including appropnate taxable temperary tming differences and it has been concluded that there are sufficient taxable profits in future
periads ta support recagribion Further detail an the Graup s deferred taxation position s included in nate 4
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Group overview

Chairman and Chief Executive
QOperating and financial review
Rigks and responsibility
Governance

Accounts

Accounting policies

Basis of consolidation

The cansclidated accounts incarporate the financial statements of Sriths Group ple [ the Company ) and its subsidiary undertakings, together
with the Group s share of the results of its associates

Subsidiares are all entities over which the Company has the power to govern the financial and operating policies generally accompanying
a shareholding of more than one half of the voting nghts Subsidianes are fully consolidated from the date on which this power 1s transferred
to the Campany to the date that control ceases

Associates are entities aver which the Group has significant influence but does not control generally accompanied by a share of between 20% and
50% of the voting nghts lnvestments in associates are accounted for using the equity method

Foreign currencies

The Companys presentational currency is sterling The results and financial position of all subsidiaries and associates that have a functional
currency different from sterling are translated into sterling as follows

= assets and labilities are lranslated at the rate of exchange at the date of thal balance sheet
» iIncome and expenses are translated at average exchange rates for the period, and
s all resulting exchange differences are recegnised as a separate component of equity

Dn consolidation, exchange differences ansing from the translation of the net investment in foreign entities, and of borrowings and other currency
instruments designated as hedges of such investments, are taken to shareholders equity When a foreign operation 1s sold, the cumulative
amount of such exchange differences is recognised in the income staterment as part of the gain or loss on sale

Exchange differences arising on transactions are recognised in the incame statement Thase arising on trading are taken to operating profit,
these ansing on borrowings are classified as finance income ar cost

Revenue
Revenue 1s measured at the fair value of the consideration receved, net of trade discounts and sales taxes Revenue is discounted anly where the
impact of discounting 1s matenal

Sale of goods

Revenue fram the sale of goods 1s recognised when the risks and rewards of ownership have been transferred to the customer, the amount of
revenue can be measured reliably and recovery of the consideration 1s probable For established products with simple installation requirements
revenue is recognised when the product is delivered to the customer in accardance with the agreed delivery terms For products which are technically
innovative, highly customised or require complex installation, revenue 15 recogrised when the customer has completed its acceptance procedures

Services

Revenue from services 1s recagnised In accounting perieds in which the services are rendered, by reference to completion of the specific
transaction, assessed on the basis of the actual service provided as a proportion of the total services to be prowded Depending on the nature
of the contract, revenue will be recognised on the basis of the propartion of the contract term completed, the proportion of the contract costs
incurred or the specific services provided to date

Construction contracts

Contracts for the construction of substantial assets are accounted for as construchion contracts If the customer specifies major structural
elements of the design, including the ability to amend the design dunng the construction process These projects normally involve installing
customised systems with site specific integration requirements

Where the outcome of a construction contract can be estimated reliably, revenue and costs are recogrised by reference to the stage of completion
af the contract actmty at the balance sheet date The Group uses the percentage of completion methad to determine the appropnate amount to
recognise in a given period The assessment of the stage of completion is dependent on the nature of the contract, but wall generally be based on
the estmated proportion of the total contract costs which have been incurred to date If a contract 1s expected to be loss-making, a provision 1s
recognised for the entire loss

Employee benefits
Share-based compensation
The Group operates a number of equity-settled and cash-settled share-based compensation plans

The fair value of the shares or share options granted 1s recognised as an expense over the vesting period to reflect the value of the employee
services received The fair value of aptions granted, excluding the impact of any non-market vesting conditions, 1s calculated using established
option pricing models, prinapally binomial models The probability of meeting non-market vesting conditions, which include profitabibty targets,
Is used to estimate the number of share options which are likely to vest

Far cash-settled share-based payment, a liability 1s recognised based on the fair value of the payment earned by the balance sheet date
For equity-settled share-based payment, the corresponding credit 1s recognised directly in reserves
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Accounting policies
continued

Pension ohligations and post-retirernent benefits
The Group has both defined benefit and defined contribution plans

For defined benefit plans the labibty for each scheme recogrised in the balance sheet i1s the present value of the defined benefit obligation at
the balance sheet date less the fair value of plan assets The defined benefit obligation 15 calculated annually by independent actuanes using the
projected unit credit method The present value of the defined benefit obligation is determined by discounting the estimated future cash outflows
using interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits will be paid, and that have terms to
matunty approximating to the terms of the related pension Liability Actuarial gains and losses arising from experience adjustments and changes
in actuanal assumptions are recogrused in fult in the period in which they occur, outside of the iIncome statement and are presented in the
statement of comprehensive Income Past service costs are recognised immediately in the income staterment, unless the changes to the pension
plan are condittonal on the employees remaining In service for a specified period of time [the vesting penod] In this case, the past serace costs
are amortised cn a straight-line basis over the vesting period

For defined contnbution plans, the Group pays contributions to publicly or privately administered pension insurance plans on a mandatory,
contractual or voluntary basis Contributions are expensed as incurred

The Group also has certain post-retirement healthcare schemes which are accounted for on a similar basis to the defined benefit plans

Exceptional items

Items which are matenal either because of their size or their nature, and which are non-recurnng, are presented within their relevant consolidated
income statement category, but highighted through separate disclosure The separate reporting of exceptional tems helps provde a better
picture of the Company s underlying performance Items which are included wathin the exceptional category include

= profits/(losses) on disposal of businesses and costs of acquisitions,

* spend on the integration of significant acquisitions and other major restructuring programmes,
= significant goodwill or ather asset impairments,

= income and expenditure relating to John Crane, Inc asbestos litigation, and

= other particularly significant or unusual iterns

Exceptional items are excluded frorm the headline profit measures used by the Group The basis of calculation of these measures 1s explaned
In note 3
Discontinued aperations

A discontinued aperation 1s a component of the Groups business that represents a separate major line of business or geographical area
of aperations that has heen disposed of, has heen abandaned or meets the critena to be classified as held for sale

Discontinued operations are presented on the income statement as a separate line and are shown net of tax

Assets and businesses held for sale

Assets and businesses classified as held for sale are measured at the lower of carrying amount and fair value less costs to sell Impairment
losses on initial classification as held for sale and gains or losses on subsequent re-measurements are included in the income statement
No depreciation is charged on assets and businesses classified as held for sale

Assets and businesses are classified as held for sale if their carrying amount wall be recovered or settled principally through a sale transaction rather
than through continuing use The asset or business must be available for Immediate sale and the sale must be highly prabable within ane year
Intangible assets

Goadwall

Goodwill represents the excess of the cost of an acquisition aver the fair value of the Group s share of the identifiable net assets of the acquired
subsidiary at the date of acquisition

Goodwill ansing from acquisitions of subsidianes after 1 August 199815 included in intangble assets, tested annually for impairment and carried
at cost tess accumulated impairment losses Gains and losses on the disposal of an entity include the carming amount ef gaodwill relating to the
entity sold Goadwill ansing from acquisiions of subsidiaries before 1 August 1998 was set against reserves in the year of acquisition

Goodwill 1s tested for impairment at teast annually Any impairment 1s recogrised immediately in the income statement Subsequent reversals
of impairment losses for goodwill are not recognised

Research and development
Expenditure on research and development is charged to the income statement in the year in which it 1s incurred with the exception of

= amounts recoverable from third parties, and
» expenditure incurred in respect of the developrment of major new products where the outcome of those projects 1s assessed as being reasenably

certain as regards viabibity and technical feasibility Such expenditurets capiialised and amortised straight line over the estimated perod of sale
for each product, commencing in the year that sales of the preduct are first made

The cost of developrment projects which are expected to take a substantial period of time to complete, and commenced after 1 August 2009,
includes attnbutable borrawing costs
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Group averview

Chairman and Chief Executive
Operating and financial revew
Risks and responsibility
Governance

Accounts

Intangible assets acquired in business combinations

The dentifiable net assets acquired as a result of a business combination may include intangible assets other than goadwill Any such intangible
assets are amortised straight line over their expected future lives

The estimated useful lives are as follows

Patents, licences and trademarks up to 20 years
Technology upto 12years
Customer relationships up to 7 years

The assets useful bves are reviewed, and adjusted f appropriate, at each balance sheet date

Software, patents and intellectual property
The estimated useful lives are as follaws

Saftware up to 7 years
Patents and intellectual property shorter of the economic Ufe and the pencd the right is legally enforceable
The assets useful lives are reviewed, and adjusted If appropriate, at each batance sheet date

Property, plant and equipment
Property, plant and equipment is stated at historical cost less accumulated depreciation and any recognised impairment losses

Land 1s nat depreciated Oepreciatian is prowded an other assets estimated to winte off the depreciable amount of relevant assets by equal annual
instalments aver their estimated useful lives In general, the rates used are Freehold and long leasehold buildings = 2%, Shart leasehold property
- over the period of the lease, Plant, machinery, etc ~ 10% ta 20%, Fixtures, fittings, tools and other equipment — 10% to 33%

The cost of any assets which are expected to take a substantial peniod of time to complete whose canstruction began after 1 August 2009 includes
attnbutable borrowing costs

The assets residual values and useful bves are reviewed, and adjusted if appropriate, at each balance sheet date An assets carrying amount
1s wntten down immediately to its recoverable amount if the asset s carrying amount 1s greater than its estimated recoverable amount

Leases

Leases in which a signifrcant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases Payments
made under operating leases are charged to the Income statement on a straight-line basis over the period of the lease

Inventories

Inventories are stated at the lower of cest and net realisable value Cost 1s determined using the first-in, first-out (FIFO) method The cost of
finished geeds and work in progress comprises raw matenals, direct labour, other direct costs and related production overheads [based
on normal aperating capacity] The cost of items of inventory which take a substantial peniod of time to complete includes attnbutable barrowang
costs for all items whose production began after 1 August 2009 Net realisable value 1s the estimated selling price 1n the ordinary course
of business, less applicable vanable selling expenses

Trade and other receivables

Trade recewvables are initially recagnised at fair value and subsequently measured at amortised cost, less any appropnate provisian for estimated
irrecaverable amounts A prowvision 1s established for irrecoverable amounts when there 1s abjective evidence that amounts due under the oniginal
payment terms will not be collected

Provisions

Provisions forwarranties and preduct liability, dispesal indemnities, restructuring costs, vacant leasehold property and tegal claims are recognised

when the Company has a legal or constructive obligation as a result of a past event, it 1s probable that an outflow of resources will be required
to settle the obligation, and the amount has been reliably estimated Provisions are not recognised for future operating losses

Provisions are discounted where the time value of money 1s material

Where there are a number of similar obligations, for example where a warranty has been given, the tikelihood that an outflow will be required
in settlement is determined by considering the class of obligations as a whole A prowsion 1s recognised even if the likelihaod of an outflow with
respect to any one item included in the same class of obhgations may be small

Taxation

The charge for taxation 1s based on profits for the year and takes into account taxation deferred because of temporary differences between the
treatment of certain iterns for taxation and accounting purposes

Deferred tax 1s provided 1n full using the balance sheet liabibty method A deferred tax asset is recognised where it is probable that future taxable
Incorne will ke sufficient ta utilise the available relief Tax 1s charged or credited to the income statement except when 1t relates to ttems charged
or credited directly to equity, in which case the tax s also dealt with In equity

Deferred tax 1s prowded on temporary differences ansing on investments in subsidianes and associates, except where the timing of the reversal
of the temparary differences 1s controlled by the Company and it 1s probable that the temporary difference will not reverse in the foreseeable future

Deferred tax babiities and assets are not discounted
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Accounting policies
continued

Cash and cash equivalents
Cash and cash equivalents include cash at bank and in hand and highly liquid interest-beanng secunties with matunities of three months or less

In the cash-flow statement, cash and cash equivalents are shown net of bank overdrafts, which are mcluded as current borrowings in Liabibities
an the balance sheet

Financial assets

The classification of financial assets depends on the purpase for which the assets were acquired Management determines the classificatron
of an asset at iitial recognition and re-evaluates the designation at each reporting date Financial assels are classified as loans and recenvables,
avadable for sale financial assets or financial assets where changes in fair value are charged (or credited) to the income statement

Financial assets are Iniially recogrised at transaction price when the Group becornes party to contractual obligations The transaction price used
includes transaction costs unless the asset 1s being fair valued through the iIncome statement

The subsequent measurement of financial assets depends on their classification Loans and receivables are measured at amortised cost using
the effective interest rate method Available for sale financial assets are subsequently measured at farr value, with unrealised gains and losses
being recogrused in other comprehensive income Financial assets where changes in fair value are charged {or credited] to the income statement
are subsequently measured at fairvalue Realised and unrealised gains and losses anising fram changes in the fair value of the financial assets
at fair value through the Income statement category are included in the income statement 1n the period in which they arise

Financial assets are derecognised when the right to receive cash-flows from the assets has expired, or has been transferred, and the Company
has transferred substantially all of the risks and rewards of ownership When securities classified as available for sale are sold or impaired,
the accumulated fair value adjustments previously taken to reserves are included in the income statement

Financial assets are classified as current if they are expected to be realised within 12 months of the balance sheet date

Ftnancial babibities

Borrowings are imtially recognised at the fair value of the proceeds, net of related transaction costs These transaction costs, and any discount
or premium on 1ssue, are subsequently amortised under the effective interest rate method through the income statement as interest over the Ufe
of the loan, and added to the liability disclosed in the balance sheet Related accrued interest i1s included in the borrowings figure

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least one year
after the balance sheet date

Derivative financial instruments and hedging activities
Derwvatives are initially recognised at fair value on the date a denvative contract 1s entered into and are subsequently remeasured at their fair

value The method of recognising any resulting gain or loss depends on whether the dervative 1s designated as a hedging instrument and, if so,
the nature of the item being hedged

Changes in the fair value of any dervative instruments that do not qualify for hedge accounting are recognised iImmediately 1n the iIncome statement

Fair value hedge

Changes in the fair values of dervatives that are designated and qualify as fair value hedges are recorded in the income statement, together wath
any changes in the fair values of the hedged assets or liabilites that are attnbutable to the hedged nsk

Cash-flow hedge

The effective portions of changes in the fair values of derivatives that are designated and qualify as cash-flow hedges are recognised in equity
The gain or loss relating to any ineffective partion is recognised immediately in the income statement

Amounts accumulated in the hedge reserve are recycled in the income statement in the periods when the hedged items will affect profit or loss
(for instance when the forecast sale that 1s hedged takes place] If a forecast transaction that 1s hedged results in the recognition of a non-financial
asset (for example, inventory] or a liability, the gains and losses previously deferred in the hedge reserve are transferred from the reserve and
inctuded in the itial measurement of the cost of the asset or lability

When a hedging instrument expires or 1s sold, or when a hedge no longer meets the cniteria for hedge accounting, any cumulative gain or
loss existing in the hedge reserve at that tme remains in the reserve and 1s recogrised when the forecast transaction 1s ultmately recognised
in the income statement When a forecast transaction is no longer expected to occur, the cumulative gain or loss that was reported in ather
comprehensive income 1s immediately transferred ta the income statement

Netinvestment hedge

Hedges of net investrnents in foreign operations are accounted for similarly to cash-flow hedges Any gain or loss on the hedging instrument
relating to the effective portion of the hedge is recognised in other comprehensive income, the gain or loss relating to any ineffective portion
Is recognised simmediately 1n the income statement

When a {oreign operation 1s disposed of gains and losses accumulated in equity related to that operation are included in the iIncome statement

96 Smiths Group plc Annuat Report 2011



Group overview

Chairman and Chief Executrve
Operating 2nd financeat review
Risks and responsibility
Governance

Accounts

Fair value of financial assets and Liabilities
The fair values of financial assets and financial liabilities are the amounts at which the instrument could be exchanged in a current transaction
between willing parties, other than in a forced or lquidation sale

IFRS 7 Financial instruments Disclosures requires fair value measurements to be classified according to the following hierarchy
¢ level 1- quoted prices In active markets for identical assets or habilities,
» level 2 - valuations in which all inputs are observable either directly lie as prices] or indirectly (ie derived from pricesl, and
* level 3 - valuations in which ane er mare tnputs are not based on observable market data
The Group uses the followang methods to estimate the fair values of its financial instruments
* cash, trade recewables and payables and iloating rate borrowings - the carrying value 1s a good approximation of the fair value,
= government bonds — quoted market prices [level 1),
« fixed rate borrowings - quoted market prices of equivalent instruments {level 2], and

s forward exchange contracts, currency swaps interest rate instruments and embedded dervatives - net present value of the future cash-flows,
calculated using market data at the balance sheet date [principally exchange rates and yield curves) [level 2)

Borrowings are carned on the balance sheet at amortised cost adjusted for fair value interest rate hedging The fair value of fixed rate borrowings
i1s only used for supplementary disclosures

Financial guarantees
Financial guarantees are initially recogrised at the fair value of the consideration received

At each subsequent balance sheet date an estimate 1s made of the payments which will be required under the guarantee in accordance with
|AS 37 Prowisions, contingent liabilities and contingent assets The guarantee 1s then valued at the higher of its initial value less revenue
recognised to date and the best estimate of the total payments which will be required under the contract

Any gains or losses on the contract are recognised in the Income statement

Dividends

Dmdends are recognised as a liability in the period in which they are authorised The intenm dividend 1s recogrised when it 15 paid and the final
divdend 1s recogmsed when it has been approved by shareholders at the Annuat General Meeting

Recent accounttny developments
The fallowing standards and interpretattons have been issued by the 1ASB and may affect future annual reports and accounts

* Amendment to IFRIC 14, IAS 19 - Prepayments of a mimimum funding requirement
* Amendment to 1AS 24 Related party disclosures
* Amendment to IFRS 7 Financial instruments Disclosures on derecognition

s |[FRS 9 Financial instruments

IFRS 10 Consolidated financial statements

[AS 27 (Revised 2011} Separate financial statements

IFRS 11 Joint arrangements

* 1AS 28 [Revised 2011) Associates and joint ventures
» IFRS 12 Disclosure of interests in other entities

» IFRS 13 Fair value measurement

» IAS 19 Employee benefits [revised 2011)

A review of the impact of these standards and interpretations 1s being undertaken, and the impact of adopting them will be determined once
this review has been completed Based on the work completed to date, the changes are not expected to have a matenial impact on the Group s
reported position or performance, except for the implementation of 1AS 19 Employee benefits frevised 2011] This standard which 1s expected
to be implemented in the year ending 31 July 2014, subject to EU approval, may then result in the recognition of a financing charge in respect
of retirernent benefits For the year ended 31 July 2011, calculating the finance charge in accordance with the new requirements would have
increased finance costs by £39 2m Under the current accounting policies the Group recognises actuanal gains and losses directly in Other
comprehensive Income, as required by the new standard

Parent company
The accounts of the parent company, Simiths Group plc, have been prepared in accordance with UK GAAP The Company accounts are presented
in separate financiat statements on pages 132 to 140

The pnncipal subsidianes of the parent company are listed 1n the above accounts

The ultimate parent campany of the Group 1s Smiths Group plc, a company incarporated in England and listed on the London Stock Exchange
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1 Segment information

Analysis by operating segment

The Group 15 orgarised into five divisions Smiths Detection, John Crane, Sruths Medical, Smiths Interconnect and Flex-Tek These dmisions

design and manufacture the following products

* Smiths Detection — sensors that delect and 1dentify explosives, narcotics, weapons, chemical agents, bichazards and contraband,

+ John Crane ~ mechanical seals, seal support systems, engineered bearings, power transmission couplings and specialist filtration systems,

* Smiths Medical - medication delivery systems, wital care products and safety devices that prevent needlestick injuries and reduce cross-infectian,

* Smiths Interconnect - specialised electronic and radia frequency components and sub-systerns that connect, protect and control critical systerns,

= Flex-Tek - engineered components that heat and move fluids and gases, flexible hosing and nigid tubing

The positron and perfarmance of each dmsion 1s reported monthly to the Board of Directors This information 1s prepared using the same
accounting policies as the consolidated financial information except that the Group uses headline operating profit to monitor dmsional results
and operating assets to monitor divisional position See note 3 for an explanation of which items are excluded from headline measures

Intersegment sales and transfers are charged at arm s length prices

Year ended 31 Juty 2011

Sriths Smiths Smiths

Detection John Crane Medical  Interconnect Flex-Tek Tetal

€m £m €m £m £m £m

Revenue 509.9 893.9 838 4 37%.0 220.8 2,8420

Dwisional headline operating profit 655 188.7 196 2 6746 276 545.6
Corparate headline operating costs (287]
Headlne operating profit 655 188.7 196 2 67.4 274 I 5146.9 |
Dwmsional exceptionat aperating items (note 4] (0.31 (30.9] (1.4] (1.4] (1.81 (34.01

Corparate exceptional aperating items [note 4] 6.6
Amortisation of acquired intangible assets (1.2) (14.5) {16.6) 17.2) (49.5)
Operating profit 640 143.3 1780 45.0 25.8 | 4380 |
Exceptional finance costs ~ adjustment to discounted provision [note 4) {6.1) (6.1)
Net ftnance costs - other {38.3)

Share of post-tax profits of associate companies 4.3 4.3

Profit before taxation 397.9

Year ended 31 July 2010

Smiths Smiths Smiths

Oetection John Crane Medical Interoonnect Flex-Tek Tatal

£m £m £m Em E£m £m

Revenue 5741 7861 857 4 3399 2119 27694

Dwasional headline operating profit 899 1627 184 2 619 235 9222
Corporate headline operating costs (29 81
Headline operating profit 899 1627 1842 419 235 | 4924 I
Dwisional exceptional operating items Inote 4] 03l (223 54 09l 23 {20 4)

Corparate exceptional operating items [note 4) 60
Amortisation of acquired Intangible assets 04 116 2) (173 82 {42 1]
Operating profit 892 1242 1723 528 212 | 4359 |
Exceptional finance costs — adjustrnent to discounted provision [note 4 (70 {70l
Net finance costs — oiher (57 &

Share of post-tax profits of associate companies 18 18

Profit before taxation 3731
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1 Segment information continued
Dwisional headline operating profit 1s stated after charging/{creditingl the following items
Year ended 31 Juty 2011
Smitns Smiths Smiths Reconciling
Detection John Crane Medical  Interconnect Flex-Tek items Total
£m £m €m £m £m &m £&m
Depreciation 9.1 14.5 25.9 8.0 49 10 63.4
Amortisation 12.6 2.9 11 0.6 0.1 45.0 723
Other non-cash items
- share-based payment 1.2 56 33 0.5 0.7 49 138
- asset impairments 55 55
Year ended 31 Juty 2010
Srruths Smiths Srwths Reconaling
Detection John Crane Medical Interconnect Flex-Tek tems Tatal
fm £m £m £m £m £m £€m
Depreciation 97 149 276 78 48 09 657
Amortisation 112 30 100 05 02 427 676
Other non-cash items
- share-based payment 25 02 33 04 ab 46 113
- assel impairments (21) (21)

The reconciling items are central costs, amortisation of acquired intangibte assets and charges which qualify as exceptronal

The capital expenditure for each division is

Smuths Srruths Srmuths Reconciling
Detection John Crane Medical Interconnect Flex-Tek tems Total
£m £m €m £m £m £m £m
Capital expenditure year ended 31 July 2011 22.7 16.2 31.2 8.1 35 88 90.5
Caprtal expenditure year ended 31 July 2010 214 162 281 103 26 03 789

The operating assets and liabilities of the five dwsions are set aut below

It Juty 2011
Smiths Smiths Smiths

Detection JohnCrene Medical  Interconnect Flex-Tek Total

£m £m £m £m £m £m

Praperty, plant, equipment, development projects and other intangibles 1048 998 158 4 341 223 419.4

Investments in associates 18.5 18.5

Working capital assets 3041 327.9 2446.5 129.6 635 1,016

Operating assets 427.4 427.7 404.9 163.7 858 1,509.5

Derwvatives, tax and retirernent benefit assets 3439

Goodwill and acquired intangibles 1,464 1
Corpaorate assets 48.4

Cash 2611
Total assets 3,6270
Working capital labiities (1522] {160.1) (93.6) (61.5) (34.8) (502.2}
Corperate and non-headline Liabilities (245.9)
Derwvatives, tax and retirement benefit Liabilities (508 9)
Borrowings (990.1]
Total lallities (2,247.1)
Average dwisional capital employed 664 8 7425 1,159.4 4£31.2 1261 31240
Average corporate capital employed (86 3)
Average total capital employed 3,037 7

Non-headline hiahilities compnse provisions and accruals relating to exceptional items, acquisitions and disposals

Capital employed is a non-statutory measure of invested resources It compnises statutory net assets adjusted to add goodwill recognised directly
In reserves in respect of subsidiartes acquired before 1 August 1998 of £815 2m (2010 £815 2m) and eliminate post-retirement benefit assets and
liabilities, net of related tax, and net debt
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1 Segment information continued

31 Juty 2010
Smiths Smiths Smiths.
Detection John Crane Medical tnterconnect Flax-Tek Total
£m £m £ £m &m £m
Property, plant, equipment, developrnent projects and other intangibles 1038 101 4 1701 356 250 4359
Investments in associates 136 136
Working capitat assets 2690 2880 256 6 1179 658 9973
Operating assets 3864 3894 4267 1535 908 14468
Derwatives, tax and retirement benefit assets 3008
Goodwill and acquired intangibles 15024
Corporate assets 354
Cash 1729
Total assets 3,4583
Working capital labilities (136 5) (139 4} (1005) (67 9) (342 (458 5)
Corporate and non-headline Liabilities (2982
Dervatives, lax and retrrement benefit labilibes (592 1)
Borrowings (1.0097)
Total Liabilities {2.3585)
Average dmvisional capital employed 6748 7333 12190 3580 1274 31125
Average corporate capital employed (1540)
Average total capital employed 29985
Non-headline lablities compnise provisions and accruals relating to exceptional items, acgquisitions and disposals
Analysis of revenue
The revenue for the main product and service lines for each division i1s
1 P%rtfd and Mo Emergzncy ’ Crtical N Total
I - tal
Smiths Detection T " 2 m
Revenue year ended 31 July 2011 218 6 75.7 795 25.4 86.9 23.8 5099
Revenue year ended 31 July 2010 2207 909 1380 247 590 408 5741
Gnginal equipment manufacture Aftermarket Total
QL gasand  Chemical and General
petrocherical  pharmaceutical Distnbutors industry
John Crane £m £m £m £m £m Em
Revenue year ended 31 July 2011 330.1 344.0 74.0 62.6 83.2 893.9
Revenue year ended 31 July 2010 2875 2986 694 520 7846 7861
Med:cation Salety
W d Total
Smiths Medical dewé: talcacmre e ?Etran
Revenue year ended 31 July 2011 2331 3456 259.7 B838.4
Revenue year ended 31 July 2010 2350 3518 2708 857 &
Rail. Medicat
Miltary and Autornation
Telecom Aerospace Test Total
Smiths Interconnect €m £m £m £m
Revenue year ended 31 July 2011 9 6 1463.9 120.5 379.0
Revenue year ended 31 July 2010 911 1702 786 3399
Flud Flewible Heat Construction
Management Soluticns Solutions Preducts Totat
Flex-Tek £m £m £m &m €m
Revenue year ended 31 July 2011 70.3 359 60.1 54.5 220.8
Revenue year ended 31 July 2010 [restated) 419 385 609 506 2119

The analysis of Flex-Tek revenue for the year ended 31 July 2010 has been restated to reflect their current operating structure
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1 Segment information continued
Analysis of revenue continued
The Group s statutory revenue Is analysed as follows
Year ended Year ended
A uty2011 31 Juy 2010
£&m Em
Sale of goods 2,630.9 25354
Services 178.3 162 4
Contracts 32.8 na
2,842.0 2,769 6
Analysis by geographical areas

The Group s revenue by destination and non-current aperating assets by location are shown below

Intangible assets property

plant and equipment and
investments accounted for
Revenue using the equity method
Year ended Year ended
NJuly2011 31 Juy2010  IJuly2011 31 Juty2010
£m Em £m Em
Urited Kingdom 1245 1184 146 2 150 4
Gerrnany 161.0 1497 333.9 3179
France 9341 974 17.8 165
QOther Eurapean 357.5 3236 86.1 898
United States of Amenica 1,275 4 1,274 1 1,135.5 12118
Canada 119 6 1422 12.9 154
Mexico 25.2 201 9.9 75
Japan 149.4 1200 22.2 209
China 82.0 829 63.6 735
Rest of the World 454 3 4410 83.4 512
2,8420 27696 19115 1,954 9
2 Operating profit s stated after charging
Year ended Year ended
31 Auty2011 31 July 2010
£m £m
Research and development expense 68.0 692
Operating leases
- land and buildings 253 244
- ather 109 102
Year ended Year ended
M uty2011 31 Juy2010
€m £m
Audit services
Fees payable to the Company s auditors for the audit of the parent cempany and consolidated accounts 0.5 05
Fees payable to the Companys auditors and its asseciates for other services
~ the audit of the Company s subsidianes, pursuant to legistation 35 34
- other services pursuant to legislation 0.1 01
41 4Q
Tax services
- advisory services 0.5 03
All other services 05 03

Other seraces relate to one-off projects
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3 Headline profit measures

The Company seeks to present a measure of undertying performance which 1s not impacted by exceptional items or items considered
non-gperational in nature This measure of profit 1s described as headline and 1s used by management to measure and monitor performance

The following iterns have been excluded from the headline measure
» exceptional items, including income and expenditure relating ta John Crane, Inc asbestos liigation,

= amortisation and tmpairment of intangible assets acquired in a business combination - the charge is a non-cash item, and the directors believe
that it should be added back ta give a clearer picture of underlying performance, and

« other financing gains and losses, which represent the potentially volatile gains and losses on dervatives and other financial instruments which
do not fall ta be hedge accounted under IAS 39

The excluded items are referred to as non-headline items

Year ended Year ended
AMduly2011 31 Juty 2010
Notes £m £m
Operating profit 438.0 4359
Exclude
- exceptionat operating items 4 9.4 144
- amortisation and impairment of acquired intangible assets 12 495 421
Non-headline terns in operating profit 78.9 565
Headline operating prafit 5146.9 4924
Finance costs (44.4) (64 &)
Exclude
- exceptional finance costs 4 6.1 70
- other financing gains and losses 5 3.1 (14
Non-headline items in finance costs 9.2 54
Headlne finance costs (35.2) (592)
Profit before taxation 397.9 3731
Non-headline items 1n operating profit 789 565
Non-headline items in finance costs 9.2 54
Headlne profit before taxation 486 Q 4350
Profit after taxation - continuing operations 306.1 2942
Exclude
- non-headline items in profit before taxation 88.1 619
- tax on excluded items 6 (29.6) (25 4)
58.5 35
Headline profit after taxation - continuing operations 364.6 3307

Frorn 1 August 2011 the defimition of headline profit wall be amended to exclude financing credits and charges relating to retirement benefits
Far the year ended 31 July 2011 the retirement benefit credit included in finance costs 13 £23 3m (2010 £2 3m)] The 2011 profit measures under
the new defimition are

* Headline finance costs £58 5m (2010 €61 5m),

* Headline profit before taxation £442 7m (2010 £432 7m,

« Headline profit after taxation £340 0m [2010 £325 9m), and

« Headline earnings per share 84 5p {2010 83 4p) bastc and 85 7p (2010 82 8p) diluted

Headline EBITDA 1s calculated by adding back depreciation and amartisation of development costs, software, patents and intellectual property
to headline operating profit
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4 Exceptional tems
An analysis of the amounts presented as exceptional items in these financial statements 1s given below
Year ended Year ended

31 Juty 2011 31 July 2010
€m £m

Dperating items

Restructuning of corporate headquarters and dmsional reerganisation (15.7) 82

Release of diabetes provisian 1.5

Gains on changes to post-retirement benefits [note 10) 10.2 39

Profit on disposal of businesses 4.4 33

Profit on disposal of property 55

Costs of acquisitions (1.5] {13

Litigation

- provision for John Crane, Inc asbestos litigation [note 23} (28 3) 17 &)
(29.4) (14 4)

Financing items

Exceptional finance costs — adjustment to discounted provision [nate 23] (6 1) (70|
(35.5) (21 4)

Year ended 31 July 2011

The restructuring of corporate headquarters and dwisional rearganisation was announced In 2008, and a second phase of this project was
introduced in 2010 The total cost of this restructuning, including redundancy, relocation and consclidation of manufactunng, was considered
exceptional by virtue of its s1ize Casts of £15 7m have been recognised in the year for the project, out of an expected total cost of £62m, of which
£52m has been recognised to date

The profit on disposal of businesses includes £2 7m in respect of the disposal of a small Detection operation
Costs of acquisitton compnse costs directly attnbutable to the work undertaken dunng the year to investigate and complete acquisitions

The operating charge of £28 3m in respect of John Crane, Inc asbestos Uitigation compnses £6 1m in respect of increased provision for adverse
legal judgments, £9 3m in respect of increased prowsion for legal defence costs, £11 $m ansing from movements in the discounting and £1 0m
in respect of legal fees in connection with litigation against insurers and defence strategy

Year ended 31 Juty 2010

On 3 June 2008 the Company announced a number of changes to its corporate centre and divisional organisation In the year ended 31 July 2010
£8 2m was charged in respect of the restructuring of corporate centre and divistonal reorganisation This cost was reduced by a partial reversat
of the impairment loss recognised in 2009

The UK defined benefit pension schemes were closed with effect from 31 October 2009, and a curtailment gain of £3 6m was recognised There
was also a net gain of £0 3m due to the closure of a small US scheme

The profit on disposal of businesses included £3 8m in respect of additional consideration relating to the Group s dispasal of its automotive seals

manufacturing bustness to Cyclam Holdings LLC on 31 July 2007 This constderation was contingent on the acquirer successfully restructuring
the business

Profit on property disposals comprised £5 5m arising from the grant of planning permission in respect of a property sold in the previous year
Costs of acquisition compnse costs directly attnbutable to the work undertaken dunng the year to investigate and cormplete acquisitions

The operating charge of £17 6m 1n respect of John Crane, Inc asbestos Ltigatien comprised £8 1m in respect of increased prowvision for adverse

legal judgments, €5 2m ansing from movements in the discounting due to changes in US interest rates and £4 3m in respect of legal fees
1in connection with ltigation against nsurers and defence strategy
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5 Net finance costs

Year ended Year ended
3tdutyz011 310y 2010
& £m
Interest recervable 1.8 36
interest payable
- bank loans and overdrafts (68 (77
- other loans (53.7) 57 4)
Interest payable {60 3) (65 1)
Cther financing gains/[losses]
- fair value gains/(losses) on hedged debt 36 (29)
- fair value [lossesl/gains on fair value hedge 13.8) 29
- net fareign exchange (losses)/gains (3.1) 16
- exceptional finance costs — adjustment to discounted provision (6.1) {70)
Other financing losses (9.2) {5 4)
Retirement benefits
- return on plan assets 198 4 1837
- Interest cost (175.1) {1814)
Retirement benefits 23.3 23
Net finance costs (44 4) (64 &)
6 Taxation
Continuing Continuing  Discontinued  Discontinued
Year ended Year ended Year ended Year ended
MNluly2011 31 uy2010 31 Kiy2011 31 Juky 2050
£m Em £€m £
The taxation charge for the year compnses
— current taxation 670 811 (25.0)
- deferred taxation 24.8 (22
Total taxation expense in the Income statement 918 789 (25.0}
Current taxation
- UK corporation tax
- foreign tax 670 811
- discontinued tax (25.0
67.0 811 125 0}

Reconciliation of the total tax charge

The tax expense an the profit for the period is different from the standard rate of corporation tax in the UK of 27 3% [2010 28 0%)] The difference

15 reconciled as follows

Continuing

Continuing

D £ 4

D

Year ended

Year ended Year ended Year enced
M Auty2011  31Juy2010 31luly201 31 Juy 2010
£m €m €m £m
Profit before tax 3979 3731 540 164
Notional taxation expense at UK rate of 27 3% (2010 28 0%]) 108 6 1045 14.7 4é
Effect of overseas taxation 151 147
Compliance benefits (1é6.1) (152]
Local incentives (1061 69l
Tax effect of other non-headline iterns 57 82
Tax effect of Aerospace sale (39.7) (4 61
91.8 78¢ {25 0)
Compnising
~ taxation on headline profit 121.4 1043
- tax on non-headlne profit/(loss) (29 &) (25 4)
- tax on sale of discontinued operations (25.0
Total taxation expense in the income statement 918 789 (250]

104 Smiths Group plc Annuat Report 2017




Group overview

Chairman and Chief Executve
Operating and financial review
Risks and respotsibelity
Governance

Accounts

é Taxation continued

Year ended Year ended
31 suty 2011 31 ity 2010

£&m £m
Tax on items (charged)/credited to equity
Deferred tax charge/lcredit]
- retirernent benefit schemes (10.9) (122)
- share options 1.8 (24])
(9.1) (14 6}

Of the net £10 9m credited to equity for retrement benefits, £11 6m relates to UK schemes The UK schemes have now closed and this amount
represents tax relief on payments that 1s being set off against previous amounts charged to equity to wnite off the deferred tax asset

Deferred taxation

Excess tax
depreciation Retirement Capitalised
on lixed assets  Share-based beneft  development

and gacdwill payment obligatians expenditure Qther Total

£m £m £€m £m £m £m

At 31 July 2009 (68 4) 3¢9 510 {17 &) 1293 982
Credit/[charge] to income statement 220 28 07 (38 (19 5) 22
Credit/[charge] to equity 24 122 146
Business combinations (35) 35
Exchange adjustments (37 32 (10 b4 49
At 31 July 2010 (53 4) 91 871 (22 4) 116 2 116 4
Deferred tax assets 180 91 652 (23] 104 2 1942
Deferred tax labilities 71 4) 19 {20 1] 120 {77 8]
At 31 July 2010 (53 &) 21 671 (22 4) 1162 116 4
Credit/icharge) to income statement 17 15 (2291 {5 6) 39 (24 8)
Credif/lchargel to equity (18 109 91
Business combinatiens [14) {14}
Exchange adjustments 18 (2 4] 11 {2 6 21
At 31 July 2011 (54.9] 8.8 52.7 (26 9] 1175 97.2
Deferred tax assets 96 84 520 (5 4) 1102 174 8
Deferred tax Liabibties (645 02 07 (213) 73 (77 &)
At 31 July 2011 (54.9) 8.8 527 126 9] 117.5 97.2

Included in other deferred tax balances above 1s

+ no deferred tax Uabibty refating to unremitied overseas earnings has been recognised this year {2010 £4 0m) because the Group 1s 1In a position
to control the timing of other tempoarary differences and it i1s probable that such differences will not reverse in the future,

« a deferred tax asset of £26 Om (2010 £31 9m relating to losses carried forward, and

= adeferred tax asset of £65 0m (2010 €60 3r) relating to provisions where current tax relief is only available as payments are made Of this asset,
£50 ém [E47 4m relates to the John Crane, Inc litigation provision See note 23 for additional information on provisions

The Group has not recognised deferred tax assets relating to tax losses of £225 4m (2010 €92 4m)] and pensions and other long term Liabilities
of £96 9m (2010 £194 5m] due to uncertainty as to their recoverability

The expiry date of operating losses carned forward 1s dependent upon the law of the vanous terntones in which the losses anse A summary
of expiry dates for losses in respect of which restrictions apply 1s set out below

Restricted losses
20 Expiry of 2000 Exqury of
£m losses £m tosses
Terntary
- Americas 13.3 2019-2025 139 2019-2025
- Asia 3.2 2014-2018 25 2014-2017
Total restricted losses 165 164
Unrestncted losses
- operating losses 208.9 No expiry 760 No expiry
Total 2254 924
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7 Discontinued operations

On 5 May 2007, the Group sold its Aerospace operations to General Electnic Company The Aerospace operations sold compnsed the previously
reported Aerospace business segment and a US microwave company The disposal group was treated as a discontinued operation in the

2007 Annual Report and Accounts

Profit/{loss) on disposal of operation

Year ended Year ended

3Muby2001 30ty 2010

£m £m

Consideration 199
Provisions and disposal costs 54.0 (35)
Pre-tax profit on disposat 54.0 164
Cash recewved from disposal of Aerospace operations 19¢

Disposal costs {6.2)

Net cash (outflow)/inflow on disposal (6.2 199

The profit on disposal in 2011 anses from the resolution and time barning of certain disposal indemnities The further consideration of £17 9m

recognised 1n 2010 was received following settlernent of prior year tax filings

Financial information for the Aerospace operations after Group elimiations 1s presented below

Results from discontinued operations

Year ended Year ended
Miuty2011 31 July 2010
£m £m
Profit on disposal 54.0 164
Tax credil [note &) 25.0
Profit for the period 79.0 164
Earnings per share from discantinued operations - pence
Basic 20.2p 42p
Diluted 20 0p 41p
The tax credit of £25 Om reflects the resolution of the tax treatment of the disposal profits
Cash-flows from discontinued operations
Year ended Year ended
Mauty2011 21 July 2000
£m €m
Profit before taxation [including profit an disposal of Aerospace operations) 54.0 164
Profit on disposal of discontinued operatians (54.0) (16 4}
Net cash inflow from operating activities
Year ended Year ended
I luly2011 31 July 2010
€m fm
Investing actwties (62 199
Net cash (outflow]/inflow from investing activities 6.2 199
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8 Dvidends
The following divdends were declared and paid in the period
Year ended Year ended
IMhy2011 31 Juy 2010
£m fm
Ordinary hinal dvidend of 23 50p for 2010 (2009 23 50p!} paid 19 November 2010 9.9 96
Qrdinary interim dindend of 11 25p for 2011 {2010 10 5p) pard 21 April 2011 442 409
1361 13256

The final dwvidend for the year ended 31 July 2011 of 25 Op per share was recommended by the Board on 27 September 2011 and will be paid to
sharehotders on 25 Novernber 2011, subject to approval by the shareholders This dvidend has not been included as a biability in these accounts
and I1s payable to all sharehalders on the register of Members at close of business on 28 October 2011

¢ Earnmings per share

Basic earnings per share are calculated by dading the profit for the year attributable to equity shareholders of the Parent Company by the average

number of ordinary shares In 1ssue dunng the year

Year ended Year ended
31 Juty 2011 31 July 2010
£m £m

Profit attributable to equity shareholders for the year
- cantinuing 3048 2936
- total 383.8 3100
Average number of shares In1ssue during the year 391,718,941 390,034,777

Diluted earnings per share are calculated by dmding the profit attributable to ordinary shareholders by 395,240,785 (2010 392,773.151] ordinary
shares, being the average number of ordinary shares in 1ssue during the year adjusted by the dilutive effect of employee share schemes For the
year ended 31 July 2011 options over no shares (2010 1,729,551} were excluded from this calculation because their effect was anti-dilutive for

continuing operations

A reconciliation of basic and headline earnings per share - continuing 1s as follows

Year ended 31 July 2011

Year ended 31 Juty 2010

EPS EPS

€m Pl £m (pl

Profit attributable to equity shareholders of the Parent Company 304.8 77.8 2936 753
El?rt?g:adlme iterns and related tax [note 3) 58.5 149 365 93
Headline 3433 92,7 3301 846
Headline EPS - diluted {p) 91.9 840
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10 Post-retirement benefits

Smiths provides post retirement benefits to ernployees in a number of countries throughout the world The arrangements include defined benefit
and defined contribution plans and, mainly in the United Kingdem (UK] and United States of Amenica (US], post retirement healthcare

The principal defined benefit pension plans are in the UK and in the US and these have been closed so that no future benefits are accrued

Pension costs are assessed in accordance with the advice of independent, professionally-qualified actuaries The most recent actuarial valuations
of the two principal UK schemes were performed using the Projected Unit Method as at 31 March 2009 The most recent valuations of the
six principal US pension and post-retirement healthcare plans were perfermed at 1 January 2010 These valuations have been updated by
independent qualified actuaries in order to assess the Liabilities of the schemes as at 31 July 2011 Scheme assels are stated at their market
values Contnbutions to the schemes are made on the adwce of the actuanes

The principal assumptions used in updating the valuations are set out below.

2011 2010

UK us Other UK us Other

Rate of increase in salanes n/a n/a 2.9% n/a n/a 30%
Rate of increase for active deferred members 4. 4% nfa n/a 41% nfa n/a
Rate of increase in pensions in payment 35% n/a 13% 32% nfa 1 4%
Rate of increase in deferred pensions 3 5% nfa 046% 32% nfa 06%
Discount rate B.3% 5.1% 5.3% 54% 5 2% 5 2%
Inflation rate 3.5% n/a 1.8% 32% n/a 18%
Healthcare cost increases 5.0% n/a 2.5% 50% nfa 3 0%

The assumptions used are estimates chosen from a range aof possible actuanal assumptions which, due to the timescale covered, may not
necessarily occur In practice For countries outside the UK and USA these are disclosed as a weighted average

The mortality assumptions used in the principal UK schemes are based on the SAPS All Birth year tables with relevant scaling factors based on
recent actual mortality experience of members within each They allow for future improverments in ife expectancy 1n Une with 80% and 60% of
the long cohort for males and females respectively with an annual 1% underpin The mortality assumptions used in the principal US schemes
are based on the most recent mantality study table produced for retired pensioners in the US [RP 2000 table) The table selected allows for future
mortality improvements and applies an adjustment for job classification [blue collar versus white collar] The assumptions give the following

Expected further years of Lfe UK us

Male Female Male Fernale
Member who retires next year at age 65 22 24 19 21
Member, currently 45, when they retire In 20 years time 24 25 19 A

The assets in the scheme and the expected rates of return as at 31 July 2011 were

31 July 2011
UK schemes US schemes QOther countries Total
Long-term Value Leng-term Value Long-term Value

rate of return £m rateofretumn £m rate ofreturn £m fm

Equities 79% 1,349.9 8 8% 2241 9.5% 210 1,595.0

Government bonds 3.9% 300.8 3.8% 475 5.8% 6.0 3543

Corporate bonds 53% 173.8 51% 141.2 4 7% 3.8 318.8

Insured liabtlities 5.3% 491.3 491.3

Property 7 5% 176.4 3.8% 03 176.7

Other 4&1% 3214 2.0% 15.1 33465

Total market value 2,813.6 412.8 462 32726
Present value of funded scheme Liabilities (2,775.7) (543.8) (602) (3,379.7]
Surplus/[deficit] 37.9 {131 0] {14.0) (107.1)
Unfunded penston plans (40.2) (5.9) (221) (68.2)
Post-retirement healthcare {8.51 (1301 10 (22.5)
Present value of unfunded obligations (48.7] (18 9] (23.1) (90.7]
Unrecognised asset due to surplus restnction (1.2) 2
Net pension Lability (10.8) (149.9) (38.3) (199.0)
Post-retirement assets 140.6 140 6
Post-retirement liabilities (151.4} (149.9) (38.3)  1339.6)
Net pension Uability (10.8) {149.9) (38.3) (199.0)

Where any indvidual scheme shows a recoverable surplus under 1AS 19, this 1s disclased on the halance sheet as a retirement henefit asset
The IAS 19 surplus of any one scheme 1s not available to fund the I1AS 19 deficit of another scheme The retirernent benefit asset disclosed arises
from the rights of the employers to recover the surplus at the end of the life of the scheme If the pension schemes were wound up while they had
members, the schemes would need to buy out the benefits of all members The buy outs would cost significantly more than the present value of
the scheme liabilities calculated in accordance with IAS 19
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10 Post-retirement benefits continued

a1 July 2040

UK schemes US schemes Other countnes Total

Leng term Value Long-term Value Long term Value

rate of retum £m rate of retumn Em rate of retum £m £m

Equities 82% 1,361 2 88% 2227 9 4% 161 1,600 0
Government bonds 4 2% 2689 38% %15 58% 81 3685
Corporate bonds 54% 2727 52% 585 37% 09 3321
fnsured liabilities 54% 4880 52% 20 4900
Praperty 7 2% 1559 37% 04 156 3
Other 4 6% 69 6 30% 119 4 0% 147 952
Total market value 26163 3866 402 30431
Present value of funded scheme hiabilities (2.6580) (543 4] (57 1) [(3.2589)
Deficit (617 (156 8] (16 9] 215 4)
Unfunded pension plans (373 (6 1] (22 &) (66 0)
Post-retirement healthcare (80 (14 4) [08) (232}
Present value of unfunded obligations 1453) (20 5) {23 4] 189 2)
Unrecognised asset due to surplus restriction 07 o7
Net pension Lability {870 (177 3] 410 (305 3)
Post-retirement assets 803 803
Post-retirement Liahilities 167 3) (177 3} (4190 (385 4]
Net pension Lability (870} (177 3) [(410) {305 3}

Other assets In the UK and US comprise cash and current assets

The scheme assels do not include any of the Group s own financial instruments, nor any property occupied by, nor other assets used by,
the Group The expected rates of return on indwviduat categones of scheme assets are determuned by reference to relevantindustnes The overall
rate of return 1s calculated by weighting the indivdual rates 1n accardance with the anticipated bakance in the schemes investment portfolios

Amounts recognised in the income statement

Year ended 31 July 2011

Year ended 31 Juty 2010

Unfunded Unfunded
pension/post- pension/pasl-
retirement retirernent
healthcare healthcare
Funded defined benefit pension schemes plans Funded delined benefil penswon schernes plans
UK us Other UK us Other
£m £m £m £m £m &m £ £€m
Amounts (credited)/charged to operating profit
Current service cost 0.4 02 2.1 0.9 28 03 16 14
Past service [gainl/cost (10.2) 01 01 03
Curtalment [gansl/losses {0.9] (0.1) 01 37 (03] 01
Total [credit)/charge (9.8) (046) 2.0 1.0 09 01 16 18
Amounts [credited)/charged to finance costs
Expected return on pension scheme assets (169 9) (26.0) (2.5) (156 4) (2500 (23)
Interest on pension scheme babilities 1401 27.2 3.2 4.6 1448 288 30 48
Net return (29.8] 1.2 0.7 L6 (11 4) 38 o7 48
Total (credit)/charge to Income statement (39.6) 0.6 2.7 5.4 (125} 39 23 66

The UK past service gain of £10 2m 1n 2011 relates to changes 1n certain early retirement terms The curtailment gains in 2010 related to the
closure of the UK and US defined benefit schemes The actual return on scheme assets was a profit of £337 8m (2010 profit of £351 2m)]

The operating cost is charged/(credited) as follows:

Year ended Year ended
MAuy2011 2 ey 2010
£m £m
Cost of sales 0.5 34
Sales and distnbution costs 04 24
Administrative expenses 19 05
Exceptional operating tems (102 (39)
(7.4) 26
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10 Post-retirement benefits continued

Amounts recognised directly in the consolidated statement of comprehensive income

Net actuaral losses of £0 2m (2010 losses of £15 2m) have been reported in the statement of comprehensive income This includes a loss of
£05m (2010 gain of £1 3m} in respect of unrecognised assets owing to surplus restriction Cumulative actuanal losses from 1 August 2004

reported in the statement of comprehensive income are £558 5m [2010 cumulative losses of £558 3m}

Changes in present value of defined benefit obligations

Year ended 31 July 2011

Year ended 31 July 2010

Unfunded Unfunded
pension/post- pension/post-
retirement retirernent
healthcare healthcare
Funded defined benefit pension schemes. plans Funded defined benelit pension schemes plans
UK us Other UK us Other
€m m €m £m £m €m €m m
At beginning of periad (2,658.00  (543.4) (57.1) 189.2) (25318 (462 6) 332 (84 5)
Reclassification of Irish pension scheme 16 (116
Current serice cost (04) (0.2) (2.1 (0.9] 28} 03l {16l (14)
Interest an oblgations (140.1) (27.2) {3.2) (48 448 (288) (30] (4 8)
Employee contributions (04) [04)
Past service gain/(cost] 10.2 (0.1 o1 (03}
Actuarizl [loss)/gain on liabilities {114 6 (22.9) 2.7 (2.3) {126 7] (46 3) (6 4] (47)
Curtailment gain/{cost) 0.9 0.1 (0.1 37 03 o1
Exchange adjustments 25.3 (2.5) (0.3 (29 5] 22) n2
Benefits paid 129.2 238 23 6.7 1328 239 13 78
At end of period (2,775.7) {543 8] (60.2) (90.7)  (2,6580] (543 4) (571) (89 2}
Changes in present value of scheme assets
Year ended 31 July 2011 Year ended 31 July 2010
Unfunded Unfunded
penslon/past- pension/past-
retirement retirement
healthcare healthcare
Funded defined benefit penslon schemes plans Funded defined benefit perswn schermes plans
UK us Other UK us Other
€m €m £m £m £m £m €m £m
At beginning of period 2,616.3 386.6 40.2 24137 3345 269
Reclassification of Irish pension scheme [67) 67
Expected return on assets 169.9 26.0 25 156 4 250 23
Actuarial gain/floss) on scheme assets 115.8 224 1.0 150 6 169
Employer contnbutions 408 200 2.9 &7 351 127 30 78
Emplayee contnbutions 0.4 04
Exchange adjustments (18.6) 1.5 214 22
Benefits paid (129.2) (23.8) (2.3) (6.7 (132 8) (239 (13 (78)
At end of penod 28136 412.8 462 26163 s 6 402
Cash contributions

Company contnibutions ta the funded defined benefit pension plans for 2011 totalted £63 7m [2010 £50 8m)

Following completicn of the triennsal actuanal valuation of the principal UK defined benefit schemes (SIPS and TIGPS) as at 31 March 2009 and
5 Apnl 2009, the Group agreed 10 year funding plans which require the following contnbutions

» Cash contributions to SIPS of £36m a year for 10 years

= An initial investment of £25m in index-linked gilts - held in an escrow account - with further ongoing monthly iInvestrments of £2m far nine years
The first such instalment was pard in August 2011 The escrow account remarns an asset of the Group [see note 15} until 2020 At that time the
assets tn escrow are allocated subject to the funding posttion of SIPS In addition, the escrow account may revert to the Group, should there

be a surplus at an intervening tnenmal review

« A conditional cash contribution to the TIGPS of up to £50m 1s payable in May 2012, with further biannual payments of £8m thereafter These
payments may not be made, or paid only in part, subject to the funding posttion of the Scheme in the six months ending 5 Apnl 2012

In addition to the funding plans referred to abave, the Group agreed to make cash contnbutions 1n respect of any future service cost based
on actuarial advice In 2012 the following cash contributions to the Groups principal defined benefit schemes are expected £36m to SIPS,

a conditional £50m to TIGPS, and approximately £20m to the US defined benefit scheme Including payments ta srmaller schemes around the
world, expected cash payments {or 2012 total approximately £110m
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10 Past-retirement benefits continced
History of schemes
2011 2010 2009 2008 2007
€m Em £m £m £m
Balance sheet
Present value of defined benefit obligation (3,470.4) (33477 131121] (29489] [3,1329)
Fasr value of scheme assets 3,272.46 30431 2.7751 29599 33189
Unrecogrused asset due ta surplus restnction 1.2} 07 (20l [15) (24)
(Deficit)/surplus (199.0) (3053) (3390) (105) 1834
Post-retirement assets 140.6 803 392 1742 3337
Post-retirement liabilities (339.4) fass &) 1378 2) {1847 (150 1)
(Deficit)/surplus (199.0) {3053 (339 0) (105) 183 6
Year ended Year ended Yearended  Period ended Perod ended
31duly 2011 31 Juty 2010 Al July 2009 31July 2008 5 August 2007
£€m £m £m £m £m
Experience gains/ilosses)
Experence gains/llosses) on scheme liabilities (25.5) 315 1005 (64) (57 &)
Experience gains/llosses] on scheme assets 13%.4 1675 (345 4) (3500] 957
Movement on restricted surplus (05) 13 [05) 0% (19)

Experience gains on babilives in 2009 include the impact of using the latest member data for the UK tnennial valuations which were in progress

at 31 July 2009
Sensitivity

The valuation of post-retirement schemes involves judgements about uncertain future events Sensitivities in respect of the key assumptions used
to measure the prncipal pension schemes as at 31 July 2011 are set out below These sensitimties show the hypothetical impact of a change in
each of the listed assumptions in 1solation, with the exception of the sensitvity to inflation which incorporates the impact of certain correlating

assumptions While each of these sensitivities holds all ather assumptions constant, in practice such assumptions rarely change in 1solation and
the impacts may offset to some extent

Ircrease)/
Profit before tax tncrease/ decrease in
for year ended [decreasel in scheme
31 luy 20i1  scheme assets Labibities
£m £m £m
Rate of mortality - 1 year increase mn bife expectancy 140) D4 (1012
Rate of martality - 1 year decrease In life expectancy 40 261) 102 4
Rate of inflation - 0 25% Increase [4 0] 86 (85 &}
Discount rate - 0 25% increase (o8] {107) 1270
Expected return on scheme assets ~ 0 25% increase 58
Market value of scheme assets -~ 2 5% increase 4ié 687 @1
Healthcare cost trends - 1% increase [01)
Healthcare cost trends - 1% decrease 01

The effect an profit before tax reftects the impact of current senace cost, interest cost and expected return on assets

Investment

In September 2011, the Trustees of the TIGPS invested approximately £147m in annuities which are matched with specific babilities in the Scheme
Defined contribution plans

The Group operates a number of defined contribution plans across many countries In the UK a defined contribution plan has been offered since
the closure of the UK defined benefit pension plans In the US a 401k defined contribution plan operates The total expense recognised in the
income statement in respect of all these plans was £29 6m [2010 £27 1m)
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11 Employees

Year ended Year ended
I Juby2011 31 Juy2010
€m Em
Staff costs during the penod

Wages and salanes 698.4 6861
Social secunty 824 820
Share-based payment [note 30) 13.8 113
Pension costs (including defined contrihution schemes] [note 10] 329 338
827.5 8132

The average number of persons employed was
Year ended Year ended
INJuy2011 31 Juy 2010
Srmiths Detection 2,500 2,400
John Crane 6,800 4,700
Smiths Medical 7,550 8,400
Smiths Interconnect 4,000 4,000
Flex-Tek 2,000 2,000
Corporate S0 50
22,900 23,550

Key management

The key management of the Group comprises Smiths Group plc Board duectors and Executive Comrnittee members Ther aggregate
compensation 1s shown below Details of directors remuneration are contained in the report of the Remuneration Committee on pages 76 to 84

Year ended Year ended
IMJuly2011 31 July 2010
£m Em

Key management compensation
Salaries and short-term employee benefits 92 103
Cost of post-retiremnent benefits 01 01
Cost of share-based incentive plans 40 24

No member of key management had any material interest dunng the penod in a contract of significance [ather than a service contract
or a qualifying third party indemnity provision) with the Company or any of its subsidianes Options and awards held at the end of the perod
by key management in respect of the Companys share-based incentive plans were

Year ended 31 July 2011 Year ended 31 July 2010
Number of Number of
instr Weighted nstruments Weighted
000 average price 000  average pnce
CiP 540 315
ESOS 194 €881 220 £873
PSP 241
VSP 852 753
SAYE 4 £6.81 5 £6 45

The disclosure above does not include aptions held by individuals who retired before the year end

Related party transactions
The Group has a service contract with a company connected to a member of the Executive Commitiee Costs of £0 2m (2010 £0 2m]were incurred
in respect of this arrangement

112 Smiths Group plc Annual Report 201%



Group overview

Chairman and Chief Executwve
Operating and Iinancial revew
Risks and responsibibty
Geovernance
Accounts
12 Intangible assets
Acquired Software
ntangibles patents and
Development [see 1able intellactual
Goodwall cosls. belowd property Total
£m £m £m fm £m
Cost
At 1 August 2009 1,266 5 1062 2902 1163 1,779 2
Exchange adjustments 487 54 138 30 709
Business cornbinations 64 1 515 1156
Adjustments to prior year business combinations 02 02
Additrons 243 76 39
Disposals 07 20 27
At 31 July 2010 13795 1352 3555 1249 1.9951
Exchange adjustments (122) 37 77 07 (24 31
Business cambinaticns 224 41 265
Additions 310 102 412
Disposals (22 (22
At 31 July 2011 1,389.7 1625 351.9 1322 2,036 3
Amortisation
At 1 August 2009 920 324 912 633 2789
Exchange adjustments 31 20 42 23 16
Charge for the year 138 421 17 676
Disposals {18 (18l
At 31 July 2010 951 482 1375 757 3565
Exchange adjustments (12 (10 i3 4) (05) [61)
Charge for the year 162 440 121 723
Impairment charge 55 55
Disposals (21) (21
At 31 July 2011 93.9 634 183.6 85.2 4261
Net book value at 31 July 2011 1,2958 99.1 168.3 47.0 1,6102
Net book value at 31 July 2010 1,284 4 870 2180 492 1,638 6
Net book value at 1 August 2009 11745 738 1990 530 11,5003
In addition to goodwall, the acquired intangible assets comprise
Patents bcences Custormer  Totat acquired
and trademarks Technology relaticnships inmangibles
£m £m Em £m
Cost
At 1 August 2009 643 944 1315 2902
Exchange adjustments 44 53 41 138
Business combinations [note 29) 228 287 815
At 31 July 2010 687 1225 1643 3565
Exchange adjustments (21) (51 (05 77
Business combinations [note 29) 41 41
At 31 Juty 2011 666 117.4 167.9 3519
Amortisation
At 1 August 2009 138 323 451 912
Exchange adjustments 09 20 13 42
Charge for the year 53 17 251 421
At31 July 2010 200 460 715 1375
Exchange adjustments 07 {22] (05l (34
Charge for the year 51 133 256 440
Impairment charge 08 47 55
At 31 July 2011 252 571 101.3 183.6
Net book value at 31 July 2011 AN A 603 66.6 1683
Net book value at 31 July 2010 487 765 928 2180
Net book value at 1 August 2009 505 621 Bé4 1920
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12 Intangible assets continued

Impairment testing
Goodwill

Goodwalt1s allacated by disson as follows

2011 2000
201 Number of 2010 Number of

£m CGUs £m CGUs

Smiths Detection 406 9 1 3729 2
John Crane 1329 é 1308 b
Smiths Medical 497.2 1 5125 2
Smiths Interconnect 237.5 4 2459 4
Flex-Tek 213 2 223 2
1,295.8 14 1,284 4 16

As discussed 1n the business review, both Smiths Detection and Smiths Medical adopted global organisations at the beginning of thrs year
The dwsions now have global management and reporting for sales and marketing, product management and operations Both divisions now
report and review performance using these global structures As required by I1AS 36, following these reorganisations, the allocation of goodwill

to CGUs for impasrment testing was reviewed. and it was established that goodwill 1s now manitored, and should be tested for impairment,
at a dmstonal level

Goodwill 1s not amortised but 15 tested for impairment at least annually Value in use calculations are used to deterrmne the recaverable
amount of goodwill held allocated to each group of cash generating uruts [CGU) Value in use 1s calculated as the net present value of the projected

risk-adjusted cash-flows of the CGU These farecast cash-flows are based on the 2012 budget and the three year divisional strategic plan,
which have both been approved by the Board

The key assumptions used in value in use calculations are

* Sales projected sales are built up with reference to markets and product categonies They incorporate past parformance, historical growth rates
and developments In key markets

» Margins projected margins reflect histortcal performance and the impact of all completed projects to improve operational efficiency and
leverage scale The projectians do not include the impact of future restructuring projects to which the Group 1s not yet comrmitted

« Discount rate the discount rates have been calculated based on the Group s weighted average cost of capital and nisks specific to the CGU being
tested Pre-tax rates of 11 1% to 14 1% (2010 9 8% to 12 8%l have been used for the impairment testing

= Long term growth rates As required by IAS 36, growth rates for the penad after the detailed forecasts are based on the long-term GDP
projections of the primary market far the CGU The average growth rate used in the testing was 2 42% (2010 2 25%) These rates do not reflect
the long-term assumption used by the Group for investment planning

The assumptions used In the impairment testing of significant CGUs are as follows

Srmuths Medical Srmuths Detecyon

2010 2010

2m Irestated] 2011 [restated)

Net book value of goodwill [Em) 497 2 5125 406 9 3729
Discount rate 11.2% 11 5% 1 2% 11 7%
Period covered by management projections 5years Syears  Syears 5years
Long-term growth rates 247% 225% 2.00% 225%

The 2010 information has been restated to reflect the new CGU structure The 2010 discount and growth rates are weighted averages of the

rates used for testing in that year The remaining balance of the gaodwill represents smaller indwdual amounts which have been allocated
to smaller CGUs

Sensitvty analysis performed around the base case assumptions has indicated that no reasonable changes in key assumptions would cause the
carrying amount of any of the CGUs to exceed their respective recoverable amounts
Other intangible assets

The Group has no indefinste life intangible assets other than goodwall During the year impairment tests were carried out for development projects
which have not yet started to be amortised, and acquired intangibles where there were indications of impairment

Impairment charges of £5 5m have been incurred on intangible assets acquired In two business combinations Value in use calculations were

used to determine the recoverable values of these assets The impairment charges have ansen because current and forecast profitability i1s belaw
the levels onginally projected
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13 Property, plant and equipment
Fxtures
fittings,
Land and Ptand and tools and
butdings machinery equipment Total
£m £m &m £m
Cost or valuation
At 1 August 2009 1913 454 4 2029 8488
Exchange adjustments 80 235 83 398
Business combinations 34 08 42
Additions 65 269 136 470
Disposals (188 14 8] (15 8] 49 2]
At 31 July 2010 1870 4936 2100 890 6
Exchange adjustments (18 (9 Q) 12 (9 6}
Business combinations 02 01 03
Additions 78 266 149 493
Disposals (27 (157 (167} 351
At 31 July 2011 190.3 4957 2095 895.5
Depreciation
At 1 August 2009 795 3027 148 6 5308
Exchange adjustments 38 159 62 259
Charge for the year 77 KR 189 657
Reversal of impairment {21) 21
Disposals (6 4] (127 (133 (32 4}
At 31 July 2010 825 3450 1604 587 9
Exchange adjustments (13 (68) 07 (7 4]
Charge for the year 78 389 167 634
Disposals (9 (14 &} (149) (312
At 31 Juty 2011 87.1 352.7 1629 6127
Net book value at 31 July 2011 1032 133.0 46.6 282.8
Net book value at 31 July 2010 1045 148 6 496 3027
Net book value at 1 August 2009 118 1519 543 3180
14 Investments accounted for using the equity method
Auly2011 31 July200
£m £m
Investments in associated companies
At start of penod 13.6 12
Exchange adjusiment 0.8 a7
Share of results after tax 43 18
Davidend received (0.2) (01]
At end of period 18.5 136

The Groups share of the revenue of associates was £23 7m (2010 £225m] The total assets of associates are £59 9m (2010 £431m] and
lizbiliies are £13 5m (2010 £17 6m) These figures principally represent the performance, assets and liabilities of Cross Match Technalogies, Inc,
incorparated i the United States The share of these assets and babilives attnbutable to Smiths Group1s 35 6% (2010 35 6%)
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15 Financaal assets

Avallable for sale financial assets include £29 1m [2010 £25 2m) UK gavernment bonds This investment forms part of the deficit funding plan

agreed with the trustee of one of the principal UK pension schemes See note 10 for additional details

146 Inventones

31 2uly2011 31 July 2010
£m £m

Inventories comprise
Raw matenals and consumables 145.1 1293
Work in progress 94.7 724
Finished goods 197.2 1905
437.0 3922
Less payments on account (4.51 22
4325 3900

The Group consumed £1,332 6m (2010 £1,262 2m) of inventories during the period £113m (2010 £19 0m) was recognised as an expense
resulting from the write-down of inventary and £3 0m (2010 £5 ém) was released to the incomne statement from inventory provisions charged

in earbier years but no longer required

17 Trade and other receivables

Auly2011 31 Juy 2010
£n £m

Non-current
Trade recevables 23.7 228
Prepayments and accrued income 5.3 60
Other debtors 4.6 50
3346 338

Current

Trade receivables 564.2 5353
Prepayments and accrued income 32.9 305
Other debtors 15.7 131
612.8 5789

Trade recevables do not carry iInterest Management considers that the carrying value of trade and other receivables approximates to the fair
value Trade and other recewvables, including prepayments, accrued income and other debtors qualifying as financial instruments are classified

as loans and recenvables The maximurn credit exposure arising from these financial assets 1s £606 5m (2010 £575 8m)]

Trade recenables are disclosed net of provisions for bad and doubtful debts The provisions for bad and doubtful debts are based on specific risk

assessment and reference to past default expenence

Credit nsk 1s managed separately for each custorner and, where appropnate, a credit Umit 1s set for the customer based on previous expenence
of the custamer and third party credit ratings The Group has no significant concentration of credit nisk, with expesure spread over a large number

of customers The largest single custamer is the US Federal Government, representing less than 6% {2010 8% of Group revenue

Ageing of trade receivables

3Nluty2011 31 Juy200
&m £m
Trade recevables which are not impaired and not yet due 472 4 447 3
Trade recevables which are not impaired and less than three months overdue 84.2 757
Trade receivables which are not impaired and more than three months overdue 28.5 318
Gross value of partially and fully provided debtors 16.8 179
601.9 5727
Provision for bad and doubtful debts {14.0) 14 &)
Trade recevables 587.9 558 1
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3 juty2011 31 July 2010
£m £m
Cash at bank and in hand 232.0 1363
Shart-term deposits 291 36
Cash and cash equivalents 2611 1729
Bank overdrafts (0 4) a7
Net cash and cash equivalents 260.7 1722
Cash and cash equivalents include highly bquid investments with matuntes of three months or less
19 Trade and other payables
M uly2011 31 Iy 2010
&m £m
Non-current
Other creditors 45.1 273
Current
Trade creditors 190.3 1514
Bills of exchange payable 0.7 05
Other creditors 19.4 32
Other taxation and sacial secunty costs 225 212
Accruals and deferred income 221.3 2197
454.2 4282

Trade and other payables, including accrued expenses and other creditors qualifying as financial instruments, are accaunted for at amartised cost

and are categorised as other financial liabilities

20 Borrowings and net debt

This note sets out the calculation of net debt, an impartant measure 1n explaining our financing position The net debt figure includes accrued

interest and the fair value adjustments relating to hedge accounting

3 uly2011 31Ul 2010
£m £m
Cash and cash equivalents

Net cash and deposits {note 18] 2611 1729

Short-term borrowings
Bank overdrafis (0.4} 07
Bank and other loans (1.2} 13
Interest accrual (10 1) (127
(117 (147

Leng-term borrowings
$250m 5 45% US$ Private placement 2013 (158 3} (169 1)
$250m 6 05% US$ Guaranteed notes 2014 {151 &) [1583)
£150m 7 25% Sterling Eurobond 2016 (149.30  [1491]
€£300m 4 125% Eurobond 2017 (260.2] (247 6)
$175m 7 37% US$ Private placement 2018 (106 4] {1114)
$250rm 7 20% US$ Guaranteed notes 2019 (151 0) {158 0)
Bank and other loans (1.8) (15)
(978.4) (9950}
Borrowings (990.1} (1.0097]
Net debt (729.0) (834 8]

Borrowings are accounted for at amortised cost and are categorised as other financial liabilities See note 21 for a maturity analysis of borrowangs

The repayrment dates on borrowings repayable after frve years range from 2017 to 2019

Interest of £42 3m (2010 £43 2m) was charged to the consolidated income statement in this period in respect of public bonds
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20 Borrowings and net debt continued
Movements in net debt

Net cash Other
and cash short term Long-term
equnalents borrowng berrewings Net debt
Em £m £m £€m
At 31 July 2010 1722 (14 0) (9950} (836 8]
Foreign exchange gains and losses 27 01 133 161
Net cash inflow/loutilow] 858 858
Repayment of borrowings 12 12
Drawdown of borrowings (16) (186)
Capitalisation, interest accruals and unwand of capitalised fees 24 01 27
Fair value movement from nterest rate hedging 36 36
Change in matunty analysis 12 12
At 31 July 2011 2607 (11.3)  (9784)  (729.0)

Secured loans
Loans amounting to £3 0m (2010 £2 Bm)] were secured on plant and equipment with a book value of £2 9m (2010 £2 ém)

21 Finanaal nsk management

The Group s international operations and debt financing expose 1t to financial nsks which include the effects of changes in foreign exchange rates,
changes in debt market prices, interest rates, credit nsks and Uquidity nsks

Treasury and nsk management policies are set by the Board The policy sets out specific guidelines to manage foreign exchange risk, interest
rate risk, credit sk and the use of financial instruments to manage nsk The instruments and techniques used to manage exposures include
foreign currency derivatives, debt and other interest rate derwatives The central treasury function monitors financial nsks and compliance with
nsk management policies The management of operational credit nsk is discussed in note 17

(a) Foreign exchange nisk

Transactional currency exposure

The Group Is exposed to foreign currency nsks ansing fram sales or purchases by businesses in currencies other than their functienal currency
It 1s Group policy that, when the net foreign exchange exposure to known future sales and purchases i1s matenal, this exposure 1s hedged using
forward foreign exchange contracts The net expesure 1s calculated by adjusting the expected cash-flow for payments or receipts in the same

currency linked to the sale or purchase This policy minimises the risk that the profits generated from the transaction will be affected by foreign
exchange movements which occur after the price has been determined

Hedge accounting documentation and effectiveness testing are only undertaken if it Is cost effective

The following table shows the currency of financial instruments It excludes loans and derivatives designated as net investment hedges

AL31 July 2011
Sterling us$ Euro Qther Total
£m €m €m £m £m
Financial assets and Labibities
Financial instruments included in trade and other recenvables 35.3 290.7 144.2 136 3 606.5
Financial instruments included in trade and other payables (50 3) (141.4) (78.8) (64 &) (335.1)
Cash and cash equivalents 55.8 585 32.9 113.9 261.1
Borrowings not designated as net investment hedges (145.0] (10.8] (30) (162.8)
(108.2)  197.0 95.3 185.6 369.7
Exclude batances held in operations with the same functional currency 108.5 {147.8) (98.4) (183.4) (321.1)
Exposure ansing frorm intra-group loans (93 5] (8.8} 8.7 (93.5)
Forward foreign exchange contracts {104.4) 651 62.9 (23.6)
(104.1) 20.8 51.0 27 (45.0)
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21 Financial nsk management continued
A3 Juty 2010
Sterting uss Euro Qther Total
€m £m £€m £m £m
Financial assets and LUabilities
Financial instruments included in trade and other receivables 345 2803 1388 1222 5758
Financial instruments included in trade and other payables (353 (143 1) 66 2 (51 1] (2946 7]
Cash and cash equivalents 304 3046 190 929 1729
Borrowings not designated as net investment hedges (151 &} (115 (2 8) 03] (164 0)
(1230) 1563 890 1637 2860
Exclude balances held in operations with the same functional currency 1247 (1039 (87 1} (159 0} (225 3)
Exposure ansing from intra-group loans 360§ 128 62 (70l
Forward foreign exchange contracts (26) 300 112 (38 6}
09 46 4 259 277 437

Financial instruments included in trade and other recewables comprise trade recewvables, accrued income and other debtors which qualify as

financial instruments Similarly financial mstruments included in trade and other payables comprise trade payables, accrued expenses and other
creditors which qualify as financial instruments

Based on the assets and babilities held at the year end, if the specified currencies were to strengthen 10% while all other market rates remained
constant, the change In the fair value of financial Instruments not designated as net Investment hedges would have the following effect

Gain/iloss) Gainliosst

Impacton profit  recognised in Impactonprofit  recogrised in

for the year reserves for the year reserves

AMJuty 2011 I July 2011 31 July 2010 3i Juty 2010

£m £m £m £m

US dollar 59 (3.4 15 (18]
Euro 118) 4.2 10 29
Sterling 0.5 16 13 18

These sensitivibes were caleculated befare adjusting for tax and exclude the effect of quasi-equity intra-group loans

Cash-flow hadging

The Group uses foreign currency contracts to hedge future foreign currency sales and purchases At 31 July 2011 coniracts with a nominal
value of £217 7m (2010 £292 7m| were designated as hedging instruments In addition, the Group had outstanding foreign currency contracts

with a nominal value of £241 0m [2010 £152 1m} which were being used to manage transactional foreign exchange exposures, but were not
accounted for as cash-flow hedges The fair value of the contracts 1s disclosed in note 22

The majonty of hedged transactions will be recagnised in the income staternent in the same peried that the cash-flows are expected to occur,
with the only differences arising as a result of normal commercial credit terms on sales and purchases Of the foreign exchange contracts
designated as hedging instruments 99 9% are for periads of 12 months or less (2010 99 6%)

The movernents in the cash-flow hedge reserve during the periad are summarised in the table below

Year ended Year ended

NJuly2011 31 Juy 2010

&m £m

Brought forward cash-flow hedge reserve at start of year (0.6) 18
Exchange adjustments 0.1 02
Gains and losses on effective cash-flow hedges recognised in equity 0.4 (23]

Amounts removed from the hedge reserve and recognised in the following lines on the income staterment

~ revenue 0.2 01
- cost of sales {0 4) 09
- admunistrative expenses (1 3]
Carried forward cash-flow hedge reserve at end of year (0.3) (06}

119 Smuths Group plc Annual Report 2011




Notes to the accounts
continued

21 Financial nsk management continued

Translational currency exposure

The Group has significant investments in averseas operations, particularly in the United States and Europe As a result, the sterling value of the
Group s balance sheet can be significantty affected by moverments in exchange rates The Group seeks te mitigate the effect of these translational
currency exposures by matching the net investment in overseas operations with borrowings denominated in their functional currencies, except
where significant adverse interest differentials or other factars would render the cost of such hedging actmty uneconomic This 1s achieved by
borrowing pnmarily in the relevant currency or in some cases indirectly through the use of forward foreign exchange contracts and cross currency
swaps

Net investment hedges
The table below sets out the currency of loans and swap contracts designated as net investment hedges

At 31 Juty 2011
Sterling uss$ Euro Other Total
€m £m £m £m £m
Loans designated as net investment hedges 567.2)  (260.1) {827.3)
Currency swap coniracts 192.6 (45 &) (39.2) (107.8]

192.6 (4128) [299.3) (107.8]  (827.3)

AL31 July 2010
Sterling ust Euro QOther Total

Em £€m Em tm Em

Loans designated as net investment hedges {587 0) {248 1) (8351)

Currency swap contracts 2067 (32 4) 139 2) {1351)
2067 1619 4) (287 3) (135 1) 8351)

At31July2011 and 31 July 2010 swap contracts in other currencies hedged the Group s exposure to Australian dollars, Canadian dollars, Japanese
yen and Chinese renminb

Of the contracts designated as net mvestment hedges, 94% (2010 54%) are current and the balance matures over the next three years
(2010 three years)

The gains and lasses that have been deferred in the net investment hedge reserve are shown in the table below

Year ended Year ended

3 July2011 31 July 2080

£m £m
Brought forward net investment hedge reserve at start of year (128.2) (88 9]
Amounts deferred in the period on effective net investment hedges 7.9 (393}
Carried forward net investment hedge reserve at end of year (120.3) (128 2)

The fair values of these nel iInvestment hedges are subject to exchange rate movements Based on the hedging instruments in place al the year
end, If the specified currencies were to strengthen 10% while all ather market rates remained constant, it would have the following effect

Loss Less
recognised in  recogmised in
hedgereserve  hedge reserve
31 Juty 2011 33 July 2010

£m £m
US dollar 60.4 618
Euro 27.6 260

These movements would be fully offset by an opposite movement on the retranstation of the net assets of the overseas subsidianes These
sensitivities were calculated befare adjusting for tax
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21 Finanaal nsk management continued

(b) Interest rate risk

The Group operates an interest rate policy designed to optimise interest cost and reduce wolatility in reported earrings The Groups current
policy I1s to require interest rates to be fixed for greater than 40% of the level of net debt This Is achieved primarily through fixed rate borrowings,
and also through the use of interest rate swaps At 31 July 2011 985% (2010 91 5%) of the Group s net borrowings were at fixed interest rates,
after adjusting for interest rate swaps and the impact of short matunity derivatives designated as net investment hedges

The weighted average interest rate on borrowings and cross-currency swaps at 31 July 2011, after interest rate swaps, 1s 5 5% (2010 5 4%)

Interest rate profile of financial assets and labilities and the fair value of borrowings
The following table shows the interest rate nisk exposure of cash and borrowings The other financial assets and liabilities do not earn or bear
interest and for all financial instruments except for barrowings the carrying value Is not matenally different from their fair vatue

Cash and Cashand
cash Fair value of cash Fair value of
equivalents Borrowings borrowings equwalents Borrowangs barrowings
314uty2011  31Juty201%  31Juty2011 31 Juty 2010 3 July 2010 31 Juty 2010
€m £m £m £m £m fm

Fixed mnterest ladjusted for interest rate hedging)

Less than one year {1.2) (1.2) (13 (13
Between one and five years (363.4)  (403.6) (223 5) (244 3)
Greater than five years (4614 2) (443.0) (546 9] (643 7]
Total fixed interest financial assets/[Labilities)

(adjusted for interest rate hedging) (778.8)  (847.8) (7917 (889 3)
Floating rate interest financial assets/[liabiliies} 2431 (211.3) (2113) 156 4 (2180) (218 0]
Total interest beaning financial assets/[Labilities) 243.1 [990.1) (1,079.1) 1564 (100970 (1,107 3}
Non-interest bearing assets/|Uabilities) tn the same category 18.0 165

Total 2611 (990.11 (1,079.1) 1729 00271 11,107 3)

Interest rate hedging

The Group has designated US$150 Om interest rate swaps which mature an 28 January 2013 and €120 Om interest rate swaps which mature on
5 May 2017 as fair value hedges on the US Private placement and the Eurobond respectively which mature on the same dates These positions
hedge the risk of vanability in the fair value of borrowings ansing from fluctuations in base rates

The fairvalues of the hedging instruments are disclosed in note 22 The effect of the swaps is to convert £196 3m [2010 £195 3m) debt from fixed
rate to floating rate

Sensitivity of interest charges to interest rate movements

The Group has exposure to sterling, US dollar and euro interest rates However the Group does not have a significant expasure to interest
rale movements for any indvidual currency Based on the composition of net debt and foreign exchange rates at 31 July 2011, and taking into
consideration all fixed rate borrowings and interest rate swaps In place, a one percentage point (100 basis points) change in average fleating
interest rates for all three currencies would have a £ril (2010 £0 2m) impact on the Group s profit before tax

(c] Financial credit sk

The Group 1s exposed to credit-related losses in the event of non-performance by counterparties to financial instruments, but does not currently
expect any counterparties to fail to meet their obligations Credit risk 1s mitigated by the Board approved policy of only selecting counterparties
with a strong investment grade long-term credit rating for cash deposits and assigning financial imits to indwidual counterparties In the narmat
course of business, the Group operates cash pooling systems, where a legal right of set-off applies

The maximum credit nisk exposure In the event of ather parties failing to perform their obligations under financial assets, excluding trade and
other recewables and dervatives, totals £292 7m at 31 July 2011 (2010 €199 9m)

3t Juty 2011 31 Juty 2000
£€m

Em

Cash at banks wath at least a AA- credit rating 236 6 1209
Cash at banks with a A+ credit rating 211 474
Cash at other banks 3.4 47
UK government bonds with a AAA credit rating (nate 15) 291 252
Other investments 25 17
292.7 1999

At 31 July 2011 the maximum exposure with a singte bank for deposits and cash 1s £57 1m (2010 €41 ém), whilst the maximum mark to market
exposure for dervatives 1s £5 3m (2010 £6 Bm) These banks have AA- and AA credit rating, respectively (2010 AA and AA)
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21 Financial nsk management continued

{d) Liguidity sk

Borrowing facilities

The Board policy specifies the maintenance of unused comnitted credit facilities of at least £200m at all times to ensure it has sufficient avallable
funds for operations and planned development On 14 December 2010 the £660m Revotving Credit Faciity 2012 was refinanced with a new

US$800m multi-currency revobing credit facility The new facility, which matures in December 2015, 1s undrawn At the balance sheet date the
Group had the following undrawn credit faciltties

31 July 2011 31 July 2010
£m £m

Expinng wathin one year

Expinng between one and two years 6600
Expinng after two years 486.8
484.8 6600
Cash deposits

As at 31 July 2011, €29 1m [2010 E£36 émi of cash and cash equivalents was on deposit with various banks of which £4 5m (2010 £20 8m] was
on deposit in the UK

Gross contractual cash-flows for borrowings

Contractual Total Cantractuat Total

Borrowings Fairvalue interest contractual Borrowings Fair value interest contractual

(Note 20 pay cash-flows {Note 20} adjustments payments. cash-flows

IMJulyz011  AJuty2011  Ftuly2011 I July2011 31 1uy2010  3iJuy2010  3Aduy20i0 31 July 2010

£m £€m €m £m £m £m £m fm

Less than one year (1.7 11) 146.9) 597 47 13 (67 9) (61 3)
Between one and two years (159.2) 62 (54.00 (207 Q) {10 (59 2) (602
Between two and three years {152.3) (0.7] (49.8] (202.8) 1169 &) 298 (54 9] (214 7)
Between three and four years (40 5) (40.5) (158 3) (10 (56 5) (209 8]
Between four and five years (149.3) (0.7) (40.5) (190.5] (s08l (408
Greater than five years (517.4) {3.6) (59.4) (580 6) (666 1] (40 (1020) {7721
Total (990.1) 0.1 (291.1] (1,281.1) [1,0097) 61 {3553) 11,3589]

The figures presented 1n the borrowings colurnn include the nan-cash adjustrments which are highlighted in the adjacent cotumn The contractual
interest reported for borrowings 1s before the effect of interest rate swaps

Gross contractual cash-flows for derivative financial instruments

Receipts Payments Netcash-flow Receipts Payments  Net cash-ilow
3Mluly20M  July2011 IMSuly2011 31 Juy010 31 Juy2010 31 Juty2010
£m £m £m &m £m £m
Assets

Less than one year 1823 (166.6) 15.7 3752 (354 0] 212
Greater than one year 102.4 (92 5) 9.9 787 (40 7} 180

Liabilities
Less than one year 351.3 (359 5) (8.2) 3625 (3778 (153}
Greater than one year 268 (27.0) (0.2) 302 (313] (11
Total 662.8 (645.8) 17.2 8466 823 8) 228

This table presents the undiscounted future contractual cash-flows for all dertvative financial instruments For this disclosure, cash-flows
tny foreign currencies are translated using the spot rates at the balance sheet date The fair values of these financial instruments are presented
in note 22

Gross contractual cash-flows for other financial habilities

The contractual cash-flows for financial abilites included in trade and other payables are £309 9m (2010 £284 5m] due in less than one year,
£20 9m (2010 £8 2m) due between one and five years and £4 3m (2010 £4 Om) due after more than five years
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22 Financial derivatives

The tables below set out the nominal amount and fair value of dervative contracts held by the Group, identifying the denvative contracts which
qualify for hedge accounting treatment

At31Juty 2011
Contract or undertying
nominal amount Fair vatue
Assets  Liabilties Net
tm £m £m (%)
Foreign exchange contracts {cash-flow hedges) 217.7 3.2 (4.5} (1.3)
Foreign exchange contracts [not hedge accounted) 2410 1.6 (2.6} (1.0]
Total foreign exchange contracts 458.7 48 (71) (2.3]
Currency swaps [net investment hedges) 192.4 19 12.3) (0.4}
Interest rate swaps [fair value hedges} 196.3 5.4 (1.0 (XA
Total financial derivatives 847.6 121 (10.4) 1.7
Balance sheet entries
Non-current 6.4 (1.5] 4.9
Current 5.7 (8.9) {3.2)
Total financial derivatives 121 (10.4) 1.7
ALY July 2010
Cantract or undertying
nominal amaourt Fair vatue
Assets Liabilives Net
£m €m £m £m
Foreign exchange contracts [cash-flow hedges) 2927 52 (70l (18]
Foreign exchange contracts [not hedge accounted) 1521 12 (23 {11]
Total foreign exchange cantracts L44 8 b4 93 29)
Currency swaps [net investment hedges] 206 7 49 (08) 41
Currency swaps [not hedge accounted) 1807 67 (54) 11
Total currency swap contracts 3874 1146 (& 4) 52
Interest rate swaps [fair value hedges) 1953 83 (03) 80
Total financial derivatives 1,0275 263 {160) 103
Balance sheet entries
Non-current 108 [11) 97
Current 155 (14 9} 06
Total financial derivatives 263 (16 0) 103

Currency swaps not hedge accounted

These contracts compnse dervatives which were previously part of the net investment hedging programme and matching contracts to eliminate
this exposure There 1s no further net exposure ansing from these contracts

Accounting for other derivative contracts

Any foreign exchange contracts which are not formally dessgnated as hedges and tested are classified as held for trading and not hedge
accounted

Fair value hierarchy
All dervatives values are calculated using level 2 valuation methodologies
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23 Provisions for babilities and charges

Warranty
provision and Jahn Crene Inc. Other

product babilty  Reorganisation Property Drsposal Ligation utigahion Total

£rm £m Em Em fm fm Em

At 31 July 2010 375 14 47 562 1757 157 3z
Exchange adjustments 05 02 83 (0 4] (84]
Prowsion charged 229 48 08 273 50 608
Provision released (58} (20) o8l 43 8] 211 (54 5]
Urwind of provision discount &1 61
Utilisation [17 5! 62) (13] [85) (19 1) (38 [56 4]
At 31 July 2011 37.6 7.8 3.4 39 181.7 14.4 248.8

Analysed as

Mty 2011 31 Juty 2010

£m m

Current liabilities 747 704
Non-current liabilities 1741 2308

2488 302

Warranty provision and product Liability

Warranties over the Group s products typically cover perods of between one and three years Provision 1s made for the likely cost of after-sales
support based on the recent past experience of indmdual businesses

Reorganisation

The restructuning of corporate and divisional headguarters was announced on 3 June 2008, and a second phase of this project was introduced
in 2010 At 31 July 2011 there 1s a provision of €4 7m (2010 £8 6m) relating ta the two phases of this project

Reorganisation provisions include €£18m (2010 £2 8m) costs relating to restructuring supply arrangements following the automotive seals
disposal These costs are expected to be spread over the next two years

Disposal
The disposal provision relates to warranties and other obligations in respect of the dispasal of the Marine Systermns and Aerospace businesses
Most of the balance is expecied to be utibsed within the next five years

Litigation

John Crane, Inc.

John Crane, Inc [ JCI )1s one of many co-defendants in numerous tawsuits pending in the United States in which plaintiffs are claiming damages
ansing from alleged exposure to, or use of, products previously manufactured which contained asbestos Until 2004, the awards, the related
interest and all matenal defence costs were met directly by insurers In 2007, JCI secured the commutation of certain insurance policies In
respect of proeduct babiity While JCI has excess liability insurance, the availability of such insurance and scape of the cover are currently the
subject of litigation in the United States An adverse judgrment at first instance from the Circuit Court of Cook County, lllinais 1s currently under
appeal Pending the outcome of that litigation, JCI has begun to meet defence costs directly Provision is made in respect of the expected costs of
defending known and predicted future claims and of adverse judgments in relation thereto, to the extent that such costs can be reliably estimated
No account has been taken of recoveries from insurers as their nature and timing are not yet suffictently certain to permit recognition as an asset
for these purposes

The JCI products generally referred to in these cases consist of industnal sealing product, primarily packing and gaskets The asbestos was
encapsulated within these products in such a manner that causes JCI to believe, based on tests conducted on its behali, that the products were
safe JCl ceased manufactunng products containing asbestos in 1985

JCl continues to actively monitor the conduct and effect of its current and expected asbestos litigation, including the most efficacious presentation
of its safe product defence, and intends to continue to resist these asbestos claims based upon this defence Approximately 202,000 claims
against JCl have been disrmissed before tnal over the last 32 years JCl1s currently & defendant in cases involvwng approximately 161,000 claims
Despite the large number of claims brought against JCI, it has had final jJudgments against it, after appeals 1n only 107 cases over the period, and
has had to pay awards amounting to approximately US$103m JCI has also incurred significant additional defence costs and, whilst the number
of claims being filed against JCl and other defendants has been declining, the proportion af mesothelioma claims has increased, and JCl s ability
to defend these cases successfully 1s bikely to have a significant impact on its annual aggregate adverse judgment and defence costs
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23 Provisions for habilihies and charges continued

Litigation continued
John Crane, In¢ continued
The assumptions made In assessing the appropriate level of provision include

= The period over which the expenditure can be reliably estimated
= The future trend of legal costs

* The rate of future claims filed

* The rate of successful resolution of claims

= The average amount of judgments awarded

The provision is based an past history and allows for decreasing levels of new claims based an published tables of asbestos incidence projections
and 1s determined using asbestos vatuation experts, Bates White LLC In the current period the method used to calculate the expected costs of
defending claims has been conformed to the approach used to calculate the expected cost of adverse judgments following the appointment of
Bates White LLC ta value both elements of JCls exposure The projections use a 10 year ime horizon [see note 26), compared to bime horizons
of up to 16 years used In previcus estimates, an the basis that Bates White LLC consider that there 15 substantial uncertainty in the ashestos
litigation environment so probable expendilures are not reasonably estimable bayond this time honzon The Income Statement charge ansing
frarn movernents n discounting [see note 4) incarparates the impact of the change in the time frame of the projections The movement in the
gross provision reflects the higher expected annual defence costs offset by the change in the time honzon

However, because of the significant uncertainty associated with the future level of asbestas claims and of the costs arising out of related Ltigation,
there can be no guarantee that the assumptions used to estimate the provision will result in an accurate prediction of the actual costs that may
be incurred and, as a result, the provisian may be subject to potentially material revision from time to time f new infarmation becomes available
as a result of future events

The proviston In respect of JC is a discounted pre-tax provision using discount rates, being the risk-free rate on US debt instruments for the
appropriate period The deferred tax asset related to this provision 1s shown within the deferred tax balance fnote 6] Set out below Is the gross,
discounted and post-tax information relating to this provision

31 July 2011 31 July 2010
£m £m

Gross provision 2031 2145

Discount (21.4) (38 8]
Discounted pre-tax pravision 181.7 1757

Deferred tax (50 &) (47 4)
Discounted post-tax provistan 1311 1283
Other ltigation

The Group has on occasion been required to take legal action to protect its intellectual property and other nghts against infringement It has
also had to defend itself against proceedings brought by ather parties, including product liability and tnsurance subrogation claims Provision
1s made for any expected costs and Liabilities in relation to these proceedings where appropnate, though there can be no guarantee that such
provisians [which may be subject ta potentially material reviston from time to ime} will accuratety predict the actual costs and liabilies that may
be incurred

Apart from that relating to JCI, none of the other provisions 1s discounted

24 Share capital

Issued capital ~ Consideration

Number of shares £m Em
Ordinary shares of 37.5p each
At 31 July 2010 390,728,043 1465
Exercise of share options 1,622,360 04 144
Total share capital at 31 July 2011 392,350,403 1471

At 31 July 2011 all of the 1ssued share capital was in free issue All1ssued shares are fully paid

25 Reserves

Retained earnings include the value of Smiths Group plc shares held by the Srniths Industries Employee Benefit Trust In the year the Company
issued nil 2010 558,754} shares to the Trust, and the Trust purchased 700,892 (2010 nil shares) in the market At 31 July 2011 the Trust held 855
(201G 32,858] ordinary shares with a market value of £0 Om (2010 £0 4m)

The capital redemption reserve, revaluabion reserve and merger reserve arose from share repurchases, revaluations of property, plant and
equipment, and merger accounting for bustness combinations before the adoption of IFRS, respectively
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25 Reserves continued

Capital management
Capital employed comprises total equity adjusted for goodwill recognised directly In reserves, net post-retirement benefit assets and Labilities
and net debt The efficiency of the allocation of the capital to the dwvisions 1s monttared through the headline return on capital employed (ROCE)

This ratio 1s calculated over a rolling 12-month period and is the percentage that headline operating profit compnises of monthly average capital
employed The ROCE was 17 0% (2010 14 6%}

The capital structure 1s based on the directors judgement of the balance required to maintain flexibility while achieving an efficient cost of capital
The Group has a target geanng, calculated on a market value basis, of approximately 20% At the balance sheet date the Group had geanng
of 15% (2010 19%)

As part of its capital management the Group strategy is to maintain a solid investment grade credit rating ta ensure access to the widest possible
sources of financing and to minimise the resulting cost of capital At 31 July 2011 the Group had a credit rating of BBB+/Baa2 (2010 BBB+/Baa2
- negative outlook] with Standard & Poors and Moodys respectively The credit rating 1s managed through the following cash-flow targets
headbine operating cash conversion of greater than 80% and a ratio of net debt to headline EBITDA of less than two For the year ended 31 July 2011
these measures were 95% (2010 115%l and 1 2(2010 14

The Board aims for dividend cover of around 2 5 times, to ensure that the Group retains sufficient cash to finance investment in growth
Hedge reserve

31 Juty 2011 31 July 2010
€m £m

The hedge reserve on the balance sheet compnses
- cash-flow hedge reserve (0.3 04
- net Investment hedge reserve (120.3] (1282)

(120.61 (1288)

See transactional currency exposure risk management disclosures in note 21 for additional details of cash-flow hedges, and translationat
currency exposure nsk management disclosure also 1n note 21 for additional details of net investment hedges

26 Contingent liabilities and commitments

John Crane, Inc.

As stated in note 23, John Crane, Inc (JCI | is involved in numerous lawsuits pending in the United States in which plaintiffs are claming
damages ansing from exposure to, or use of, products containing asbestos The JCI products generally referred to in these cases are ones
in which the asbestos fibres were encapsulated 1n such 2 manner that, according to tests conducted on behalf of JCI, the products were safe
JC! ceased manufacturing products containing asbestos in 1985

Provision has been made for future defence costs and the cost of adverse jJudgments expected ta occur The Group anticipates that asbestos
litigation will continue beyond the period covered by this provision, however, because of the uncertainty surrounding the outcome of Ltigation
beyond this period, the costs cannot be reliably estimated

Other contingent Liabiliies and commitments

In the ordinary course of its business, the Group 1s subject to liigation such as product bability claims, employee disputes and other kinds of
lawsuits, and faces different types of legal issues in different junsdictions The high level of actmity in the US, for example, exposes the Group to
the likebhood of various types of Ltigation commonplace in that country, such as mass tort and class action bhigation, and legal challenges to
the scope and validity of patents These types of proceedings [or the threat of them] are also used to create pressure to encourage negotiated
seftlernent of disputes Any claim brought against the Group [with ar without merit], could be costly to defend These matters are inherently
difficult to quantify In apprepriate cases a pravision 1s recegnised based on best estimates and management judgement but there can be ne
guarantee that these provisions [which may be subject to patentially material revision from time to time) will result in an accurate prediction of the
actuat costs and liabilities that may be incurred There are also contingent liabbities 1n respect of itigation for which no provisions are made

At 31 July 2011, contingent babibbies, compnsing bonds and guarantees arising in the normal course of business, amounted to £1378m
(2010 £143 Sm), inctuding pensian commitments of £43 1m (2010 €40 ém}

From time to time the Group co-operates with relevant authonties in investigating business conduct 1ssues The Group 1s not aware of any 1ssues
which are expected to generate materiat financial exposures

27 Operating lease commitments - mimmum lease payments

The rminimum uncancellable lease payments which the Group 1s cormmitted to make are

31 Juty 2011 31 Juty 2010

Land and Land and
buildings Other buldings Other
£m €m £m £m

Payments due

- not later than one year 30.4 9.1 273 70
~ later than one year and not later than five years 641 88 637 107
- later than five years 22.7 0.1 277 01
117 2 18.0 1187 198
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28 Cash-flow
Cash-flow from operating activities
Year ended Year ended
Ahy0 3y 2010
Operating profit - continuing 438.0 4359
Amortisation of intangible assets 72.3 676
Impairment of intangible assets 5.5
Profit on disposal of property, plant and equipment (0.7) 31
Profit on disposal of business (4.4) (33]
Depreciation of property, plant and equipment 63.4 657
Impairment of property, plant and equipment (2 1)
Share-based payment expense 13.8 103
Retirement benefits 177.6) (56 1]
(Increasel/decrease In inventories 146 7] 461
Increase in trade and other receivables (33.1) (165
Increase In trade and other payables 43.7 270
Increase/ldecrease) in provisions 5.2 (21 8]
Cash generated from operations 479.4 5497
Interest (66.8] (528)
Tax paid {90 9] (86 4)
Net cash inflow from operating activities 321.7 4105

Smiths Group cash-flow measures

The Group uses two non-statutory cash-flow measures to monitor performance headline aperating cash-flow and free cash-flow Headline
operating cash-flow 1s net cash inflow from headline operating actmities less capital expenditure See note 3 for a description of headline profit
measures Free cash-flow s cash-flow after interest and tax but before acquisitions, financing actvues and dvidends. The tables below reconcile

these two measures to statutory cash-flow measures

Headline operating cash-flow

Year ended Year ended
31July2011 31ty 2010
£m £m
Net cash inflow from operating activities 321.7 4105
Exclude
Interest 66.8 528
Tax pad 90.9 864
Cash outflow 1n respect of exceptional operating items 348 457
Pension deficit payments 60.1 447
Include
Expenditure on capitalsed development, other Intangible assets and property, plant and equipment (90.1) (789)
Dispasals of property, plant and equipment in the ordinary course of business 45 36
Headline operating cash-flow 4887 D648
Free cash-flow
Year ended Year ended
AMuly2011 31 July 2010
£m fm
Net cash inflow from operating actmities g 4105
Expenditure on capitalised development, other intangible assets and property, plant and equipment (90.1} (789
Disposals of property, plant and equipment 45 248
Investment In financial assets retating to pensions financing [250)
Free cash-flow 236 3314
Investment in other financial assets (0.3) 03
Acquisition of businesses (18.5) (132 7]
Disposal of Aerospace 6.2) 199
Disposal of businesses 39 11
Net cash-flow used in financing activties (12%.2) (66 1)
Net increase in cash and cash equivalents 858 1533
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29 Acquisitions

During the period ended 31 July 2011, the Group acquired the detection sales, distribution and servicing business of Veecon IPA Gastchnik Limited
[August 2010} and the entire 1ssued share capital of SDBR Comercio De Equipamentos De Seguanca LTDA {May 2011) on behalf of Smiths
Detection The acquired businesses are the Indian and Brazban distributors for Smiths Detection, and this will continue to be their principal
business actvity The acquisions give Smiths Detection direct control over sales of its products in two major fast-growing economies

The consideration for these acquisitions comprises
s cash of €120m,
= fixed deferred consideration of which £1 5m 1s sutstanding at 31 July 2011 This is due to be paid over the next two years,

= contingent consideration based on the sales the acquired businesses achieve over the next five years This consideration 1s denominated
in US dallars The fair value of $14 7m at acquisition has been calculated using probability weighted forecasts of potential future sales by target
customers and market sectors The maximum potential contingent consideration payable 1s $23 0m, and

= non-equity shares in one of the new subsidiaries, which were valued at £3 5m on acquisition

From the date of acquisition to 31 July 2011, the acquisitions contributed £15 1m to revenue, £1 ém to headline profit before taxation and £0 1m
to profit before taxation If Smuths had acquired the businesses at the beginning of the financial period, the acquisitions would have contributed
£19 4m to revenue and £1 7m to headline profit before taxation

The iIntangible assets recogrised comprise £4 1m in respect of custormer relattonships, orders and contractual non-compete arrangements with
the vendars The assets recognised include the current value of the maintenance contracts acquired Goodwill represents the value of future
growth opportunities in these markets The goodwill recogmised is not expected to be deductible for tax purposes

The values set out below are provisional pending finalisation of the fair values attributable and working capital adjustments, and will be finalised
in the year ending 31 July 2012

Acquisitions

Fairvalue Provisional

Book value adjustments. fairvalue

£m £m £

Intangible assets 41 4.1

Property, plant and equipment 03 0.3

Current assets 09 0.9
Non-current liabilities (14) {14)

Net assets acquired 12 27 3.9

Goodwill on current year acquisitions 22 4

Total consideration 26.3

Cash paid during the penod - current year acquisitions 12.0

Deferred consideration ~ current year acquisitions 10.8

Other financial instruments — current year acquisitions 35

Total consideration 26.3

30 Employee share schemes

The Group aperates share schemes and plans for the benefit of emgployees The nature of the principal schemes and plans, including general
conditions, 1s set out below

2008 Value Sharing Plan {2008 VSP)

The V5P is a long-term incentive plan approved by the shareholders in July 2008 rewarding execulives for value creation at Group and Dmsional
levels Corporate participants wilt be rewarded under the VSP for value creation at a Group level, whereas the executives with dwisional
responsibilities will be rewarded far value creation within the dision for which they are responsible Forthe Group scheme, one-third of the award
will depend on the growth In Smiths TSR over and above the median for the companies comprising the FTSE 100 [excluding financial services
companies} and the remaining two-thirds of each award will be determined by the growth in internal value in excess of fixed rate The growthin
internal value 1s calculated as follows adjusted profit before tax { PBT ) imes the ratio of PBT to market capitalisation determuned at the date of
grant plus net equity cash-flows to shareholders The dvisional awards will depend on meeting an internal value growth target set for the division
inwhich the participant works The performance conditions are measured cver three-year and four-year periods commencing with the financial
year 2008/09 For the Group scheme, the growth in internal value 1s tested against a hurdle rate of 9 5% a year

2010 Value Sharing Plan {2010 VSP)

The 2010 VSP 1s a long-term incentive plan approved by the shareholders at the Annual General Meeting on 16 November 2010 rewarding
executives for value creation at Group and Drasionat levels The awards have the same structure and calculation methods as the 2008 VSP
The performance conditions are measured over a three-year period commencing with the financial year 2010/11, and the Group scherne hurdle
rate i1s 8 5% a year
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30 Employee share schemes continued

Smiths Group Co-Investment Plan [CIP)

Under the CIP, as introduced in October 20053, the executive directors and sentor executives are able, if invited, to use their after tax bonus or 25%
of their basic salary after tax, whichever s the greater, to invest in the Company s shares at the prevailing market pnice At the end of a three year
penod, If the executive 1s still in office and provided the performance test 1s passed, matching shares will be awarded in respect of any invested
shares retained for that penod The number of matching shares to be awarded i1s determined by the Remuneration Committee at the end of the
year in which the bonus i1s earned by reference to annual bonus, and other corporate financial cntena The maximum award will not exceed the
value, before tax, of the bonus or salary invested in shares by the executive Vesting of matching shares will occur and the matching shares will be
released at the end of the three year period if the Group s Return on Capital Employed [ ROCE } over the Performance Period exceeds the Group s
weighted average cost of capital [ WACC ) over the Performance Period by an average margin of at least 1% per annum

In July 2008 the CIP was amended From 2009 participanis have been required to invest 50% of their post tax bonus in purchased shares
The performance conditions have been expanded to include an enhanced perfarmance condition of ROCE exceeding WACC by an average margin
of 3% per annum If the enhanced performance condition I1s met, two matching shares will be 1ssued for every purchased share

Weighted
average
Leng term pnce for
tncenuve Other share option plans.
cp plans schermes. Total £

Ordinary shares under option [ 000)
1 August 2009 290 3.339 9.020 13,349 £583
Granted 412 248 640 £332
Update of estimates (241]) (241) £000
Exercised [430) (1301 [1,643) (2 203} £618
Lapsed (95) [1,198) (1,193) {2.486) £553
31 July2010 877 1,770 6,432 7.079 €615
Granted 730 785 123 1,638 £EG 78
Update of estimates 122 122 £00C
Exercised [214] {517) {1,744] 2,477 £628
Lapsed (51} (303) (373) {727 £64 46
31 July 2011 1,340 1,857 4,438 7,635 £5.37

Options were exercised on an irreqular basis during the penod The average closing share pnice over the financial year was 1,240 24p
{2010 1,000 61p] There has been no change to the effective oplion price of any of the outstanding options during the period

Exerciszble

weighted

Weighted average

average Options Opbions  exercise price

Total shares remaining  exercisableat  exercisable at for options

underoption  contractualife 31 Juty 2011 31uy 2010 exercisable at

Range ol exertise prices { 000] fmonths] ()] | coc) 31 Juty 2011
€000-€200 3197 18 £0.00
€201-£€600 532 27 2 2 £5.69
€601 -€1000 2,786 40 2,106 1.667 £8.19
€£1001-£1400 1120 73 907 51 £€1097

For the purposes of valuing options to arrive at the share-based payment charge, the Binormial option pricing medel has been used for most
schemes and the Monte Carlo method 1s used for schemes with total shareholder return performance targets The key assumptions used
in the madels for 2011 and 2010 are volatility of 30% [2010 30%) and dividend yield of 3 33% (2010 3 75%)] Assumptions on expected volatility
and expected option term have been made on the basts of historical data, for the period corresponding with the vesting period of the option
These generated a weighted average fair value for CIP of £12 40 {2010 £9 45) and VSP of £1386 (2010 £11 21) The fair value disclosed for the
CiP award treats the two matching shares as separate options

Included wathin staff costs 1s an expense ansing from share-based payment transactions of £13 8m (2010 £11 3m, of which £138m (2010 £10 3m)]
relates to equity-settled share-based payment

At 31 July 2011 the creditor relating io cash-seitled schemes 1s £0 6m (2010 £09m)

31 Events after the balance sheet date

0n 2 September 2011 Smiths Interconnect agreed te purchase Power Holdings Inc a leading designer and manufacturer of specialist power
distribution, conditisning and monitoning systems The purchase price of $235m will be subject to post closing adjustments with respect
to working capital at completion The acquisiion is subject to regulatory approval

On 17 August 2011 John Crane agreed to purchase the business and assets of Turbo Components and Engineering Inc [ TCE ] which services,
repairs and builds replacement bearings and seals used in cntical rotating equipment The purchase price of $20rm witl be subject to post closing

adjustments TCE has gross assets of approximately $3 2m and expecled sales of $10m for the current calendar year This acquisition 1s subject
to regulatory approval
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Yezr ended Year ended Year ended Yearended  Penod ended
31 Juty 2011 31 July 2010 31 oty 2009 31 July 2008 31 Juty 2007
€m

fm £m £m £m
Revenue 2,842,0 27696 26646 23212 21609
Headline operating profit 516.9 4924 4175 3806 3474
Amortisation of acquired intangible assets (49.5) [421] (34 8) (19 2] (14 8)
Exceptional items {including profit on satef/impairment of financial asset) (29.4) 14 4} 4546 (35 4] (74 2)
Financing losses 03) {1 9]
Cperating profit 4380 4359 4285 3257 2571
Net finance costs (64.4) (64 &) (58 1) [54) 0é)
Share of post-tax profits/(losses) of associated companies 43 18 04 {10 05
Profit before taxation 3979 3731 3708 3193 2560
Taxation (91.8) (7891 (94 9} (750] (531)
Profit after taxation ~ continuing operations 3061 2942 2759 2443 2029
Profit after taxation - discontinued operations 79.0 164 (59l 245 15252
Shareholders’ equity 1,373 6 1,094 8 8590 9159 9033
Represented by
- Intangible assets 1,610.2 1,638 6 15003 1,2532 1,021 3
- praperty, plant & equipment and investments 332.9 3433 3370 3090 2736
- net current assets/provisions/retirement benefit Liabilities 159.5 (503 (93 4) 1243 1983
Net borrawings (729.0) (834 8] (884 9) (770 &) (589 9
Funds employed 1,373 6 1,094 8 8590 9159 9033
Ratios
Headline aperating profit turnover (%} 182 178 157 164 161
Headline effective tax rate [%) 25.0 240 240 240 251
Return an capital employed (%!} 17.0 166 147 164
Return on shareholders funds (%) 17.7 184 165 167 149
Cash-flow
Headline operating cash 488.7 o448 4350 2725 2592
Headline operating cash conversion (%) 95 115 104
Free cash-flow (before acquisitions and dwidends, after capital expenditure] 2361 3213 2561 906 1007
Free cash-flow per share [p) 04 849 859 234 183

Earnings per share

Headline earnings per share (p) 92.7 B4 6 724 745 470
Dividends

Pence per share 36.25 3400 3400 3400 3400
Headline dwidend cover 2.6 25 21 22 14

Number of employees (000s)

United Kingdom 2.0 20 20 22 28
Overseas 20.9 216 198 206 184
229 236 218 228 214

The return on shareholders funds for the period ended 31 July 2007 has heen calculated using the closing net assets adjusted for movemenis in goodwill set-off against reserves relating
to continuing operattons 1n order to adjust for the Aerospace dispasal.
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Independent auditors’ report to Craran and Cuf Exsut

Operating and financial review

the members of Smiths Group plc Rt and resporay

Gavernance
Accounts

We have audited the Parent Company financial statements of Smiths Group plc for the year ended 31 July 2011 which comprise the Company
balance sheet, the accounting policies and the related notes The financial reperting framework that has been applied in therr preparation
15 applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explained more fully in the Staternent of Direclors responsibilities, the Directors are responsible for the preparation of the Parent Company
financial statements and for being satisfted that they give a true and fair view Our responsibibity 1S to audit and express an opinion on the Parent
Company financial statements in accordance with applicable law and Internationat Standards on Auditing [UK and Ireland] Thase standards
require us to comply with the Auditing Practices Board s Ethical Standards for Auditors

This report, including the opinions, has been prepared faor and only for the Company s members as a body in accordance with Chapter 3 of Part 16
of the Companies Act 2006 and for no other purpase We do not, in giving these opinions, accept or assume responsibilty for any other purpose or
to any other person to whom this report 1s shown or into whose hands it may come save where expressly agreed by our pnor consent in wniting

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that
the financial statements are free from matenal misstaterment, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate fo the Parent Company s circumstances and have been consistently applied and adequately disclosed, the
reasonableness of significant accounting estimates made by the Directors, and the overall presentation of the financial statements Inaddibion, we
read all the financial and non-financial information tn the Annual Report to identify matenal inconsistencies with the audited financial statements
If we become aware of any apparent matenal misstatements ar Inconststencies we constder the implications for our report

Opinton on financial statements
In our opinion the Parent Company financial statements

= give a true and fair view of the state of the Company s affairs as at 31 July 2011,
= have been properly prepared in accordance with United Kingdorn Generally Accepted Accounting Practice, and
» have been prepared in accordance with the reguiremients of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006
In our opimon

» the part of the Directors remuneration report to be audited has been properly prepared in accordance with the Companies Act 2006, and

s the information given in the Group Directors report for the financial year for which the Parent Company financial statements are prepared
Is consistent with the Parent Cormnpany financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to repart to you If, In our opinion

= adequate accounting records have not been kept by the Parent Company, or returns adequate for our audit have not been recewved frombranches
not visited by us, or

= the Parent Company financial statements and the part of the Direclors remuneration report to be audited are not in agreement with the
accounting records and returns, or

« certain disclosures of Directars remuneration specified by law are not made, or
= we have not received all the information and explanations we require for our audit

Other matter
Wq have reported separately on the Group financial statements of Sriths Group ple for the year ended 31 July 2011

Martin HoddSon (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutary Auditors
London

27 September 2011

Notes
{al The maintenance and integrity of the Srniths Group plc website is the responsitility of the Directors the work carried out by the auditors does not Involve consideration of these matters
and accordingly the auditars accept no responsibility for any changes that may have occurred lo the financial statements since they were inially presented on the website

[b) Legislation in the United Kingdom governing the preparation and disseminatton of financial slatements may differ from legrslation in otber junisdictians
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Company balance sheet

31 duty 2070

31 Juty 2011 [restated)
Notes £m £m
Fixed assets
Tangible assets 2 4.2 44
Investments and advances a  3,037.9 3,7352
Available for sale financial assets 4 295 252
30716 3,7650
Current assets
Debtors
- amounts falling due within one year 5 120.0 1150
- amounts fatling due after more than one year 5 318 275
Cash at bank and on deposit 51.6 202
Financial derivatives
- amounts falling due within one year 11 71
- amounts falling due after more than one year 64 107
210.9 1825
Creditors amounts faling due within one year 6 (11591 (1134)
Net current assets 95.0 61
Total assets less current Labilities 3,166.6 3.8341
Creditors amounts falling due after more than one year 6 19673) (14845
Provisians for Liabilities and charges 7 2.6 (43
Financial dervatives (15l {(10]
Net assets excluding pension labilities 21952 23443
Retirement benefit Liabilities 8 (148.7) (144 3]
Net assets including pension Liabilities 2,046.5 2,1800
Capital and reserves
Called up share capital 9 1471 1465
Share premiurm account 10 3291 3153
Capital redemption reserve 10 5.8 58
Other reserves 10 180.5 1805
Profit and loss account o 1,384.0 15319
Shareholders’ equity 2,046.5 21800

The accounts on pages 132 to 140 were approved by the Board of Directors on 27 September 2011 and were signed on its behalf by

Philip Bowman .
Chief Executive ?( t‘*‘k

i

Peter Turner

Finance Director %/_ﬁ:_—
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Basis of preparation

The accounts have been prepared in accordance with the Companies Act 2006 and all applicable accounting standards in the United Kingdom
(UK GAAP)

These accounts have been prepared on a going concern hasis and under the histarical cost convention madified ta include revaluation of certain
financial instruments, share options and pension assets and liabilities held at fair value

The 31 July 2010 balance sheet has been restated Certain amounts owed to dormant and sermi-dormant subsidianies, previously netted off
Investments and advances, have been disclosed as creditars due after more than one year This has no effect on profit and loss, cash-flows, net
current assets, net assets or shareholders equity The change in presentation has no effect on the balance sheet at 31 July 2011 See note 3 for
additional information

As permitted by Section 408(3) of the Companies Act 2004, the Company s entity profit and loss account and statement of tatal recognised gains and
losses have not been presented As permitted by Section 408{2) infermation about the Company s employee nurnbers and costs Is not presented

The Company has taken advantage of the exemption in FRS 8 Related Party Disclosures not to disclose transactions with other wholly owned
members of the Smiths Group

Foreign currencies

Foreign currency transactions are recorded at the exchange rate ruling on the date of transaction Foreign exchange gains and losses resulting
from the settlement of such transactions, and from the retranslation at year end exchange rates of menetary assets and liabilties denominated
in fareign currencies, are recognised in the profit and loss account

Operating leases
Payments made under operating leases are charged to the profit and loss account as incurred over the term of the lease

Where a leasehold property 1s vacant, or sub-let under terms such that the rental income 1s insufficient te meet all outgeings, provision 1s made
for the anticipated future shortfall up ta termination of the lease

Tangible fixed assets

Depreciation i1s provided at rates estimated to write off the relevant assets by equal annual amounts aver their expected useful lives In general,
the rates used are Freehold and long leasehold buildings - 2%, Shert leasehold property - over the period of the lease, Plant, machinery, etc
- 10% to 20%, Fixtures, fittings, tools and other equipment - 10% to 33%

Fixed asset investments
The Company s Investments in shares 1n group compantes are stated at cost less provision forimpairment Any impairment 1s charged to the profit
angd loss account as it anises

Financial instruments
The policies disclosed in the Group accounting policies on pages 92 to 97 for recognition, measurement and presentation of financial instruments
are applied in the Company accounts

Where there are no differences between the disclosures required for the Group and the Company in respect of a class of financial instruments,
an appropriate cross-reference 1s made to the Group accounts

Taxation

Deferred tax 1s recagnised in respect of timing differences that have oniginated but not reversed as at the balance sheet date Timing differences
are differences between the Company s taxable profits and its resulis as disclosed in the accounts, ansing from the inclusion of gains and losses
in tax assessments in periods different from thase 1n which they are recognised in the accounts

Deferred tax 1s not recagnised on any fixed assets that have been revalued unless there is a binding agreeament to sell the asset

Provisions

Provisions for disposal indemnities, restructuring costs, vacant leasehold property and legal claims are recognised when the Company has
a legal or constructive obligation as a result of a past event, it 1s probable that an outflow of resources will be required to settle the obligation,
and the amount has been reliably estimated Provisions are not recognised for future operating losses

Provisions are discounted where the time value of money 1s matenal
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Accounting policies
continued

Post-retirement benefits
The Company has both defined benefit and defined contribution ptans

For defined benefit plans the liability for each scheme recognised in the balance sheet 15 the present value of the defined benefit obligation at
the balance sheet date less the fair value of plan assets The defined benefit abligation is calculated annually by independent actuanes using
the projected unit credit method The present value of the defined benefit obligation rs deterrmined by discounting the estimated future cash
outflows using interest rates of AA corporate bonds that are denorinated In the currency in which the benefits will be paid, and that have
terms to maturity approximating to the terms of the related pension lability Actuanial gains and losses anising from experience adjustments and
changes in actuanal assumpticns are recognised in full in the penod in which they occur, outside of the income statement and are presented in
the statement of total recognised gains and losses Past service costs are recogrised immediately In the income statement, unless the changes
to the pension plan are conditional on the employees remaining in service for a specified period of time {the vesting period] In thus case, the past
service costs are amortised on a straight-line basis over the vesting perod

For defined centribution plans, the Company pays contributions to publicly or privately administered pension insurance plans on a mandatory,
contractual or voluntary basis Contributians are expensed as incurred

The Company alsa has certain post-retirement healthcare schemes which are accounted for on a similar basis to the defined benefit plans

Share-based payment
The Company operates a number of equity-setiled and cash-seltled share-based compensation plans

The tair value of the shares or share options granted 1s recognised aver the vesting period to reflect the value of the employee services received
The charge relating to grants to employees of the Company 1s recognised as an expense in the profit and loss account and the charge for grants
to employees of ather group companies 1s recognised as an investment in the relevant subsidiary

The fair value of aptions granted, excluding the impact of any non-market vesting conditions, 1s calculated using established aption pricing
medels, pnncipally Binornial models The probability of meeting non-market vesting conditians, which include profitability targets, 1s used to
estimate the number of share options which are likely to vest

For cash-settled share-based payment a bability 1s recognised based on the fair value of the payment earned by the balance sheet date
For equity-settled share-based payment the carresponding cred:t 1s recognised directly in reserves

Dividends

Dwidends are recognised as a liability in the period in which they are authonised The intenim dvidend 1s recognised when it 1s paid and the final
divdend 1s recogmised when it has been approved by shareholders at the Annual General Meeting
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1 Audit fee
The audit fee for the parent company was £0 1m (2010 £0 1m)
2 Property, plantand equipment
Fixtures
fitungs
Plant and tools and
machinery equiprment Total
Em fm £m
Cost or valuation
At 31 July 2010 71 05 76
Additions 10 01 11
Dispasals (02 (0 2]
At 31 July 2011 7.9 0.6 8.5
Depreciation
At 31 July 2010 26 04 30
Charge for the period 15 15
Disposals 02 2
At 31 July 2011 3.9 0.4 4.3
Net book value at 31 July 2011 40 0.2 42
Net book value at 31 July 2010 45 01 46
3 Investments and advances
Shares Due from Due to
at cost subsidianes subsidianes Total
fm £Em £m £
Cost or valuation
At 31 July 2010 (as previously reported) 23666 20442 [11530) 32578
Adjustment 5003 5003
At 31 July 2010 (as restated] 23666 20442 (6527 37581
Exchange adjustments (71 (71
Increases 1n advances due from/[due to] subsidiaries 8486  [1,474 6] (626 0)
Contribution through share optians 20 70
Reduction in advances [due from)/due to subsidiaries {7929 719 7 (732
At 31 July 2011 2,375.6 2,092.8 (1,407.8] 3,060.8
Provision for impairment
At 31 July 2010 and 31 July 2011 22.0 0.9 229
Net book value at 31 July 2011 2,353.6 20919 [(1,407.4] 3,037.9
Net book value at 31 July 201G (restated) 2,344 6 20433 (6527) 37352

Advances due to dormant and semi-dormant subsidianes, of £500 3m at 31 July 2010, which the directors believe would have been settled anly
when the reserves of the subsidianies were distributed on lquidation, were previously netted off the Company s investrents in the subsidianes

The directors consider that this presentation appropriately reflected the economic substance Following discussions with the Financial Reporting
Review Panel, these advances have now been reported in creditors due after more than one year because the Company did not have a strici legally
enforceable right of set off, as required by accounting standards Only advances due to subsidianes where there is an unambiguous legal nght of
set off are now coffset against advances due from subsidianes As a result, the amounts of investments and advances and creditors faling due after
mare than ane year have been restated Investments and advances at 31 July 2010 have increased by £500 3m, with a corresponding increase in
creditors due after rmore than one year, and total assets less current Liabilities have increased by £500 3m to £3,834 1m There 1s noimpact on the
profit and loss account, net current assets, net assets or shareholders equity in the current or previous financial year

The change in presentation has noimpact on the 31 July 2011 balance sheet because the Group re-organised these inter-group advances during
the year

The Company's subsidiaries are largely held according to business Lines by the followang holding companies, which are incorparated in England

Smiths Group International Haldings Limited
Smiths Detection Group Limited

John Crane Group Limited

Smiths Medical Group Lirmited

Smiths Intercannect Group Limited
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3 Investments and advances cantinued
The principal subsidiaries and their countries of incorporation are

England

Smiths Detection - Watford Ltd
Smiths Medical international Limited
John Crane UK Limited

Europe

Smiths Heimann SAS (France)

Smiths Heimann GmbH (Germany)

Smiths Medical France SA (France]

Smiths Medical Deutschland GmbH [Germany
John Crane Italia SpA {Italy)

Other

Smiths Detection [Asia-Pacific] Pte Ltd [Singapore]
Smiths Medical Japan Limited (Japan)

John Crane Middte East FZE [UAE]

Of the companies ahove Smiths Group International Holdings Limited 1s 100% owned directly by the Company The others are 100% owned
through intermediate holding companies Shareholdings are of ordinary shares or common stock All subsidiaries operate in their country

of incorporation

4 Available for sale financial assets

Available for sale financial assets comprise UK government bonds This investment farms part of the deficit funding plan agreed with the trustee

United States

Smiths Detection, Inc
Smiths Medical ASD, Inc
John Crane, Inc

Titeflex Corporation
Flexible Technologies, Inc
Tutco, Inc

Hypertronics Corporation
Transtector Systems, Inc
Interconnect Devices, Inc
JC Production Solutions, Inc

of one of the pnncipal UK pension schemes See note 8 for additional details

5 Debtors
3MJuly2011 31 July 2010
£m Em
Amounts falling due within one year
Amounts owed by subsidianes 100.7 942
Other debtors 9.3 78
Corporation tax 5.9 102
Prepayments and accrued income 4.1 08
1200 1150
Amounts falung after more than one year
Deferred taxation 3.8 275
1518 1425
6 Creditors
3Juty2081 31 Juy 2010
£m £m
Amounts falling due within one year
Amounts owed to subsidianes 83s 760
Other creditors 224 272
Other taxation and social secunty costs 0.8 12
Accruals and deferred incame 8.9 90
115.9 134
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é Creditors continued

3 Juty 2011 31 July 2010

frestated)
&m m

Amounts faling due after more than one year
Term loans 967 3 984 2
Amounts owed to subsidianes 5003
9467.3 14845

Term loans
The currency and coupons for the term loans are disclosed in note 20 of the Group accounts

31 Juty 2011 31 July 2010
£m

£m
Between ane and two years 148.5
Between twe and three years 1514 1593
Between three and four years 1583
Between four and five years 149.3
Greater than five years 518.1 6666
Smiths Group plc term loans 967.3 9842

Amounts owed to subsidiaries

These are long-term loans from dormant and semi-dormant subsidianies lending up their non-distributable resources All these loans are
sterling denominated Of these loans £nil (2010 £133 5m)} are interest free On the balance interest 1s payable at 12 month GBP LIBID on £nit
(2010 £357 2m| of the ioans and 3 month GBP LIBID on the remaining £nil (2010 £9 ém}

7 Prowvisions for habilities and charges

A Provisians At

31 Juty 2010 released Utibsation 31 July 2011

£m £m £m £m

Disposals 43 17 2.6
43 (17 26

The closing disposal provision relates to warranties and other obligations in respect of a past dispesal and 1s expected to be utilised within the
next frve years

8 Post-retirement benefits

The Company operates three defined benefit plans in the UK The largest of them 1s a funded scheme with assets held in a separate
trustee-administered fund The Company is the sole emplayer in that scheme and, accordingly, accounts for it as a defined benefit pension plan,
in accordance with FRS 17 The UK defined benefit pension schemes were closed with effect from 31 October 2009

Pension costs are assessed in accordance with the advice of independent, professionally qualified actuaries The most recent actuarial valuation
of the funded scheme was performed using the Projected Unit Method as at 31 March 2009 This has been rolled ferward to 31 July 2011

The pnincipal assumptions used In updating the valuations are set out below

31 July 2011 31 Juty 2010

Rate of increase in salanes n/a nfa
Rate of increase for active deferred members 4 4% 4 1%
Rate of increase in pensions 1n payment 3.5% 32%
Rate of Increase in deferred pensions 3.5% 32%
Discount rate 53% 54%
Inflation rate 3.5% 32%
Healthcare cost iIncreases 50% 5 0%

The assumptions used are estimates chosen fram a range of possible actuanal assumptions which, due to the timescale covered, may not
necessarily occur in practice

The mortality assumptions used in the principal UK schemes are based on the recent actual mortality expenence of members within each scheme
The assumptions are based on the SAPS All Birth tables with relevant scaling factors based on the experience of the schemes The assurmption
also allows for future improvements in Ufe expectancy in ine with 80%/40% of the long cohort for males/females respectively and an annual 1%
underpin The assumptions are that a member who retires next year at age 65 will live on average for a further 22 years after retirement if they are
male and for a further 24 years after retirernent if they are female For a member who 1s currently 45, when they retire in 20 years time they are
assumed to lve on average far a further 24 years after reirement if they are male and for a further 25 years after retirement if they are female
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8 Past-retirement benefits continued

The assets 1n the scheme and the expected rates of return as at 31 July 2011 were

3t July 2011 a1 July 2010
Lohg-term Value Long term Value

rate of return £m rate of retum £m

Equities 7.9% 732.9 8 2% 7833
Government bonds 3.9% 167 4 2% 222
Corporate bonds 5.3% 1735 54% 2725
Property 7.5% 176 0 7 2% 1555
Other 41% 339.8 4 &% 921
Total market value 1,438 9 13256
Present value of funded pension scheme liabilities (1,538.9) (1,444 &)
Deficit (100 0] (119 0)
Unfunded pension plans (40.2 137 3]
Post-retirement healthcare (8.5} B0
(148.7) (184 3)

Retated deferred tax asset

Net retirement benefit Lability (148 7) (1643)

The scheme assets do not include any of the Groups own financial instruments, nor any property occupied by, nor other assets used by,
the Group The expected rates of return onindividual categones of scheme assets are deterrnined by reference to relevant industnes The overall
rate of returnis calculated by weighting the indmdual rates in accordance wath the anticipated batance in the scheme s investment portfolios

History of experience gains and losses

Fduly2011 3 Juy2010 31 0y2009  31Juy2008 3 July 2007
£m £m £m £m fm
Fair value of scheme assets 1,438.9 1,325 6 11889 13110 1,9275
Present value of pension and post-retirement healthcare obligations (1,587.6] (14899 [1,3824] [1,3830] (14928}
Net retirement benefit liability (148.7) (164 3] 1937 (720 347
Actual return less expected return on pensian scherne assets 456 842 (180 9] (183 9} 926
As a percentage of scheme assets 3% &% (15%]) (14%) 3%
Expenence gains and losses ansing on the scheme liabilities (15.5) 71 98 4 (4 5) (3671
As a percentage of present value scheme biabilities (1%] 0% 7% 0% (2%)
Changes in present value of scheme assets and defined benefit obligations
Assets Assets Obligations Obtigations
Muuy2011 31 Nuy2010  3duly201  31Juy2010
£m £m £m £m
At beginning of the penod 1,325.6 1.1889 [(1,489.9] (1,382 4)
Current service €ost (0.2 (17)
Past service cost (03]
Expected return on assets 91.7 807
Interest on obligations (78.8] [79 8)
Actuarial gain/lloss) 45.6 842 (82.1) {90 5}
Contributions by employer 39.4 368
Benefits paid {63.4) (65 0} 63.4 60
At end of the period 1,438.9 13256 (1,587 68) [1.4829)
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8 Post-retirement benefits continued

Cash contributions

Following completion of the triennial actuarial valuation of the defined benefit scheme as at 31 March 2009, the Group agreed a 10 year funding

plan which requires the following contnbutions

s Cash contributions of £36m a year for 10 years, and

« Aninitialinvestment of £25m inindex-linked gilts — held in an escrow account - with further ongoing monthly Investments of £2m for nine years
The first such instalment was paid in August 2011 The escrow account remains an asset of the Group until 2020 At that time the assets in
escrow are allocated subject to the funding position of SIPS In addition, the escrow account may revert to the Group, should there be a surplus

at an intervening triennial review
Contributions to the scheme are made on the adwice of the scheme actuaries

A one percentage point change in assumed healthcare cost trend rates would have the following effects:

One percentage One percentage
pantincrease  point decrease
£m £m
Effect on the aggregate of service cost and interest cost
Effect on defined benefit obligations 0t {01)
9 Share capital
Issued
capital  Consideration
Number of shares £m £m
Ordinary shares of 37 5p each
At 31 July 2010 390,728,043 1465
Exercise of share options 1,622,360 04 14 4
Total share capital at 31 July 2011 392,350,403 1471
At 31 July 2011 all of the 1ssued share capital was in free 1ssue Allissued shares are fully pard
31Juty2011 31 Juty2010
Number of ordinary shares issuable under outstanding options 3,927,550 5,785,689
Dates
Year Number of Subscnption normally
issued shares prices exercisable
Smiths Sharesave Scheme 2004 26,204 52500p 2007/201%
2005 17003 704 00p 2008/2012
2006 40,697  79800p 2009/2013
2007 39548  86800p 2010/2014
2008 134,718  72400p 2011/2015
2009 505906  56900p 2012/2014
2010 109,709  B400p 2013/2017
201 121649 103500p 2014/2018
Smiths tndustnes Executive Share Option Schemes 2002 459423 80600p 2005/2012
2002 23000 45400p 2005/2012
2003 48,044 66900p 2006/2013
2004 288641  77400p 2007/2014
2005 393250 90100p 2008/2015
2006 643,037 894650p 2009/2016
2007 897910 1,09700p 2010/2017
2008 12500  B3550p 2011/2018
2009 126291  87100p 2012/2019
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10 Share premium account and reserves

Capital
Share redemptien Other Prcfit and
premuum reserve reserves toss account
£m €m £m
At 31 July 2010 3153 58 1805 15319
Exercise of share options 138
Purchase of own shares (8]
Profit for the penod 56
Cwidends paid to equity shareholders (1341)
Actuarial loss on retirernent benefits (365)
Taxation recognised on actuanal movements 99
Fair value gains/(losses) on avallable for sale financial assets 40
Share-based payment 138
At 31 July 2011 32941 5.8 1805  1,384.0

The retained earnings include the purchase of Smiths Group plc shares by the Smiths Industries Employee Benefit Trust, and the issue of these
shares upon the exercise of share options The consideration paid was £8 6m (2010 £0 2m] and £nil (2010 E£0 ém] was received as a result of the
1ssue of shares At 31 July 2011 the Trust held 855 {2010 32,858] ordinary shares with a market value of £00m [2010 £0 4rm]

The Company s profit and loss reserve of £1,384 Om includes £933 5m (2010 £895 7m] not available for distribution as dvidend

During the year, the Company recewved £14 4m (2010 £9 1m) on the issue of shares in respect of the exercise of options awarded under variaus
share aption schemes

Other reserves arose from the cancellation of the share premium arising from an equity-funded acquisition in the year ended 30 July 1988

11 Deferred tax

Year ended Year ended
Nauly2011 31 July2010
€m £m
Deferred taxation
At beginning of pertod 275 419
Charge to profit and loss account (5.5} (14 4]
Credit ta equity 9.9
At end of period 31.8 275
Analysed as fotlows
Excess tax depreciation on fixed assets 0.7 10
Share-based payment 2.8 28
Losses carned forward 278 231
Short-term timing differences 0% 06
318 275

12 Contingent liabilities

The Campany has provided guarantees and arranged letter of credit facilities ta support the Group s pension plans The currentamount outstanding
under letters of creditis £43 1m (2010 £40 é6m)

The Company has guaranteed the US$800m revalving credit facility available to a subsidiary

13 Past balance sheet event

The directors propose a final dvidend of 25 Op per share [totalling approximately €98 1m] for the year ended 31 July 2011 The dvdend will be
subrmutted far formal approval at the Annuat General Meeting to be held on 22 November 2011

In accordance with FRS 21, these financial statements do not reflect this dwidend payable, which wall be accounted for in shareholders equity
as an appropriation of retained earnings in the year ending 31 July 2012 During the year ended 31 July 2011, a final dvidend of 23 5p per share
(totalling £91 m| was paid 1n respect of the dividend declared for the period ended 31 July 2010
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Financial calendar

2011

Preliminary announcernent of results for 2010/11 28 September
Ordinary shares final dwidend ex-dmidend date 26 Qctober
Ordinary shares final dwvidend record date 28 October
Annual General Meeting 22 November

Ordinary shares final dmdend payment date

25 November

mz

2011/12 intenm results announced

14 March (provisional)

Ordinary shares intenm dividend ex-dmidend date

21 March (provisional)

Ordinary shares interim dividend record date

23 March [provisianal]

Ordinary shares interim divdend payment date

20 Apnl (provisional)

Smiths Group financial year end

31 July

Preliminary announcement of results for 2011/12

19 September [provisional]

Ordinary shares final dvidend ex-dvidend date

24 October (provisional]

Ordinary shares final dividend record date

26 October (provisional]

Annual General Meeting

20 Novemnber {provisianal)

Ordinary shares final dvidend payment date

23 November [provisionall

The market value of an ordinary share of the Company on 31 March 1982
for the purposes of capital gains tax was 136 875p [taking into account
the sub-division of 50p shares into 25p shares on 14 January 1985 and
the subdivision and consolidation of 25p shares into 37 5p shares on
18 June 2007)

The 2011 Annual General Meeting will be held at The Tharmas Lord Suite,
Lord s Cricket Ground, Grace Gate, St John s Wood, Landaon, NW8 8QN
on Tuesday 22 November 2011 at 2 30pm
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