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At a glance

Operating an international network of facilities, Bodycote is the world’s
leading provider of thermal processing services.

Experienced in supporting large mult-national customers and their supply

chains, as well as local niche specialists, Bodycote provides a vital ink in the |
manufacturing process for virtually every market sector including aerospace and |
defence, automotive, power generation, oll & gas, construction, medical and
transportation

Our structure
The Group operates in two major areas

Aerospace, Defence & Energy (ADE)
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Financial highlights

2012 20Mm
Revenue £5878m £5707m
Headline operating profit’ £979m £856 5m
Operating profrt £93 4m £80 4m
Headline profit before taxation’ £94 3m £80 9m
Profit before taxation £89.8m £75 8m
Headline operating cash flow? £110.8m £96 0m
Operating cash flow? £103.0m £90 3m
Net debt / {cash) £34.2m £{0 1)m
Basic headline earnings per share? 37.4p 327p
Basic earnings per share 35.8p 30 0p
Dividend per share® 12.3p 10 9p
Return on capital employed? 19.5% 16 9%

1 Headline operaung profit and headling profit before taxation exclude acquisiien costs of £2 5m 12011 £ail} reorganisation costs of £24m (2011 €mil} profit on disposal of investment

of £2 4m (2011 £nd} amorusation of acquired intangibles of £2 O0m {2011 £0 8mi and impairmens charges of Eml {2011 £4 2m}

2 Headline operating cash flow s defined as operating cash flow stated before cash flow relaung to restructuring of £6 3rn (2011 £5 ?m) and cash flow relating to acquisition costs of

£2 5m {2011 £nil)

A detaled recenciliation 1s provided in note 9 on page 74
See note 8 on page 73

L RN}

Operating cash flow 15 defined as ¢ash gensrated by operanons of £150 7m (2011 £134 8m) less net capital expenditure of £477m {2011 £44 5m)

Return on capital emploved 1s defined as headline cperating profit of £979m {2013 £85 5m) divided by the monthly average capital emplayed of £501 1m (2011 £5605 2m) Capital
employed 1s defined as net assets adjusted for net debt / icash)

Stock code BOY
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Business model

Prowider of essential services to engineering manufacturers

Heat Treatment and Metal Joining

B Heat treatments are centrolled processes
used to alter the microstructure of
matenals such as metals and alloys to
impart properties which benefit the
waorking life of a component

B Metal joning includes specialised
processes used 1o join and assemble
parts, sometmes dissimilar in materal

The global leader

Hot Isostatic Pressing (HIP)

B HIP combines very high temperature
with inert gas under very high pressure
HIP can be used to eliminate porosity
1n castings and manufacture specialist
components with unique properties

Surface Technology

B Surface technologies are used
extensively to praleng the working Iife
of components and protect them from
envirenmental factors such as corrosion
and abrasion

Customer focus

m Bodycota is focused on continual
improvement of our quality of service
and takes an active role in finding
solutions to technical 1ssues and
promoting mutual business development
with our customers

B Bodycote seeks to secure long-term
agreements and strategic partnerships
with our custoemers which are often
exclusive in nature and embody
protection and relative freedom from
nsk, ailowing both companies 1o
concentrate capital and other resources
on core competencies

The partner of choice

Global network

B Bodycote's global network of over 190
market-focused®? facilities in 26 countnes
brings economies of scale - particularly
for energy consumption and equipment
utihsation This makes Bodycote's
processing Inherently more efficient than
customers’ In-house operations® and
enhances our competitive position in the
sub-contract market

B The capital intensive nature of
Bodycote's business also provides
significant barners to entry The scope of
Bodycote's network enables Bodycote
to specialise more effectively than
competiiors at ndividual locations and
provides comprehensive back-up for our
customers

Transferable know-how

B The global Bodycote network provides
unique opportunities for the transfer of
knowtedge and skills, and the transfer of
technolegy

B With some of the best metallurgists,
engineers and technicians In the
industry, Bodycote 1s 1deally placed
to provide solutions for customers,
whatever theirr market or wherever in the
world they may be

B Bodycote's scale enables continuous but
focused investment, both In the latest
processes and in the most efficient and
environmentally fnendly squipment

Service

B Bodycote has become the partner of
choice® for the world’s most respected
and innovative engineenng companies by
providing highly efficient, cost-effective
services 10 the highest quality standards
through strategic investment in people
and the latest technology, equipment
and quality systems

Creating value

Quality

B Bodycote’s quality management
systems, validated by major engineering
OEMSs, have been developed to meet
the requirements of international and
national accrediting bodies All Bodycote
facilities hold ndustry and customer
approvais appropriate to the services
they offer and the markets they serve

Expertise

B Bodycoe's extensive facilities and
expertise mean that projects can extend
beyond custormers’ in-house capabilities,
developing specific processes and
equipment for a customer, where
required, and finding solutions to meet
needs

B Qur own development and improvement
of standard processes has led to
Bodycote offering a range of proprietary
processes which far outperform their
standard counterparts

For customers

B Value-adding services

B Global supplier which can meet multiple
processing needs

B Access 10 entive Bodycote knowledge
base, and expertise

® Cost and environmental benefits versus
in-house operations

For Bodycote
| Mutually beneficial customer
partnarships

B Wide custorner base means Bodycote
15 not reliant on any one customer

| |deally positioned to promote growth
i emerging markets and selected
technologies

u Clearly focused strategy

Bodycote ple annual report for the year ended 31 December 2012

For investors
B Financially stable and sustainable
business

B (Good growth drivers
B Superior return on Investment
B Strong margins and cash flow

Superscnpt numbers indicate references 1o other pages in the

report where furthar infermation can be found




Core technologies

Thermal processing

Bodycote provides thermal processing services which improve
matenal properties such as strength, durability and corrosion
resistance, enabling manufacturers’ components to work more
effictently with significantly extended operational lifetimes
Bodycote's services consist of a number of core technologies
heat treatment and metal joining, hot isostatic pressing {HIP)
and surface technology

Heat treatment and metal joining

Heat treatments are controlfed processes used to alier the
microstructure of materials, such as metals and alloys, to impart
properties which benefit the working hfe of a component, for
example increased surface hardness, temperature resistance,
duculity and strength Metal joining includes specialised processes
such as electron beam welding, vacuum and honeycomb brazing -
complex operations requinng a fusion of expertise and technology

Bodycote offers an extensive range of heat treatment services and
specialist metal joining techniques from faciliies around the world
With unmatched capacity and compuierised systems, Bodycote
facihties can process a wide range of component sizes to exacting
standards with reliable, repeatable results

Hot isostatic pressing (HIP)

HIP combines very high temperaturs {up to 2,000°C) with inert
gas under very high pressure (up to 30,000 psi — equivalent to that
found at an ocean depth of 11,000m such as at the bottom of the
Mariana Trench in the Pacific Ocean) HIP can be used to elminate
porosity in castings and consolidate encapsulated powders to
dense matenals Dissimilar materials can be bonded together 1o
manufacture unique cost-effective components Every week a
typical Bodycote HIP plant will process many tons of titanium,
aluminium, steel and superalloy castings, removing porosity and
improving the performance of parts such as turbine blades and
oilfield components

With the largest operational capacity in the world and a wida vanety
of sizes of equipment, Bodycote HIP 1s able to accommodate

large volumes of small proguct as economically as large individual
COMponents

Surface technology

Surface technologies are used extensively to prolong the working
life of components and protect them from environmental factors
such as corrosion and abrasion The range of surface treatments
available from Bodycote covers a wide vanety of applications
providing manufacturers with selutions to meet requirements such
as durability, wear resistance, improved hardness and electrical
conductivity

Bodycote 1s a provider of specialised plasma spray, high velocity
oxy {uel {HVOF) and thermally formed ceramic treatments and 1s
able 1o surface engineer components including complex geometsic
shapes and tnternal bores) that are designed to operate In the most
demanding of industnal applications

Stock code BOY

The partner of choice

Bodycote has become the partner of choice for the word’s
most respected and innovative engineenng companies by
providing highly efficient, cost-effective services to the highest
quality standards through strategic investment in people and
the latest technology, equipment and quality systems

By cutsourcing non-core but vitally )mportant thermal processing
requirements to Bodycote customers are able to concentrate
their business resources where they are needed most Bodycote's
services offer tangible benefits 10 customers such as reduced
equipment maintenance, capital expenditure, anergy costs, people
costs and a major reduction i CO, emissions

Bodycote has a long history of successful outsourcing partnerships,
from global to local manufacturers In many cases, subcontracting
relationships lead to component and service-specific long-term
agreements, or strategic partnenng arrangements which embody
protection and freedom from rnisk for the customer and Bodycote
These are normally exclusive in character and prowde the basis

for mutual business development with both companies freed to
concentrate capital and other resources on core competencies

Making innovations possible

Bodycote's extensive facilities and expertise mean development
projects can expand far beyond customers’ in-house capabilities,
helping to realise goals more quickly and more cost-effectively

Around the globe, Bodycote has dedicated teams working on a
variety of projects and sharing knowledge where appropriate When
required, this may include the development of speaific processes
and equipment for a customer or venfication of matenals or
designs, prior to ther application

www bodycote com
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Strategy and objectives

Bodycote's objective Is to create superior shareholder returns through the
provision of selected thermal processing services that are highly valued by our
customers, giving full regard to a safe working environment for our employees
and minimal environmental impact

Our strategy 1s based on the following fundamentals
— Serving the aerospace, defence and energy markets, with a focused network of globally
coordinated facilities, attuned to these customers’ specific needs and requirements

— Serving the automotive and chosen general industrial markets through a regionally organised
business, catering for these customers’ specific local needs and proximity requirements

— Capitalising on our selected technologies to provide our customers with the ability to create
innovative, differentiated products

— Achieving the highest levels of customer service in terms of gquality, delivery, reliability and
technical problem solving

— Expanding with our customers to emerging markets with an emphasis on Eastern Europe, Brazil
i and China

04  Bodycote ple annual report for the year ended 31 December 2012




Measuring our progress

Retum on Capital Employed (ROCE)

Headline eamings per share

Retum on Sales (ROS)

Accident frequency

Carbon footpnnt

Stock code BOY

Performance

Return on capital employed increased by 2 6 percentage points dunng the year, from 16 9%
to 19 5% Headline operating profit increased by 14 4% frorm £86 5m to £879m, while
average capital employed reduced by 0 8% 1o £601 1m

Definition

Headline operating profit as a percentage of the monthly average capital employed Capital
employed 1s defined as net assets adjusted for net debt/icash)

Performance

Headline earnings per share increased by 4 7 pence dunng the year, from 32 7 pence
to 374 pengce Headline earnings increased by 16% from £60 8m to £70 Om, while the
average number of shares in 1ssue remained static

Definition
Headling sarnings per share 1s defined in note 9 to the Group financial statements

Performance

Return on sales increased by 16 percentage points dunng the year, from 15 0% to 16 6%
Headlne operating profit increased by 14 4% from £855m to £978m, while revenue
increased by 3 0% from £5670 7m to £6878m

Defimtion
Headline cperating profit as a percentage of revenue

Performance

Bodycote waorks tirelessly to reduce workplace accidents and 1s commutted to providing a
safe environment for everyone who works at or visits our locations The accdent frequency
rate was reduced to 15 {2011 17}

Definition
Accident frequency — the number of lost ume accidents x 200,000 hours (approximately
100 man years}, divided by the total hours worked

Performance

Excluding acquisitions the carbon footprint decreased by 3 5% from 629 1 tonnes per £m
sales to B06 9 tonnes per £m sales Including acquisttions the carbon footprint increased by
0 6% to 632 8 tornes per £m sales

Definition

Carbon footpnint s defined as tonnes of CO, equivalent emussions, divided by £m revenue
€O, equivalent emissions are calculated by taking electncity and gas usage in kilowatt
hours and multiplying by country specific conversion factors provided by DEFRA
{Department for Environment, Food & Rural Affarrs)

www bodycote com 05
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Global network

Bodycote 1s experienced in all major market sectors and 1s able to combine the
capability and expertise of a network of over 190 worldwide locations to deliver
global, or local, services for customers

06

Overview

As the only truly global provider of subcontract thermal
processing services, Bodycote 1s able to offer significant
advantages 1o its customers Through an international

network of plants, Bodycote can effectively utilise a wealth of
knowledge, expenence and specialist expertise to dehver quality
service when and where 1t 1S needed

The network operates from over 190 worldwide locations, with
customers able to benefit from Bodycote's comprehensive
range of services from multiple locations Customers know that
if thewr business expands Bodycote will have the capabulity to
meet therr needs They know that If they were to broaden therr
manufacturing foctpnint, Bodycote would be able to assist them
They know that they can obtain the same process to the same
quality standards from multiple locations

Such a large netwaork brings econornies of scale, with
technology developed at one location being available globally (f
the market requires

The Bodycote network has a wealth of technical accreditations,
some industry or customer specific, others more general
Indmadual operations concentrate on the accreditations suited to
their market

Although Beodycote 1s headquartered in the UK, 89% of the

Group's revenue 1s derved outside the UK With facilities in 26
countries, Bodycote 1s truly global

Bodycote plc annual rgport for the yvear ended 31 December 2012

North America

Bodycote 1s the largest prowider of thermal processing services
in North Amernica by a significant margin, with a comprehensive
network coverage This netwoark cffers locations cenvenient

to customers in all areas where manufacturing and technical
industnes are concentrated

Our faciiues offer the widest and deepest range of processes
for aerospace and energy applications and all the leading
technologies for automotive applications




Although Bodycote 1s headquartered in the UK, 89% of the Group's revenue 1s
derived outside the UK With facilities in 26 countries, Bodycote is truly global

Western Europe

Bodycote 1s the number one provider of thermal processing
services In Western Europe with the largest netwark by far and
a comprehensive service offering

The range of process offenngs vary sormewhat by country
and region, reflecting which types of industry are prominent
in those locations, thus enabling the Group to best meet the
needs of custorners

Stock code BOY

Emerging markets

Bodycote has 28 faciities in emerging geographies covernng
Eastern Eurcpe, China Brazl, india, Singapore and Dubai

Bodycote I1s the number one thermal processing provider in
both Brazil and Eastern Europe and 15 the leading westem
provider in China These markets have a special emphasis in the
Group's growth strategy for the future

www bodycote com
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Markets we serve —

Aerospace, Defence & Energy

Aerospace, Defence & Energy

Whthin the Aerospace, Defence & Energy (ADE) sectors, our customers think
and operate globally and increasingly expect Bodycote to service them in

the same way Consequently, the ADE business i1s organised globally This
gives Bodycote a notable advantage as the only thermal processing company
with a global footprint and knowledge of operating In all of the waorld's key
manufactunng areas A number of Bodycote's most important customers fall
wiathin the compass of ADE and Bodycote intends to continue 1o leverage

its unique market position to INcrease revenues In these market sectors

The business incorporates the Group's activities in hot (SOStatic pressing

and surface technology as well as the relevant heat treatment services,
encompassing 64 faclites in total

For furthar information abeut the markets we serve
0o 10 www bodycote com/markets

Bodycote ple annual report for the year ended 31 December 2012




Markets we serve —

Aerospace, Defence & Energy

Stock code BOY

Automotive & General Industrial

Whilst the Automotive & General Industnal (AGI) marketplace has many
multinational customers which tend 1o operate on a regionally-focused basis,
it also has very many medium-sized and smaller businesses Generally, there
are more competitors to Bodycote in AGl and much of the business 1s locally-
onented, meaning that proximity to the customer is very important

Bodycote's uniquely large network of 129 AGI faclities enables the business to
offer the widest range of technical capability and security of supply, continuing
10 Increase the proporiion of technically differentiated services that it offers
Bodycote has a long and successful history of serving this wide-ranging
customer base

For further infarmation about the markets we serva
go to www bodycots com/markets
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Chairman’s statement

"| believe that the Group will continue to
deliver positive returns in the years ahead
Underpimned by our continued focus upon
excellent customer service, strong cash
management and the quality of our global
workforce, | look forward to the future with

confidence”

Alan Thomson | Chatrrman

Overview

Against the backdrop of a weak economic environment, particularly
in Europe, | am pleased to report that Bodycote made further
progress i 2012 In ine with our strategy to provide thermal
processing services on a global scale, we made a number of
acquisitions in the USA at a cost of £84 7m These represent the
first portfolio additions the Group has made since 2008 Going
forward wa will continue to seek out opportunities to expand the
Group through a combination of organic growth initiatives In new
markets and technologies while seeking to builld new plants and
acquire new businesses

Despite the adverse movement in exchange rates headhne
earnings per share at 374p grew by 14 4%, headline operating
margins exceeded 16% and operating profits were fully backed by
positive cash generation The return on capital employed ncreased
to an impressive 19 5%

Dwvidend

The Board 1s proposing a final dividend of 8 3p, an increase of

13 7% which will be paid to shareholders on 7 May 2013 subject to
approval at the AGM This brings the total dvidend for 201210 12 3p
(2011 10 9p} cosung £23 4m, which 1s a year on year increase of

12 8%

Govemnance

As Chairman, one of my primary responsibiities 1s to ensure

that the Group operates t¢ the highest standards in all aspects

of governance and risk management Our aim within Bodycote

IS to manage a growing business effectivaly, while ensuring that
proper operatng procedures are maintained at all tmes in each
of the 26 countnies where we operate Transparency IS central to
this objective and you will find more detall about our approach and
progress over the last year in the Corporate Governance section
starting on page 38 This year’s Corporate Governance report now
fully reflects the changes introduced in the UK Governance Code
(The Code} in June 2010

Bodycote plc annual report for the year ended 31 December 2012

A feature of the Board's agenda this year was the commussioning
of an externally facilitated review of the Board's performance While
the outcome was faveurable, 1t did provide useful insight enabling
the Board to continue its development

During the year | met a number of Bodycote s major sharehasiders
and received positive feedback from them on their views of the
Group Going farward | will maintain this regular dialogue with our
shareholders and look forward to meeting increasing numbers

of you at this year's AGM, when there wall be an opporiunity to
discuss the Group's business and achievements

Board Changes

On behalf of the Board, | would like to thank Hans Vogelsang for
his substantial contnbution to Bodycote over the last 10 years,
particularly as Semior Independent Director and Chatrrman of the
Remuneration Committee Hans will be retinng from the Board

on 24 April 2013 at the end of our AGM Hans was an invaluable
supporter when in 2007 the Board took the strategic decision

to dispose of the Testing division which enabled us to focus on
revitalising the Thermal Processing business His wise counsel will
be missed

Following an international search led by external consultants we
welcomed Eva Lindgvist, our first female member, to the Board
inJune 2012 A Swedish national and a qualfied engineer, Eva
brings a wealth of skills and internatonal experience, particularly
of operating in Asta and North Amenca In addstion to serving on
the Nomination and Audit Committees she has agreed to chair the
Remuneraticn Committee




People

Over the past year | have continued 1o wisit our operations around
the Group Following our first business acquisitions for some years
in North America, | was delighted by the welcome extended to the
Bodycote team by our new colleagues | continue to be impressed
by the commitment and professionalism of our employees and
thair ongoing desire for the Group to grow and prosper Our people
are undoubtedly our key asset and | am certain that the long-term
opportunities for growth mean that our employees will continue to
find Bodycote a place where they can enjoy rewarding careers On
behalf of the Board | congratulate thern all for delivering another
year of successful trading and financial performance

Summary

As you will read 1n this Annual Repoert Bodycote 1s in very good
shape and has once again delivered value in terms of total
shareholder return and the Board's recommendation is for a 12 8%
dividend increase

| believe that the Group wil continue to deliver positive returns
In the years ahead Underpinned by our continued focus upoen
excellent customer service, strong cash management and the
quality of our global warkforce, | look forward to the future with
confidence

A M Thomson
Chairman
27 February 2013

Stock code BOY
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Chief Executive’s review

“2012 has been another year of good
progress Improving business mix and
the part-year benefit of acquisitions

have enabled further improvements in

performance and enhanced the Group’s

geographic balance”

Stephen Hams | Group Chief Executive

Trading overview

Bodycote dehivered another strong performance 1n what was a
difficult econormic environment Sales growth of £17 1m included

a contribution of £22 4m from acguisitions but was impacted by
£19 6m of foreign exchange translation headwind Notwithstanding
the difficult trading environment Bodycote continued to
demonstrate 1its pricing power and abihkty to improve the mix of
business, resulting in headline margins' increasing to 16 6%

The Aerospace, Defence and Energy business took full advantage
of the strong markets and delivered sales growth of 11 5%, of
which 4 2% came from acquisitions, with margins expanding

to 26 7% (2011 219%) Progress was particularly pleasing in

the Automotive and General Industrial segments Even though
revenues declined by 2 9%, notwithstanding adding 3 8% from
acquisitions, margins remaned constant at 13 3%, providing
continued evidence of the improved resihence of Bodycote's
profitability

Return on capital employed increased to 19 5% (2011 16 9%) on
the back of the higher level of profits and carefully managed net
capital expenditure of £477m, which was Q 9 times depreciation
{2011 0 9 umes} Capital expenditure was lower than expected

due pnimarily to longer than anticipated approval and regulatory
processes Capnal expenditure was targeted at expansion of
aerospace capacity and greenfield sites i emerging economies
together with a focus on specific technotogies such as Specialty
Stainless Steel Processes {S°P), HIP Product Fabrication, CorH-Dur®
and Low Pressure Carbunsing

Headline operating cash conversion was once again very strong at
113% demonstrating the Group's commitment to cash generation
as a primary focus Net debt finished the year at £34 2m after
spending £84 7m on acquisitions during the year On 18 February
2013, the Group's €125m revolving credit facihty was refinanced to
1 March 2018

Strategic Progress

2012 marked a year of exceltent strategic progress for Bodycote
QOur iniatives aimed at improving market focus and increasing
efficencies through deployment of enhanced business processes
all worked together to help drive profitable growth Indeed the
expansion of Group margins and growth in ROCE underscores the
quality of earnings and resilience of the business

While there are many examples of the successtul deployment

of Bodycote's strategy, activities in Brazil and in Eastern Europe
disappointed in 2012 In Brazil the currency rose strongly, disrupting
Brazil's position in the glebal supply chain In Eastern Europe sales
dropped, mainly due to manufacturers choosing to sustain their
facihties in France and Germany, beanng the brunt of cutbacks 1in
paraltel plants in Eastern Europe

In contrast, the growth in S*P was very pleasing, overcoming
many of the capacity constraints that had hampered this business
followang its strong growth in 2011 Late in the year capacity was
increased in the HIP Product Fabrication business and the benefits
should be seen in 2013

A nurmber of businesses were acquired 1in 2012 North Amenca has
been underrepresented in Bodycote, with the business heavily
weighted towards Western Europe Acquisitions n North America
were high on the priornty list as a result

In April the heat treatment divisicn of Curtiss-Wnight was acquired,
adding eight sites to the Group's footprint in North Amernica One
major attraction of this business 15 is high degree of aerospace and
energy work Three of the acquired sites are located in the Wichita,
Kansas aerospace hub, an mportant centre that previously did not
have a Bodycote presence The remaining sites dovetall very well
Into the pre-existing North Amencan network

' Headiing margin 1s definad as headling operating profit as a proportion of revenue Headling operating profit is reconciled on page 15

Bodycote plec annual report for the year ended 31 December 2012




In October seven sites were acquied from Bluewater Thermal
Processing LLC Six of these sites consututed the business
formerly known as Carolina Comrercial Heat Treating, which has a
strong competitive position in the so called ‘nght 1o work' states of
the South Eastern USA This region, spanning from North Carolina
down to Georgia and across 10 Tennessee, has enjoyed higher than
average growth in the USA having been the target for sigrificant
inward investment for some time It 1s not only benefiting from the
arrival of many new foreign companies, but also from businesses
that are relocating away from the urion dominated north The
fledgling aerospace supply chain that 1s being established in the
region provides a further attraction for Bodycote

Other acquisitions included a small business compnsing three sites
in Michigan and Indiana, which was acquired from a private owner
on 31 December 2012 They bring to the Group some of the best
practitioners of Low Pressure Carburising and sophistcated vacuum
heat treating technology in the world and are a welcome additicn to
the Group

As we enter 2013 all of the businesses acquired are performing in
line with expectations

Summary and outlook

2012 has been another year of good progress Growth in our
global Aerospace and Energy business outweighed the decline In
Automotive and General Industrial markets in Europe Improving
business mix and the part-year benefit of acquisitions have enabled
further improvements in performance and enhanced the Group s
geographic balance

2013 has started slowly and we are mindful of the near term
macroecaonomic environment Nevertheless, at this early stage In
the year the Board expects modest progress in 2013

Looking further ahead, the improvements made to the business in
recent years give the Board confidence that Bodycote will continue
to delver good profits and cash through the business cycle

S C Hamis
Group Chief Executive
27 February 2013

Stock code BQY
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Bottle it ~ a component journey

DOSING DEVICE

Thare are several important factars influencing
the productivity of machines used in the food and
beverage industry Of the utmost importance Is
cleanhness, not only from microbes but also from
external pollutants from machine degradation

For machines which operate 24/7 with production
rates of several thousands of bottles per minute,
equipment must perform faultlessly and be

able to withstand aggressive wear and cleaning
chemicals — Bodycote s Specialty Stainless Steel
Processes {S?P} provide the ultimate protection

The part 1s pohished to a
mirror fimish to eliminate any
remaining surface defects

The device 1s vacuum
anneated t0 eltminate
machining stresses
and to impart corrosion
resistant properties

Bodycote's SPP processing s applied
to ensure the matenal can withstand
the harsh conditions of high speed
production, wear from food and dnnk,
and attack from cleaning chermicals

BODYCOTE COMPONENT JOURNEYS

This 15 just one example of how Bodycote brings together the

huge wealth of knowledge and expertise from across the Group

to provide the vital engineering services our customers need

For more component journeys visit www boedycote com

Denotes the parts of the component journey undertaken by Bodycote

Bodycote ple annual report for the year ended 31 December 2012

The device hegins is journey
as steel ltet Quality and punty
of the steel 1s entical — 1t must
be free from inclusions to
generate a defect free surface

The device 1s machined
to tight telerances for
shape and surface
perfection to ensure no
leaks in the equiprnent

End application — food and beverage production




Business performance

2012 201
£m £m
Revenue 5878 5707
Operating profit 834 804
Add back / {subtract)
Impairment of goodwill and acquired intangible fixed assets - 472
Acquisition costs 25 -
Reorganisation costs 24 -
Profit on disposal of nvesiment (24) -
Amortisation of acquired intangible fixed assets 20 09
Headline operating profit 979 855

Group revenue was £6878m, an increase of 3 0%, of which acquisitions accounted for 3 9%, organic growth contributed 2 5% and foreign
exchange rate movements had a negative impact of 3 4%

Headline operating prefit was £979m, an increase of 14 4%, of which acquisitions accounted for 6 0%, organic growth contnbuted 11 0%
and foreign exchange rate movements had a negative impact of 2 6% Headline operating margin increased from 15 0% 10 16 6%

Cash flow 1s analysed as follows

2012 201
£m £m

Headline operating profit 979 855
Add back non-cash items

Depreciation and amortisation 505 50 2
Imparment of fixed assets 07 05
Share-based payments 39 54
Loss on disposal of property, plant and equipment 01 07
Headline EBITDA' 1531 142 3
Net capital expenditure {477) {44 5)
Net working capital movement 54 (18)
Headline operating cash flow 1108 360
Cash cost of restructuning {53) (57)
Acquisition costs {25) -
Operating cash flow 1030 903
Interest {25) 4 8)
Taxation {193) {15 3)
Free cash flow 812 705

Strong profit growth, disciplined capital spending and working cap:tal controf have resulted in excellent operating cash flow of £103 Om
{2011 £90 3m) This has allowed £84 ?m of acquisitions to be funded, while Group net debt at 31 December 2012 remains modest at
£34 2m (2011 net cash £0 1m}

Capital expenditure has continued to be managed carefully Capital spend {net of asset sales) in 2012 was £477m being 0 9 times
depreciation (2011 0 8 umes} There has been a continued focus on cash collection and recevable days at 31 December 2012 are 58 days
(31 December 2011 55 days} Receivables are itle changed n the year and a modest increase in Inventones {(E£18m) has been more than
offset by an increase in payables of £6 4m

Defintions
! Earnings bafore interest tax depreciahon amorusation share-based payments imparment of fixed assets loss on disposal of property plant and equipment and exceptional tems

Stock code BOY
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Touch down — a component journey

AIRCRAFT LANDING GEAR

Safety critical landing gear must perform
without fault every ume the aircraft flies

A combination of thermal processing
techniques 1s used to ensure the steel's
material properties are optimised and

1o protect 1t duning 1ts working hfe
Traditionally, landing gear has been surface
treated using hard chrorme plate but this 1s now
being superseded by more environmentally
fnendly thermal spray processes, which provide
extreme wear and corrosion resistance

A thermally sprayed surface
treatment 1s applied to
replace hard chrome plate
for improved wear and
COFrosIon resistance

The component I1s surface
machined using damond tools
due 10 the extrems hardness
of the surface finish

BODYCOTE COMPONENT JOURNEYS

This 1s just one example of how Bodycote brings together the
huge wealth of knowledge and expertise from across the Group
to provide the vital engineenng services our customers need

For more component journeys visit www bodycote com

Danotes the parts of the component journey underiaken by Bodycote
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Alloy steel hiltet

15 forged to shape

The part 1s heat treated
to harden ang temper

the steel

End application - aircraft




Markets

Aerospace, Defence & Energy markets

Aerospace and defence revenues improved in 2012 by 175%
(18 7% at constant exchange ratos, of which 13 5% was
organic and 5 2% from acquisitions), due to a combination of
new contract gamns, market share improvement and market
demand

Onginal equipment sales improved as both Boeing and Arrbus
continued to increase production rates Avallable seat kilometres
grew by 3 9% indicating an increase in arcraft flying hours, which
in turn drove an increase In demand for aftermarket parns Sales
growth in North America covered most sectors of the aerospace
industry but in Europe was primarily due to the supply chain for
narrow body aircraft Sales for engines for wide body arcraft have,
as yet, been more muted

Sales into the defence sector, which account for arcund 5% of
Group sales, were robust with little or no evidence of the downturn
reported in the sndustry finding 1ts way to the platforms that
Bodycote serves Most of the Group's revenues come from the
installed equipment base, with a heavy emphasis on applications
for US homeland defence

Power ganeration sales increased by 3 5% 1in 2012 {6 3% at
constant exchange rates, of which 3 3% was organic and 3 0%
from acquisitions) compared to 2011 and would have been higher
but for capacity constraints in our US HIP business Additional
capability 1s due on-stream towards the end of 2013 Once again
demand was stronger in North Amenca than in Europe

Sales 1o 01l & gas customers increased by 218% (22 3% at
constant exchange rates, of which 15 4% was organic and 8 9%
from acquisitions) Much of this growth came from gains in subsea
applications and market share wins Regquirements for gas fracking
in North America have subsided as the year progressed and this has
been exacerbated by inventory correction at the ailfield services
companes The switch from gas fracking to ol provided some
mitigation as ngs were made ready for production in a new focation

Stock code BOY

Automotive & General industnal markets

In automotive, n the face of reduced demand in all geographies
except North America, the Group built on the gains achveved

in 2010 and 2011 by offering the broad range of new and
traditional processes the sector requires, along with the
rehabihity of service and supply that the extensive network

of facilities can offer Sales to the car and light truck sector
declined by 71% and to heavy truck by 15 1%

General industrial revenue performance was mixed by sector and
gecgraphy Sales decreased in the year by 0 5%

In North Amernca autormotive revenues improved strongly and

for the year as a whole were ahead of 2011 by 25 9% (25 0% at
constant exchange rates, of which 5 8% was crganicand 19 2%
fram acquisitions) Car and hight truck retated sales increased by

23 1% and heavy truck increased by 40 1% General industrial sales
also advanced well and revenues were ahead 25 0% compared to
2011 {23 9% at constant currencies of which 6 5% was organic and
174% from acquisitions}

In Western Europe sales were significantly impacted both by
reduced demand and currency translation effects due to the
weaknass of the Euro versus Sterling Automotive revenues were
down 14 5% in 2012 {8 5% i1n constant currencies, there were no
acquisitions) Car and hight truck fared better (down 11 8%, 6 0% In
constant currencies} than heavy truck, which was lower by 22 6%
{19 9% 1n consiant currencies) General industnal sales were much
less affected but were, nevertheless down compared to 2011

by 6 3% (but only 0 6% n constant currencies, there were no
acauisitions)

The Group's business in emerging markets had a disappointing

year, with sales lower year on year by 13 1% (6 5% at constant
currencies, there were no acquisitions) in Eastern Europe weak
demand from Germany and France saw our customers reducing
their output In Poland and the Czech Republic rather than cut back in
their home countries Asia, notably China for Bodycote, witnessed

a short term slow-down in manufacturing activity and Bodycote's
business in Brazil was impacted by a significant reduction in
industrial activity in 2012

www bodycate com
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Business review —
Aerospace, Defence & Energy

Extending
productivity

Subsea components

Components operating in the harsh environments of the ol & gas industry

must withstand extreme material demands and resist attack from a vanety of
aggressive madiums Corrosion and wear can lead to expensive downume In
exploration, where equipment 1s in continual use The applicatian of thermally
sprayed coatings and the use of powder metal HIPed Near Net Shape (PM -
NNS) compoenents offer optimised matenal soluuons allowing these components
to operate reliably for extended periods of time, reducing cost and downtime

For further informaton about our servicas
go 1o www bodycote com/sarvices
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Results

Revenues for the Aerospace, Defence & Energy (ADE) business
were £260 4min 2012 compared 1o £233 5man 201t, an increase
of 115% {12 6% In constant currencies made up of 8 4% organic
growth and 4 2% from acquisitions) Organic revenue growth in
the year reflects further strong demand from asrospace customers
in all geographies and market share gains, particularly for subsea
oll & gas requirements Revenues for onshore o1l & gas began

the year strongly but slowed in the second half, as gas fracking
requirements fell

Headline operating profit’ for ADE was £69 6m (2011 £51 1m} The
headline operating profit margin improved from 215% to 26 7% as
a result of improved mix of businass and higher capacity utilisation

in 2012, the Group has added capacity in a number of aerospace
focused faciities, notably in California to ensure customer demand
1s met The acquisition of three aerospace facihities inWchita,
Kansas at the end of the first quarter also added capacity to the
Group's network In the coming year it (s expected that capital
expendiure will again be shghtty above depreciation as further
capacity and capability are added to support continuing growth in
aerospace demand

Net capital expendriture in 2012 was £21 1m {2011 £15 2m) which
represents 1 1 tmes depreciation (2011 0 8 umes)

Capital employed in ADE in 2012 was £233 6m (2011 £219 2m)
The small increase 1 primarnly due to investment in new capacity 10
meet continued sales growth In the aerospace markets Return on
capital employed in 2012 was 29 8% (2011 23 3%)

Achievements in 2012

ADE made considerable progress dunng the year in gaining new
agreementis with a range of customers and for a vanety of end
uses In heat treatment this included additicnal business with aero
engine OEMs both for new build and repaw and with the supply
chain for arcraft structural components The Group’s unnvalied
capabilities across heat treatment, metal joining and hot Isostatic
pressing are a key selling point Bodycote's new prasence in the
Wichita, Kansas market has seen Bodycote gain new business with
several customers there, while the greenfield site in Empalme,
Mexico has entered intc a number of new contracts In HIE new
customers, who are key suppliers 1o the oll majors In the subsea oil
& gas market, have been serviced for the first trme in 2012

Organisation and people

Overall full time eguivalent headcount at 31 December 2012 was
2,123 (2011 1,983}, an increase of 7% compared to revenue growth
In ADE of 11 5% At 31 December 2012 the headcount included 132
full time equivalents from the acquisition completed wn 2012

Looking ahead

Order books for commereial aerospace OEMs remain strong,
although the increase in aircraft build rates in the higher volume
platforms 18 now slowing and there 1s some short term softress
in oil & gas demand Notwithstanding the slower pace of market
growth that s anticipated in the near term Bodycote expects to
be able to capitalise on its world leading position and once again
outperform the rmarket

! Headline operating profit 1s reconciled 1o operaung profit in note 2 1o the consoldated hinancial statements

Stock code BOY
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Business review —

Automotive & General Industnal

Reliable
performance

Drivetrain components

The automotive Industry faces numerous challenges ranging from consumer
dnven price and rehability expectations to enhanced environmental and
efficiency requirements Dnivetrain components are subjected to high
operational loads and can be exposed to extreme environments The
manufacturer’s choice of matenal combined with Bodycote's vanous processes
ensure that every component in the dnivetrain operates to design specifications
Many parts are hardened to attain the required strength, whilst others are
hardened in local areas prone to wear Additional procedures can be carried out
1o provide resistance to corrosion

For further informatien about our services
GO to www bodycots com/services
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Results

Automotive & General Industrial (AGI) business revenues were
£3274m in 2012, compared to £3372m in 2011, a decrease of 2 9%
{but an increase of 2 2% In constant currencies, made up of an
organic dechne of 16% and an increase from acquisitions of 3 8%)

In 2012 there was a clear difference in demand for the Group's
servtces across the different gecgraphies North America followed
a strong 2011 wath a robust 2012 in both automotive and general
industrial markets and revenues continued to be enhanced by
market share gains North American revenues grew by 10 5%
excluding acquisitions and n constant currencies In Europe and the
emerging markets Group revenues declined by 3 4% (in constant
currencies} driven by the weaker macroeconomic conditions
particularly in the Eurozone

Headline operating profit’ in AGl was £43 6m compared 10 £44 7m
in 2011 Despite the reduction in revenues, headline margins
rernained stable at 13 3% reflecting an improved mix in the
business and a prompt reaction In managing costs in geographies
where demand levals weakened

Net capital expenditure in 2012 was £23 Om (2011 £270m), which
represents 0 8 times depreciation (2011 0 9 times) In 2013 we
expect that capital expenditure will be just above depreciation as
we add capacity in China, Mexico and for selected technologies
such as $°P Corri-Dur® and Low Pressure Carbunsing Return

on cap:tal employed in 2012 was 16 3% (2011 15 6%} The
increase reflects continuing focus on improving capital returns by
increasingly targeting higher added-value activities On average
capital employed in 2012 was £2675m (2011 £286 2m)

Achievements in 2012

The Group has conuinued to win business across all geographies in
North America our ability te support automotive manufacturers as
they maove to newer technologes in pursuit of better fuel efficiency
has provided Bodycote with market share growth New outsourcing
contracts In Eurgpe and contributions from differentisted
technolcgies such as $°P meant that the revenue declines
stemming from the weak eccnomic environment were moderated
and margins heid up well

AGI continued to see the benefits of restructuring and market
focus The emphasis on improved efficiency has been a key factor
In the achievement of 20% margins in North America and the
maintenance of margins in the low teens in Europe in the face of
dechning revenues

Organisation and people

At December 2012, the number of full time equivalent employees In
AGI was 3 595 (including 415 from acquisitions completed in 2012}
compared to 3,423 at the end of 2011 and 1,806 less than its peak
in July 2008 AGI revenues of £3274m compare to £352 7m 1n 2008
{at 2012 exchange rates) a decrease of 72%

Looking ahead

The AGI divisions wiil continue to build on their success of
enhancing their margins through capturing high value work The
focus on iImproving customer service helps dnive this effort while
the priontisation of existing capacity in favour of higher value work
and Investing in selected technelogies such as S*P Corr-Bur®

and Low Pressure Carbunsing provides additional momentum In
addition the Group will continue with 1ts strategy of adding to its
existing footprint in emerging markets, with an emphasis on China
and Mexico in the near term

For the online version of this repont
3o 10 bodycote annualreport20i2 com

' Head!ing operating profit 1s raconciled to oparating profit in note 2 to the consolidated financial statements

Stock code BOY
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Finance Director’s report

David Landless | Group Finance Director

Financial overview

2012 201

£m £m
Revenue 5878 570 7
Headling operating profit 979 8556
Amortisation of acquired intangible
fixed assets {20) 09
Acquisition costs {25) -
Reorganisation costs (24 -
Profit on disposal of nvestment 24 -
Impawrment charge - (42)
Cperating profit 934 804
Net finance charge (3 6} {4 6)
Profit before taxation 898 758
Taxation (22 8} {19 8)
Profit for the year 670 56 0

Group revenue was £5878m, an increase of 3 0%, of which
acquisitions accounted for 3 9%, organic growth contnbuted 2 5%
and foreign exchange rate movements had a negative impact of
34%

Headline operating profit for the year increased by 14 4% from
£.85 bm to £979m, and headline operating margin was 16 6% (2011
16 0%} Acquisitions (n the year increased headline operating profit
by £5 1m The impact of foreign currency movements in the year
was a reduction in headline operating profit of £2 2m QOperating
profit was £93 4m (2011 £80 4m) after charging £2 Om (2011

£0 9m) in respect of the amortisation of acquired intangible assets,
£2 5m of acquisiton costs (2011 £nil) and £nil (2011 £4 2m) in
respect of the impairment of goodwill and other intangible assets
A profit on disposal of the Group's nvestment in lonbond of £2 4m
(2011 £nil) and reorganisation costs of £2 4m (2011 £nil) were also
recognised

Headhne operating cash flow’ for the Group was £110 8m {2011
£96 Cm) This was 113 2% of headline operaung profit {2011

112 3%} Net capital expenditure was again below depreciation
at 09 times {2011 0 9 umes) as the Group continued to focus on
increasing the utiisation of existing equipment Working capital
reduced in the year, with increases in the level of inventery more
than offset by an increase in the level of payables

After deducting Interest and tax, the Group recorded positive free
cash flow? of £81 2m (2011 £70 5m)

Bodycote plc annual report for the year ended 31 December 2012

Exceptional costs

Total exceptionat costs charged 1o the iIncome statement amounted
to £4 5m (2011 £5 1m) The amortisation of acquired intangtble
assets arises from acguisitions in both the current and prior years
and the level of the charge has increased to £2 Om {2011 £0 8m)
£2 5m of acquisition costs were expensed in the year (2011 £nil}

A profit on disposal of investment of £2 4m (2011 Erul) has baan
recognised and reorgamsation and redundancy costs of £2 4m

(2011 £mil} have been incurred in relation to the establishment of an
accounting Shared Service Centre in Prague

The 2011 charge of £4 2m for imparment of goodwill and other
intangible assets related t¢ the Group’s South American operations
No goodwill remains on the Groups balance shest in respect of this
business The Board has concluded that no impairment charge 1s
required In 2012

Restructuring provisions outstanding at 31 December 2012 total
£11 5m Of the remaining costs, £6 2m 15 expected to be spent in
2013 and £5 3m in 2014 and later All expendiiure after the end of
2013 will relate to ongoing environmental remediation, pnmarily in
the USA

1 Headlna operaung cash flow i1s reconciled on page 15
2 Frae cash flow is reconciled on page 15




Profit before tax

Headline profit before tax was £94 3m (2011 £809m) Profit before
tax was £88 8m (2011 £75 8m), and these amounts are reconcied
as follows

2012 20M

£m £m
Headline operating profit 979 855
Net finance charge {3 6) 4 6)
Headline profit before tax 943 809
Amortisation of acquired intangibte
fixed assets {2 0) 09
Acquisition costs {2 5} -
Recrganisation costs (24} -
Profit on disposal of investment 24 -
Impairment charge - {4 2)
Profit before 1ax 898 758

Finance charge

The net finance charge was £3 6m compared 10 £4 6mn 2011 {see
details below) resulting from lower net nterest rates {£0 1m) and
lower average net debt (£0 6m) Facility fees (£0 3m) and financing
costs (E0 6m) were lower than last year Bank charges waere similar,
but pension and other finance charges were higher by £0 6m

2012 201

£m £m

Net interest payable 05 12
Financing costs 1 20
Bank and other charges (¥ 07
Pension finance charge 12 07
Net finance charge 36 46

Taxation
The tax charge was £22 8m for the year (2011 £19 8m)

The effective tax rate of 25 4% (2011 26 1%) resulted from the
blending of differing tax rates in each of the countries in which the
Group operates

The headline tax rate for 2012 was 25 7% (2011 24 6%, being
stated before accounting exceptionals, including amortisation of
goodwill and acquired intangibles (which are generally not allowable
for tax purposes)

Subject to any future tax legislation changes, due to the Group
making most of i1ts profits in countnes other than the UK, the
headline tax rate Is expected to remain around current levels which
1s higher than the current UK statutory tax rate of 24%, and which
15 due to falt to 21% from 2014

Eamings per share

Basic headline earnings per share (as defined in note 9} increased
to 374p from 32 7p Basic earnings per share for the year increased
te 35 8p from 30 Op

Stock code BOY

Dwvidend

The Board has recommended a final dividend of 8 3p (2011 73p)
bringing the total dividend 1o 12 3p per share (2011 10 9p) ¥
approved by sharehelders, the final dividend of 8 3p per share for
2012 will be paid on 7 May 2013 to all shareholders on the register
on 12 Aprl 2013

Capital structure

The Group’s balance sheet at 31 December 2012 1s summansed
below

Net
Assets Liabilities Assets
£m £m £m
Property, plant and
equipment 4487 - 448 7
Goodwill and ntangible
assets i66 8 - 166 8
Current assets and
habiities 130 6 (155 6) (25 O
Other non-current assets
and lrabilities 32 {13 5) (10 3)
Retirement benefit
obligations - {18 5) {18 5)
Deferred tax 333 (56 4) 23 1)
Total before net debt 7826 (244 O) 5386
Net debt 100 44 2 (34 2}
Net assets as at
31 December 2012 792 6 {288 2) 504 4
Net assets as at
31 December 2011 7587 {276 1) 482 6

MNet assets Increased by £218m (4 5%) to £604 4m {2011

£482 6m) In constant currencies, net assets increased by £45 3m
{9 4%} The major movements compared to 31 December 2011
were an increase in gocdwill and intangible assets of £65 3m
pnimarily as a result of acquisitions completed during the year, an
increase In net debt of £34 3m an increase In retirement benefit
obligations of £5 Om, an increase 1in property, plant and equipment
of £4 8m, together with an increase in other net current liabilities of
£6 2m and a decrease In net deferred tax labilities of £4 1m

The increase in property, plant and equipment was due t¢ net
capital expendiwre of £477m, depreciation of £48 7m, and
additions through the acquisition of businesses of £22 Om, offset
by the effect of disposals and fereign exchange variances

Net deferred tax liabilities decreased by £4 1m due to an increase
in deferred tax assets resulting from a charge 1o equity In respect
of share-based payments and retirement bhenefit obligations, an
adverse movement in foreign exchange rates and a net reduction In
liabilies due to corporate tax rate changes in vanous junsdictions
Restructuring provisions vvere reduced by £4 Om, as Group
restructunng activities procesded as planned

Retrement benefit obligations increased by £6 Om duning the year,
largely as a result of a fall in corporate bond yields reducing the
discount rate from 4 75% 1o 4 50% n the UK, which i1s the most
significant hability

www bodycote com
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Finance Director’s report continued

Net debt/{cash)

Group net debt at 31 December 2012 was £34 2m {2011 net cash
£0 1m) During the year, additional loans of £275m were drawn
under commtted facilities after funding £84 7m of acquisiions
The Group continues to be able to borrow at competitive rates and
therefore currently deems this 10 be the most effective means of
funding

Cash flow

The net decrease in cash and cash equivalents was £78m (2011
£77m), made up of net cash from operating activities of £1312m
{201 £119 8m), less investing activities of £130 6m (2011 £45 9m)
and less cash used in financing acuvities of £8 2m (2011 £816m)

The increase in net cash flow from operating activities from

£119 8m to £1371 2m 1s driven pnimanly by the increase in headline
EBITDA! from £142 3m to £153 1m Working capital decreased

as tight control of working capital led to a small increase in the
level of inventory being offset by an increase in trade payables

Net current tax habilities also increased by £4 1m in ine with the
profitability of the Group The continuing utlisation of environmental
and restructuring provisions offset the working capital reduction by
£2 8m The net effect was a decrease n the level of working capial
of £2 1m (2011 mncrease of £6 3m)

Net cash outflows from investng activities increased from £45 9m
10 £130 6m, primanly due to acquisitions in the year as disclosed
In note 24 The level of net capital expenditure 1n 2012 at £477m
{2011 £44 bm), although higher than in the pnior year, remained
below historical levels, reflecting continued tight management
control

Net cash outflows used in financing actwities decreased from
£816m to £8 2m 2012 saw the repayment of loans of £2 3m
(2011 £59 3m) and new bank loans raised of £28 8m (2011 £0 4m),
together with payment of dividends tetalling £213m (2011 £174m)

There has been a continued focus on cash collection with
receivable days at 31 December 2012 reducing 1o 58 days (2011 59
days)

Net interest payments for the year were £2 5m {2011 £4 5m) Tax
payments were £19 3m (2011 £15 3m) reflecting the increase in
Group proiits

Capital expenditure

Net capitat expenditure (capital expenditure less proceeds from
asset disposals) for the year was £477m (2011 £44 5m) The
multiple of net capitat expenditure to depreciation was 0 9 tmes
{2011 0 9 times), which reflects the Group's continued careful
managemaent of 1ts capital expenditure programme As at 31
BDecember 2012 the Group had capital expenditure creditors of
£139m {2011 £13 1m) Major capital projects that were in progress
during 2012 include continued investment in our HIP and S*P
processes and additions to heat treatment capacity to support the
aerospace sector

Borrowing facilities

Total funding available to Bodycote under its commutted faciliies
at 31 December 2012 was £232 6m (2011 £236 4m), expinng
between July 2013 and August 2016

There have been no new committed faclities arranged during
2012 although the €125m revolving credt facility, due to mature
on 31 July 2013, has been refinanced duning February 2013 The
replacement facility 1s for the same amount and 1s availabte from

1 March 2013 maturing 1 March 2018 The new facility has a higher
margin than the 2008 arranged facility it replaced

Bodycote ple annual report for the year ended 31 December 20712

At 31 December 2012, the Group had the following committed
facilities

Loan and
Letter of
Credit Facility
Facility Expiry Date Facihity Uulisation Headroom
£m £m £m
€125m
Revolving
Credit 31 July 2013 1014 335 679
£1256m
Revolving
Credit 31 August 2016 1250 - 1250
226 4 335 192 9
$10m Letter
of Credit 31 August 2016 62 49 13
2326 384 194 2

Capital management

The Group manages its capital to ensure that entities in the Group
will be able to conunue as going concerns, white maximesing the
return to shareholders The capital structure of the Group consists
of debt, which includes borrowings, cash and ¢ash equivalents,
and equrty attnbutable to equity holders of the parent, comprising
capital, reserves and retained earnings

The capital structure 1s reviewed regularly by the Board The
Group's policy 15 to maintain gearnng, determined as the proportion
of net debt to total capital wathun defined parameters, allowing
mavement in the capital structure appropnate to the business cycle
and corporate activity The gearing ratio at 31 December 2012 has
Increased 10 7% (2011 0%)

Defined benefit pension arrangements

The Group has defined benefit pension obligations in the UK,
Germany, Switzerland, Ligchtenstein, USA and Brazil and cash lump
sum obligations in France, Italy and Turkey, the entire habilities for
which are reflected in the Group balance sheet

The net deficits in these arrangements are as follows

2012 2011
£m £m
Funded
UK 42 18
Other Western Europe 05 07
North America 09 09
56 34
Unfunded
Western Europe 126 99
Emerging Markets 03 02
129 101
Total deficit 185 135

The UK plan 1s closed to new entrants but the 98 active members
continue to accrue banefits The arrangements In France, Italy and
Turkey are open to new members All other arrangements are
closed to new entrants

UK scherme habilities have increased from £82 2m to £85 5m over
the year A fall in corporate bond yields has reduced the discount
rate from 4 75% n 2011 to 4 B0% 1in 2012, which increases

* Headline EBITDA 15 reconciled on page 15




the present value of the habilities Changes in other actuaral
assumpuons have had minimal impact

Assets have increased over the perniod from £80 4m to £813m
leading to a deficit of £4 2m as &t 31 December 2012

The liabibty for unfunded Western European schemes increased
by £2 8m, pnmanly in France As with the UK, the key reason for
the increase n the deficit in the Western European schemes 1s a
reduction in the corporate bond yields

For the year ended 31 December 2013 the Group 15 required to
adopt IAS 18 {revised} Employee Benefits

2012 2012

Current Revised

£m £m

QOperating costs 11 15
Net finance charge 12 06
Total |AS 19 charge 23 21

The impact 15 summarnsed in the table above and the reasons for
changes are

B A £0 4m ingrease In operating costs as a result of the
requirement to reclassify pension scheme administration costs
from net finance charge to operating costs Such costs include
the PPF levy and actuary, audit, legal and trustee charges which,
under the current |1AS 19 are allowed to be included within the
net finance charge

8 A £0 6m reduction n the net finance charge, being the sum
of a £0 2m reduced charge due to the new requirement for
the expected return on assets to be calculated by applying the
corporate bond yield based discount rate to the balance sheet
pension-related assets, and a £0 4m decrease as a result of the
reclassification of the pension scheme administration costs to
operating costs identified above The Group expects the 2012
pension deficit (as restated) to increase by £0 5m due to the
remaoval of the option for the Group 1o adopt the corndor method
of accounting for the recognition of acwarial gains and losses

The Group expects the 2012 pension deficit to increase by £0 5m
due to the removal of the option 10 amortise past service costs
over the vesting penod Any outstanding past service costs will be
recogrused m full at the start of the year

Post balance sheet events

The €125m Revolving Credit Faciiity was refinanced on 18 February
2013 and further details are noted opposite There have been no
other post balance sheet events

Going concem

In determining the basis of preparation for the Annual Report, the
Directors have considered the Group's business activities, together
with the factors hkely to affect its future development, performance
and position This includes an overview of the Group's financial
position, cash flows, liquidity position and borrowing facilities

The Group meets its working capital requirements through

a combination of committed and uncommitted facilities and
overdrafts The overdrafts and uncommitted {acilities are repayable
on demand but the committed facilities are due for renewal as set
out below There is sufficient headroom in the committed facility
covenants to assume that these facilities can be operaied as
contracted for the foreseeable future

Stock code BOY

Commutted facihities as at 31 December 2012 were as fotlows

B €125m Revolving Credit Facility matuning 31 July 2013
B £125m Revolving Credit Facility matunng 31 August 2016
B $i0m Letter of Credit Facility maturing 31 August 2016

On 18 February 2013, the €126m Revolving Credit Facility maturning
on 31 July 2013 was refinanced for the same amount, extending
the maturity to 1 March 2018, increasing the weighted average life
of the committed faciities at that date to 4 2 years

The Group's forecasts and projections, taking account of reasonable
potential changes in tradtng performance, show that the Group
should be able to operate within the level of its current committed
facilines

The Directors have reviewad forecasts and projections for the
Group's markets and services assessing the committed facility and
financial covenant headroom central iquidity and the Group’s abilrty
to access further funding The Directors also reviewed downside
senstivity analysis over the forecast period, thereby taking into
account the uncertainties ansing from the current economic
environment Following this review, the Directors have formed a
Judgement, at the time of approving the financial statements, that
there I1s a reasonable expectation that the Group has adequate
resources to continue In operational exisience for the foreseeable
future For this reason the Directors continue to adopt the going
concern basis in preparing the financial statements

Cautionary statement

The Group Review, as defined in the Directors” Report, contains
certain forward-looking statements These statements are made
by the Directors in good faith based on the information avallable
10 them up to the ume of their approval of this report and such
statements should be treated with caution due 1o the inherent
uncertainties, including both economic and business risk factors,
underlying any such ferward-looking information

D F Landless
Group Finance Dhirector
27 February 2013
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Principal risks and uncertainties

Effective management of rnisks 15 essential to the delivery of the Group's objective of creating superior shareholder returns The Board

15 responsible for the Group's nsk management and the review of nisk actuvities has been delegated to the Audit Committee Under the
leaderstup of the Vice President of Risk, Bodycote has developed the nisk management framework to 1dentify, report and manage s
business cntical nsks During the year a Risk Committee was established represented by senior managers from each of the operating
divisions The role of the Risk Committee 1s to embed nsk management and faciitate the implementation of nsk management measures at

a divisional level

A variety of approaches 15 used to idenufy and report nisks which are aggregated first at a sup-dvisional level and then at Group level For
each business critical nisk, assurance activities have been documented in nisk assurance maps and this 1s used 10 direct assurance actvity

The Vice President of Risk provides an update to the Audit Committee on the Group’s nsk activities at every meeting and a comprehensive
review of the Group’s business cnitical nsks 1s presented In December In addiuon, the Board examines a specific sk topic at each Board

meeting

The table below highlights the major nisks that may affect Bodycote's ability to deliver the strategy, as laid out In page 4 Details of the
Group's fimancial nsks {funding, foreign exchange, interest rate and counterparty nsks), which are managed by the Group’s treasury function,
are provided in note 18 to the financial statements The mitigating activities described below will help to reduce the impact or likelihood

of the major nsk occurnng, although the Board recognises that it will not be possible to elimmate these nisks entirely Furthermore, there
could be risks that may be unknown or that may be judged te be insignificant at present, but may later prove to be significant For thus
reason more effort has been directed at measures to recover from a situation where a sigificant risk does crystallise These ncluds a
comprehensive review of the Group's business continuity planning measures and the development of ¢ngsis management ptanning

Risk Descnption and Impact

Mitigation

Market and Customer Risks

Markets

Bodycole s exposure t¢ macroeconemic performance means that 1t suffers from a high
level of sales volatiity A substantal proportion of Bodycote s sales are closely inked to

the economic cycle Sales in the markets served by the AG) businesses {63% of the total
Group} tend to devetop in line with or ahead of the economic cycle whereas aerospace and
defence sales {23%} tend to rrack behind the econormic cycle Sales to the energy sectors
(14%} are closely hnked to energy prices which in turn ¢an be affected by general econcmic
actrity The high proportion of fixed costs in the business means that a drop in sales will
have a significant impact on profitabilty However, Bodycote s presence in 26 countnigs

in a wide variety of end-markets acts as a natural hedge to neutralise localised economic
volatiity Nevertheless, the Board 1s mindiul of the potenual impact on demand for the
Group's services while uncertainty around the Eurozone debt and the US fiscal problems
continues

Implement strategic plan with medium term objective
of "above-market” sales growth, a focus on targeted
“growth-prermia” business segments and a more
balanced geographic spread

Maintain flexibity of cost base e g by ensuring thata
praoportion of the workforce 1s employed on temporary
contracts

Respond quickly to changes in customer demand on a
tocal or a Group-wide level

Wide geographical and market sector spread of Group
sales

Loss of key customers

Bodycote benefits from many leng-term relationships with key customers Damage to or
loss of, any of these relationships would be detrimentat to Group results and could affect
the viability of one or more of Bodycote's facilities However, the Board believes this s
unhkely as Bodycote strives to provide a high level of custormer service and the Group s
network of strategically located facilities ensures that i1 1s the supplier of choice to these
major manutacturers Furthermore there 1s no significant customer dependency, with the
Group's top ten customers accounting tor less than 14% of sales and the balance made up
by many thousands of customers

Continue focus on customer service and quality
processes to maintan excellent relationships with
major customers Use key account management to
monitor customer satisfaction with the Group's service
levels

Ensure there i1s no sigmificant customer dependency

Corporate and Community Risks

Human resources

Bodycote 1s reliant on its ability to attract, develop and retain staft of the nght calbre to
support its growth strategy Competition for capable resources 1s high and there 1s a risk
that Bodycote may not be able to attract or retan skilled individuals As a market leader
Bodycote 1s seen as a source of talent by competitors, while the Group compeies with
employers from a wide range of sectors to attract staff into the business

Continue the development of an HR strategy to
address the long-term development and retention
of siaff

Develop succession plans

Ensure performance managameant processes are
properly implemented and used effectively

Bodycote plc annual repoert for the year ended 31 December 2012




Risk Description and Impact Mitigation

Corporate and Community Risks

Safety and health

Bodycote 1s committed to providing a safe work environment {or its employees The nature =
of Bodycote's activities presents safety and health nsks which can have a significant

impact on individual employees Furthermore poor safety and health pracuces could lead to
disrupton of business financial penaltues and loss of reputation

Group-wide health and safety policies set by the Group
Chief Executive

150 18000 compliant SHE managament systems being
mplemented by Group Head of Safety, Health and
Environrent with the support of divisional safety and
health teams

Programme m place to focus on reduction of incidents
which could have a high impact

Safety compliance audits at &l plants at least once a
year

Oversight of safety and health framework provided by
the Group SHE Comminiee

Environment

Bodycote s committed to prowiding the hughest level of protection to the environment ]
Environmental contamination could lead to health nsks, disruption of business financial

cosis and loss of reputation =

Historical use of soivents and other hazardous chemicals by plants operated by Bodycote or

by plants acquired by Bodycote could have led to ground contamination The environmental o
regulations in many of the junsdictions that Bodycote operates in impose actual or potential
obligations on Bodycote to remediate contaminated sites Bodycote incurs costs annually »
{2012 £15m} in meeting its abligations and maintains a prowision of £13 9m I the provision

1s insufficient to meet the cost of remediation then this could have an iImpact on the

Group's results Some of the Group's heat reatrment plants continue 10 use solvents and
hazardous chemicals in smal! guantities

Remediation of contaminated sites as required by local
legistation

Reduction in the use of hazardous subsiances, such as
chlonnated solvents

Environmental procedures and measures In place
conforming 1o 150 14001 (2012 78% of plants)
Environmental due diligence of businesses for
acquisitions

Oparational Risks

Service quality
The Bodycote brand is reliant on the repeatable delivery of parts to agreed specification [ ]
o an agreed timescale Deterioration in quality or service levels can cause serous long- o

1erm damage 10 Bodycote's reputation with financial consequences such as the loss of a
customer and the cost of damages or Iligation Work that 1s released mto use which 1s not
in comphance with specification could anse as a result of system or human failure Bodycote
has stringent quality systems in place managed by qualified staff Whare necessary plants
have relevant accreditations such as 1SO 9001 Nadcap and TS 16949

Maintain industry ralevant accreditations

Quality systems and processes operated at plant level
with oversight by divisional quality teams

All plants subjected to internal and external quality
audits and inspecticns at least once a year

Major disruption at a facility

Bodycote s business processes are inherently nsky and there i1s a pessibility that a major [ ]
fire or utility outage could lead to closure of a facility’s operation In addition a number of

sites are exposed to natural hazards, such as earthquakes, flooding and storms As a result
there 15 a possibility that service to Bodycote s customers from the affected site could be
disrupted Howaver Bodycote’s global network of 186 planis creates a framework 10 provide g
back-up capability for any affected facility .

1SO 18000 compliant SHE management systems are
being implemented by Group Head of Safety, Health
and Environment with support of divisional safety and
hezlth ieams

Programmed equipment maintenance and iInspections
Independent insurer Inspections 1o assess hazard and
business interruption nisks

Overhaul of business continuity and crisis
management plans

Information technology projects

The efficient operation of the Group will rely increasingly on the proper development and =
operation of its IT systems Bodycote 15 currently undergoing a group-wide implementation
of a new ERP system The impaci of the re-engineered business processes will have

significant long-term benefits on Bodycote’s operauonal effectiveness However, fallure to -
manage the implementation programme successfully could result in ¢ost overruns and
potentially, disruption to the business

Project approval and progress subject 10 Board review
Project teams made up of skilled subject matter
experts supplemented with third party adwisors

Best practice project management processes in place
with assurance provided by third parties

Regulatory Risks

Regulatory and legislative compliance
The global nature of Bodycote s operations means that the Group has to comply with a ]
wide range of local and international legislative requirements including anti-bribery and anti-
compettion legisiation, taxation legislation, employment law and import and export controls g
Failure to comply with tegislation could lead to substantial financial penalties  disruption

10 business, diversion of management time, personal and corporate liability and loss of -
reputation

Establish business processes supported by HR
policies and the Group Code of Conduct

Implement whistieblower facility managed by a thud
party the Qpen Door Line

Training and awareness programmes

Engage local speciahsts 1o support Bodycote at local,
dvisional and Group level

Regular audit of the effectiveness of implemented
procedures
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Corporate responsibility and sustainability

As a group, Bodycote Is
committed to acting responsibly
as a good corporate citizen, to
reducing the environmental impact
of the Group’s activities and to
providing our employees with a
safe working environment.
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Bodycote's stakeholder model shows how its interactions on various levels
contribute towards socioeconomic growth and development These exchanges,
based on mutually beneficial relationships, provide the basis for the company's
growth and sustanability, which in return provides benefits to employees,
Investors, suppliers, customers, the public sector and the wider society

Investors / Funders
Capital 15 rewarded

through dividends and
share price

Capital Return on
Funds investment
Customers

Our services ara provided

Employees
5 700 employees’
knowledge expertise and
skill are a major part of the
Group s ntangible value
£228 8m was paid out as
remuneration

1o the automotive,
aerospace defence
energy and general
industrial industnes

Producuvity

Remuneration

Bodycote:
Provides thermal processing
services that improve matenal
properties such as strength,
durability and corrosion resistance

Which inturn

Improves the lifetime and
performance of products

Services

Products

Supports businesses and
protects lives

Payrment

Suppliers
Supphers profit from the
lacatien of the Group n
local cormmurties and
from the Group s need for
long-term stable supply
partnerships

Society
Bodycote generates wealth
for society and contributes
to socioeconomic
development through its
sustainable business
practices, Investrents

Services |l Taxes

Public Sector
Tax payments fund
services avalable to the
public In total Group
inccme and other tax
amounts to £92 8m for
the year
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29

Business review

Governance

Financial staternents

Additionat information



30

Corporate responsibility and sustainability continued

Bodycote plc annua! report for the year ended 31 December 2012

Our approach

Bedycote's objective 1s to create superior sharehelder returns
through the provision of selected thermal processing services that
are highly valued by our customers and to achieve this in a safe
working environment while continually seeking to mirimise the
Impact on the environment

Bodycote 15 dedicated 1o improving management of corporate
responsibility 15sues and 1s implementing policies and inmatives to
achieve this goal The future success and growth of the Group 1s
intrinsically linked to cur ability to ensure the Group’s operations are
sustatnable and that we can nurture and develop our talent

Qur people

The strength of the Group primanly rests In its people and one

of the key challenges for management 1s to ensure avallability of
appropnately qualified people te support its continued growth
Bodycote 1s fortunate to have a competent and committed
mternational 1eam that 1s well-respected in technical and business
circles

Bodycote invests in the traiming and development of its people both
at local and Group level At a local level the Company ts commutted
to providing the appropnate skills and technical training which waill
allow its employees to operate effecuvely and safely in their roles
and deliver excellent customer service At Group level a number

of initiatives are currently being rolled out to drive excellence in
management

A tool to develep further understanding and skill in the area

of performance management has been built and has been
cascaded globally through the management population Through
communication of clear messages coupled with skills development,
the organisation aims to raise the capability of its management
population in dnving performance This inittative 1s backed by a
performance management IS system which supponts the process

Bodycote's employment policies are non-discriminatory, complying
with all current legislation to engender egual opporturity
irrespective of race gender, religion disability, sexual onentation or
nationality Harassment 1s not tolerated

Human rights

Bodycote’s human rights policy Is consistent with the Universal
Dectaration of Human Rights and the UN Global Compact's ten
principles

We prohibit forced, ¢empulsory and underage labour and any form
of discnimination based on race, gender, relgion, age, disability or
political affibation Appropriate mechanisms are in place to support
any contraventions of these rules

Customers and suppliers

Bodycote has no significant suppliers who are wholly dependent
upon the Group’s business Suppliers are paid in line with
coniractual and legal cbligations

We endeavour to respond quickly to changing customer demand,
1o entify emerging needs and to improve service avallability and
quality We stay close to cur current and potential customers,
building long-term relationships

Bodycote seeks 1o play a positive role in the focal communities in
which 1t operates by providing employment opportunities, bulding
goedwill and developing a reputation as & good neighbour and
employer




Responsible business ethics

All Bodycote personnel are expected to apply a high ethical
standard, consistent with an international UK-listed company
Directors and employees are expected to ensure that their personal
interests do not at any ime conflict with those of Bodycote
Sharehelder employees are advised of and comply with share
desaling codes

Bodycote has systems in place designed to ensure comphance with
all applicable laws and regulations and conformity wath all relevant
codes of business practice Furthermore, Bodycote does not make
pohiucal donations

With regard 1o competition, Bodycote aims to win business in a
differentiated high-value manner The Group does not employ unfair
trading methods and 1t competes vigorously but fairly within the
requirements of the applicable laws Employees are prohibited from
either giving or receiving any inducements

Our Open Door Policy has been translated into all languages used
throughout the Group The policy allows employees 1o report therr
concern orally or in writing and in ¢cenfidence to an independent
third party provider to ensure anonymity Reports are transcnbed
and sent to the Vice President of Risk, who then passes the matter
to the apprepriate individual in the business to address

Bribery and Competition Law online training courses have been
put In place, translated into the major languages used throughout
the Group, and relevant employees have completed the interactive
courses

Operational SHE performance

Bedycote 1s committed to buillding and maintaining a high reliability
crganisation, one that delivers consistently high performance
across ali aspects of safety, health and environmental (SHE)
management Its objective 1s 1o be known for the excellence of

its SHE performance in all of its business activities and at all of its
sites

Safety and health

The nature of the Group's operations i1s such that employees are
potentially exposed to hazards in the workplace Bodycote ams to
manage these hazards and thereby minimise rnsks to employees
through the deployment of a robust safety management system
which includes appropriate policies and procedures

Although Bodycote has reduced its lost-time accident rate by 35%
over the past five years, 1t recognises the need to improve further
Starting in 2012, a three-year global improvement strategy has been
initiatad, which focuses on all aspects of the safety management
systern, whilst developing cultural maturity An important element
of this 15 the role of leadership, including the active engagement

of managers a1 all levels in managing safety, but recogrusing that
all employees have responsibilities for their own safety and the
safety of others In keeping with this, a group-wide employee
‘safety climate’ survey was undertaken in 2012, to which 41% of all
employees responded A number of specific iImprovement actions
have been taken to address some of the concerns raised by the
survey

KP| - accident frequency (lost-time injury rate}

Accident frequency 1s defined as the number of lest ume accidents
per 200,000 hours worked

Stock code BOY

Envircnment

A proactive approach to Improving energy efficiency means that
Bodycote has implemented a vanety of systems to reduce water
and gas consumption and re-use energy The continuing focus on
lessening its impact on the environment has resulted in Bodycote
advancing towards 15O 14001 accredrtation at all of its faciihies
with most of the Group having already achieved this standard

At every stage where Bodycote 1s invelved (in the manufacturing
cycle, our operational aim s to reduce the overall impact on the
environment, not [ust in our own operations, but also those of our
customers Bodycote operates modern, efficient eguipment, which
15 operated around the clock s¢ as to optimise thermal processing
cycles Without Bodycote, many companies would be using older
technology in-house and running their equipment at reduced
capacity both of which are a drain on energy resources Werking
with Bodycote enables our customers to commit more easily to
carben reduction Intiatives

Bodycote also reduces the carbon footprint of its customers
activities by increasing the lifespan of therr products, by improving
metallurgical properties and by enhancing corrosion resistance

For example surface treatment technology 1s widely used in the
reclamation of damaged and worn components, offering a cost-
effective and energy-efficient alternative to the need to manufacture
new replacement parts, and treated parts often last up to twenty
times longer than the original

So, whilst thermal processing 1s an energy-intensive business, it 1s
a vital part of the manufacturing chain and i1s use saves the energy
It consumes many times over

IS0 14001 accredited facilities

Reducing the environmental impact of the Group’s activities 1s
taken very seriously Complance with the requirements of 1ISO
14001 helps to minimise the nsk of adverse environmental effects
at Bodycote’s locatiens At the end of 2012, the Group had 183
locatiens and 78% of our operating facilities had achieved 1SO
14001 accreditation The decrease in the percentage compared 1o
prior years Is due to facihities acquired which have not yet obtained
accreditation Excluding acquisitons, 86% of our facilities had
achieved [SO 14001 accreditation

KPI — Carbon footprint and water consumption

As a consequence of the increase in sales, and the acquisition of
a number of new operational sites, the absolute electricity usage
Increased by 2% whiist gas usage increased by 14 4% - together
accounting for an increase in ensrgy usage of 8 8% The totai
Group energy use excluding these acguisitions remained constant
compared with 2011

Excluding acquisitions the carbon footprint decreased by 3 5% from
629 1 tonnes per £m sales to 606 9 tonnes per £m sales Including
acquisitions the carbaon footprint increased by 0 6% to 632 8 tonnes
per £m of sales

Water usage per £m sales decreased by 8% The Group's total
CO, emission data 1s based on Scope 1 and Scope 2 emissions,

as defined by the UK Government's Department for Environment,
f-ood and Rural Affarrs, and data relating to this has been calculated
to include country-specific electricity conversion factors

Chlorinated solvent use

The use of chlonnated solvents in Bodycote's thermat processing
activities has been reduced in recent years as agueous degreasing
eguipment has been introduced In 2012 the overall solvent use
decreased by 7% compared with the previous year
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Corporate responsibility and sustainability continued

A greener, cleaner environment

Reducing any detrimental tmpact on the environment

has become a growing focus of industry worldwide and
Bodycote can assist in the drive towards carbon reduction and
environmentally friendly approaches in a number of ways

For example, certain heat treatrnent and thermally sprayed
surface treatments arg leading the way in the replacement of
older, less environmentally frniendly processes such as chrome
plating

Future restrictions that will be placed on chrome plating due to
heaith and environmental 1ssues have led many businesses,
including the major aerospace companies, to embark on
initiatives to replace it These companies have highlighted
thermal spray coatings as the preferred replacement for
chrome plating

Bodycote has been involved in a number of intiatives to
replace chrome plate and results have shown that, i1 addition
to the environmental benefits, thermally sprayed tungsten
carbide outperforms hard chrome plate for both wear and
corrosion protection

Modern thermal processing techriques have allowed
designers and manufacturers to use rmuch lighter matenals,
such as aluminium and titanium, and have significantly
prolonged component lifetimes Through the effective use

of thermal processing, parts can now be lighter and overall
component weight reduced, leading to improved efficiency and
reduced fue! consumption of products In service

Bodycote ple annual report for the year ended 31 December 2012




Board of Directors

Executive Directors

5 C Hams, 54 | Group Chief Executive

Appointed November 2008

Commuttees Nomination and Executive (Chairman)

Qualfications Chanered Engineer graduated from Cambndge University
Masters degree in business admimistration from the University of Chicago
Booth Scheol of Business

Experience Started tus career in engineering wath Courtaulds plc then moved
to the USA to join APV Inc from 1984 until 1995 where he held several senior
management positions He was appointed to the Board of Powell Duffryn plc
as an executive director In 1995 and then went on 1o jon Spectns plc as an
executive director from 2003 10 2008 He was also a Non-Executive Director
of Brixton plc from 2006 to 2002

External appomtments Non-Executive Director of Mondh ple

D F Landless, 53 | Group Fmance Director

Appointed March 1999

Commuttees Executive

Qualifications Chartered Management Accountant graduated from the
University of Manchester Institute of Science and Technotogy

Experience Sianed his career with Bowater and Carrington Viyella and joined
Courtaulds pl¢ in 1984 Apponted a Finance Direcior in UK and US dvisions
of Courtaulds plc from 1889 10 1997 and Finance Diractor of Courtaulds
Coatings {Holdings} Limited from 1997 to 1939

External appointments None
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Non-Executive Directors

A M Thomson, 66 | Chairman

Appointed December 2007

Committees Normination {Chairman) and Remuneration

Qualifications Chartered Accountant graduated from Glasgow University
with a Masters degree

Expenience Worked on a variety of audits for Arthur Andersen and Price
Waterhouse, followed by semor management positions with Rockwell
Internationa! plc, Raychem Ltd and Courtaulds ple Joined Rugby Group plc
as a Finance Director from 1982 10 1995 followed by Smiths Group plc from
1995 to 2006 He was also a Non-Executive Director of Johnson Matthey
from 2002 10 2011 Past Prestdent of the Insttute of Chartered Accountants
of Scotland

Extarnal appointments Chairman of Hays PLC and Hamsard 3054 Lid
{Polypape} and Non-Executive Director of Alsiom SA
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Board of Directors

J A Biles, 65 | Senicr Independent Director

{fappointed as SID on 1 May 2012}
Appointed August 2007
Committees Audit (Chairman) Remuneration and Nomination
Qualfications Chartered Accountant, graduated from Exeter University in
Chemistry and Physics Fellow of the Institute of Chanered Accountants,
having qualfied with Pnice Waterhouse (n London
Expenence Worked on a vanety of audits and M&A activities at Price
Waterhouse tn his early career followed by 5 years at EMI plc [n 1981 he
|oined Racal Electrenics plc and held three successive financial director roles
in defence and energy electronics Appointed Group Finance Director of
Chubb Secunity PLC in 1991 1n 1ts demerger from Racal He then joined
FKI plc the engineenng group, as Finance Birector in 1998 where
he remamed until 2004 Frem 2004 until 2008 he joined ArmorGroup
International plc as Non-Executive Director and from 200% to 2012 Charter
International ple from 2005 to 2011 Hermes Fund Managers Limited and
Northern Ireland Electnicity ple (Previously Virdian Group ple) from 2005
to 2011
External appomtments Non-Executive Director of Sutton & East Surrey
Water plc s:nce 2006

E Lindgvist, 55 | Non-Executive Director

Appointed June 2012

Committess Remuneration {Chair appointed 14 December 2012} Audit and
Nomenation

Qualfications Engineer, graduated with a Masters from Linkoping Institute
of Technology, Diploma in Marketing from IHM Business School and MBA
Financial Analysis from University of Melbourne

Expenence Began her career n various positions with Encsson working in
Continental Europe, North Amenica ang Asia from 1981 to 1990 followed by
Director roles with Encsson from 1993 to 1999 JomedTeliasonera in 2000
as Senor Vige President moving to Xelerated as Chief Executve from 2007
to 2011

External appointments Appointed as Non-Executive Director of Assa Abloy
AB in 2008 Tieto Corporation from 2010 Transmode Holdings AB as of 2007
Innovationsbron since 2007, Blekinge Institute of Technology from 2010 and
Episerver in 2011
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K Rajagopal, 59 | Non-Executive Director

Appointed September 2008

Committees Audit Remuneration and Normenation

Qualifications A Chartered Machanical Engineer graduated with a BTech
(Mechanical Engineenng) from IIT Madras incia followed by an MS¢ and
PhD in Mechanical Engineering from the University of Manchester and was
awarded an honorary doctor of science degree by Cranfield University A
Fellow of the Royal Academy of Engineering, the Institution of Engineering
andTechnolegy {IET) and the Institution of Mechanical Engineers

Expenence Joined BOC Edwards after obtaining his PhD and woerked in
VaNous positions In operations management including Operations Director
Promoted to Managing Director of Edwards in 1993 and Chief Executive of
BOC Edwards in 1996 Appointed Executive Director of BOC Group ple n
2000 until 2006 Past member of UK Council for Science and Technology and
the Audit Commission He was Non-Executive Director of Foseco plc from
2005 until 2008 and FSI International ia NASDAQ company} 2000 10 2005
External appointments Charman of UMC3 since 2010 and of HHV Purmps
Ltd since 2009 Non-Executive Director of WS Atkins plc since 2008, Spirax
Sarco Engineenng plc from 2009 and E2¥ Technologies PLC from 2010

J Vogelsang, 70 | Senicr Independent Director

{resigned as SID on 30 Apnil 2012)
Apponted January 2003
Committees Remuneration {Chairman unti! 31 December 2012)
Qualifications Chemical Enginger graduated frem the Techmical University of
Delft Netherlands, with a Masters degree
Expenence Commenced his career as Royal {Dutch) Ar Force Reserve
Officer from 1966 to 1968 From 1968 to 1984 he worked in vanous
manufacturing sales marketing and business positions for Shell Companies
in the Benelux appointed General Manager for Shell Chemicals in Norden
n 1984 Promoted in 1988 to Vice President of Shell Chemicals Internauional
Trading Company and Head of Speciality Chemicals of Shell International
Chemicals Company based in London assuming the responsibility of Chief
Executive for the Shell Comparies in Sweden in 1882 before becoming
Vice-President Shell Chermical Europe and Afnca in 1984 President of
Montell Polyolefins Europe from 1939 and President of Technology at Basell
Palyalefing from 2001 10 2002
External appointments Non-Executive Director of Metex SA

U S Ball | Group Company Secretary

Springwood Court, Spningwooed Close, Tytherington Business Park,
Macclesfield, Cheshire SK10 2XF
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Directors’ report

The Directors are pleased to submit their report and the audited financial statements for the ysar ended 31 December 2012

The Chairman’s statement, the Chief Executive s review, the Finance Director’s report, and all the information contained on pages
4 to 51 together comprise the Directors’ report for the year ended 31 December 2012

Principal activities

The Company s a holding company with subsidianes carrying on business in the provision of thermal processing services The activities and
locations of the principal subsidiary undertakings are set out on pages 105 and 106

Group review

The Group review, which encompasses
Strategy and objectives,

Measuning our progress,
Chairman’s statement,

Chief Executive's review,

Business performance,

Markets,

Business overview,

Business review,

Finance Director's report, and

Sustainability

15 provided on pages 4 to 32 of this Annual Report This 1s a review of the development of the businesses of the Group, the financial
performance during the year ended 31 December 2012, key performance indicators, a descnption of the principal nsks and uncertainties
facing the Group and information about the use of financial instruments The Group review has been prepared solely to assist the
shareholders in assessing the Group's sirategies and the potential of those strategies It should not be relied on by any other party for any
other purpose Forward-ooking statements have been made by the Directors in good faith using infermation available up to the date of this
repeort and such statements should be regarded with caution because of the inherent uncertainties in economic trends and business risks
Since the end of the financial year no important events affecting the business of the Group have occurred

Dividends
The Board 1s recommending a final dividend of 8 3p per ordinary share making a total for the year of 12 3p per share (2011 10 9p) The final
dividend, iIf approved, will be paid on 7 May 2013 to shareholders on the reqister at the close of business on 12 April 2013

Share capital

The Company's issued orginary share capital as at 31 December 2012 was £33 1m and during the year was increased by the 1ssue

of 160,421 ordinary shares between 8 March and 26 November 2012 for a total consideration of £252,458 79 in connection with the
Company s executive share incentive schemes At the Annual General Meeting on 25 Apnl 2012 the shareholders authorised the Company
to purchase up to 19,126,367 of 1ts own shares This authority expires at the conclusion of the forthcoming Annual General Meeting to be
held on 24 Apnl 2013, at which time a further authonity will be sought from shareholders

Capital structure

Details of the issued share capital are shown in note 23 The Company has one class of ordinary shares, which carry no nght to fixed
income Each share carnes the right to one vote at general meetings of the Company There are no specific restrictions on the size of a
nolding nor on the transfer of shares, both of which are governed by the general provisions of the Arucles of Asscciation and prevailing
tegislation The Directors are not aware of any agreements between holders of the Company’s shares that may result in restrictions on
the transfer of securities or on voting nghts Detaills of employee share schemes are set out In ncte 27 and shares held by the Bodycote
Employee Benefit Trust abstain from voting and waive dividend nghts No person has any special nghts of control over the Company's
share capital and all 1ssued shares are fully paid The appointment and replacement of Directors 1s governed by the Company's Articles of
Association, the UK Corporate Governance Code the Companies Act and related legislation The Articles of Association may be amended by
a special resolution of shareholders The powers of the Directors are descnbed in the Corporate governance statement on page 38 Under
the Articles of Association the Company has authonty to 1ssue ordinary shares with a nominal value of £11,021,387
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Directors’ report continued

There are also a number of other agreements that take effect, alter crystallise or terminate upon a change of control of the Company
following a takeover bid such as commercial contracts, bank loan agreements, property lease agreements, employment contracts and
employee share plans None of these are considered to be sigruficant in terms of therr likely impact on the business of the Group as

a whole, and the Directors are not aware of any agreements between the Company and themselves or employees that provide for
compensation for loss of office or employment that occurs because of a takeover bid except where specifically mentianed in this report

Directors

The current Directors and their biographical detads are hsted on pages 33 and 34 and all served throughout the year with the exception of
Eva Lindgvist, who was appointed on 1 June 2012 Under the Arucles of Association of the Company each Director must retre from office
and stand for re-election by shareholders as a mimimum at every third Annual General Meeting In order to continue to serve as a Drirector
However in view of the UK Corporate Governance Code and to further increase accountab:lity, all Directors retired at the Annual General
Meeting 1n 2012 and stood for re-glection by the shareholders Going forward all Directors will retire at the Annual General Meeting and
will stand for re-election by the shareholders, if they wish to continue to serve as Directors of the Company Accordingly, those Directors
retring and offering themselves for re-election at the 2013 Annuat General Meeting are Messrs AM Thomson, S C Harnis, D F Landless,

J A Biles, Dr K Rajagopal and E Lindqvist After 10 years of service J Vogeisang will retre at the 2013 Annual General Meeting and will not
stand for re-election The service agreements for Messrs Harnis and Landless are terminable by 12 months’ notice The remaining Directors
do not have a service agreement with the Company and their appointments are terminable by six months' notice

Directors’ interasts In contracts and shares

Detalls of the Executive Directors’ service contracts and details of the Directors’ interests in the Company's shares and share incentive
plans are shown in the Board report on remuneration on pages 46 10 51 No Director has had any dealings in any shares or options in the
Company since 31 December 2012 Qualfying third party indemnty provision {as defined by section 234 of the Companies Act 2006) has
remained in force for the Directors for the year ended 31 December 2012 and, as at the date of this report. rematns in force for the benefit
of the current Directors in relation to certain losses and liabilities which they may incur (or have incurred) to third parties In the course of
therr duties Apart from these exceptions, none of the Directors had a material mterest in any contract of significance In relation to the
Company and its subsidiaries at any time during the financial year

Potential conflicts of interest

During 2008 the duties owed by directers to a Company were codified and extended by the Companies Act 2006 so that directors not only
had to declare actual conflicts of interests in transactions as they arose but also had a duty to avoid such conflicts whether real or potential
Potential contlicts of interest could arise where a single director owes a fiduciary duty to mora than one organisation {a 'Situational
Conflict’} which typically will be the case where a director holds directorships tn more than one Company In order to ensure that each
Director was complying with the new duties each Director provided the Company with a formal declaration to disclose what Situational
Conflicts affected him or her The Board reviewed the declarattons and approved the existence of sach declared Situational Conflict until
September 2013 and permitted each affected Director to attend and vote at Bodycote Directors’ meetings, on the basis that each such
Director continuad to keep Bodycote's information confidential, and provided overall that such authorisation remained approprate and 1n the
interests of shareholders Where such authonsauon becomes inappropriate or not In the interests of Bodycote shareholders, the Chairman
or the Nominatton Committee can revoke an authonisation No such revocations have been made

Employment

The Group recogrises the value that can be added to its future profitability and strength by the efforts of employeas The commitment of
employees to excel 1s key to the Group's continuad success Through therr attendance at, or participation in strategy, production, safety
and health meetings at site level, employees are kept up to date with the performance and progress of the Group, the contribution to
the Group made by therr site and are advised of safety and heaithissues The Group publishes in 11 languages, via the Group intianet, an
electromic magazine for all staff detaling the Group's activities, performance and seme of its personalities Under the Group s Open Door
Line, employees’ concerns can be voiced over the phone on an anonymous basis in the local language Approximately 3,700 Bodycote
empioyees are connacted to the Bodycote intranet, which improves knowlsdge of Group activities, and assists greatly with technology
exchange and co-ordination It 1s the Group's policy to give full and farr consideration to applications for employment from disabled persons,
having regard to their particular aptitudes and abilines, and to encourage the training and career development of all personnel employed
by the Group, including disabled persons Should an employee become disabled the Group, where practicable, will seek to continue the
employment and arrange appropriate training An equal opportunities policy 1s In operation in the Group

Research and development

Produet development and quality improvernent at all Group companies is a continuous process The Group has a policy of deploying the
best technology avallable and actively seeking improvements It also conducts research programmes wath 1ts customers

Donations

Charitable donations dunng the year net of income tax amounted 10 £2,000 (2011 £9,000} There were no political contrbutions in 2011 or
2012

Creditors policy

Group operatng compames are responsible for agreeing the terms and conditions under which business transactions are conducted It 1s
Group poficy that paymenits 10 suppliers are made in accordance with the terms agreed, prowided that these suppliers have also complied
with applicable terms and conditions Creditor days at the year end for the Group were 45 days (2011 47 days)
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Shareholders

An analysis of the Company's shareholders and the shares 1n 1ssue at 14 February 2013 and detads of the interests of major shareholders in
voting shares notified to the Company pursuant te chapter 5 of the Disclosure and Transparency Rules are given on page 107

Auditor
In accordance with the provisions of section 489 of the Companias Act 2008, a resolution for the reappointment of Deloitte LLP as Auditor

Is to be proposed at the forthcoming Annual General Meeting Each person who 1s a Director at the date of approval of this Annual Report
confirms that

W so far as each Director 1s aware, there Is no relevant audit information of which the Cornpany's Auditor 1s unaware, and

B each Director has taken all the steps that he/she ought 10 have taken as a Director to make himselfherself aware of any relevant audit
information and to establish that the Company's Auditor 1s aware of that information

This statement 1s given and should be interpreted in accordance with the provisions of section 418 of the Companies Act 2006

Annual General Meeting

The 2013 Annual General Meeting will be held on 24 April 2013 in accordance with the notice being sent to shareholders with this report
By order of the Board

US Ball
Secretary
27 February 2013

Springwooed Court
Springweood Close
Tythernngton Business Park
Macclesfield

Cheshire

SK10 2XF
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Corporate governance statement

Chairman’s message

As Charrman | have taken a leading role in supperting the governance agenda and upholding good principles of corporate behaviour at
Bodycote recogrising that good governance serves to ensure that the business 1s run to achieve growth ona controlled and ongoing basis
What | believe are the iImportant governance developments at Bodycote aver the last year are detailed in Governance reporting below

The policy of the Board I1s 10 manage the affairs of the Company in accordance with the principles of corporate governance contamed in the
UK Corporate Governance Code by promoting wide discussions on topics te which Board members contribute and demonstrate mutual
engagement We strive 1o maintain best practice and continually seek 1o improve our practices for the benefit of our shareholders

AlanThomson
Charman

Key actions n 2012 Prionties for 2013

® Ensure key recommendations from the 2011 strategy review are B Implement actions from the 2012 external board evaluation

being implemented
B Continued focus on management development and succession

Board visits 1o meet the Dutch and Danish teams planning

New Non-Executive Director appointed B New Remuneration Committee Chairman appointed and smooth

transition and handover commenced
External Board training on gurrent topics

B Continued emphasis on external Board traiming

Gevernance reporting
Board diversity

Following the publication of the Davies Report on the representation of women ¢n plc boards, our Norminations Committee discussed 1ts
recommendation

Bodycote 15 & global business with cperations in 26 countries and therefore diversity generally 1s an integral part of how we do business
The Nommations Committee considers diversity when making appointments to the Board, taking inte account relevant skills, experience,
knowledge, personality, ethnicity and gender Our prnme responsibiity, however, is the strength of the Board and our overnding aim 1n any
new appointments must always be to select the best candidate We have made progress in addressing the issue of gender and diversity,
with the appomtment of Eva Lindgvist to the Board as a Non Executive Director on 1 June 2012 As and when we are recruiting new
members we would expect to continue to address the 1ssue of gender and ethnicity Due to the small size of our Board, comprising two
Executive Directors and four non-Executive Directors and a non-Executive Chairman, we believe it difficult to set targets or tmescales for
the percentage of women, or any other group, on our Board and do not propose to set targets for the percentage of women on our Board in
future years

Female representation on our Board 1s currently 14% and at manager level it 1s 23% We will increase female representaticn on the Board if
appropriate candidates are avallable when Beard vacancies arise Females represent 16% of our total workforce

Board evaluation

The Beoard has undertaken its first external Board Evaluation during 2012 Following a review of proposals from five external facilitators, the
Board appointed ICSA Board Evaluation to faciitate a review of its performance

The facilitator Mr Geoffrey Shepheard met with each director on an individual basis to obtain their views on seven aspects of the Board's
performance and to ascertain whether their needs and expectations were being met The evaluator ensured that pre-defined constituent
elements of each topic were covered in the discussions and a quahitative score was assigned by each Girector The seven topics were as
follows

B Board responsibilities B Board composition
m Oversight 8 Working together
® Board meetings ® Qutcome and achievements

B Support for the board

The results of the evaluation were considered by the Board at its meeting in October 2012 and the directors discussed the
recommendations which are now In the process of being implemented Additional emphasis will be placed on nsk management and certain
operational matters The approach to Board Evaluation included relevant questions to cover the activities of each Board committee

The report concluded that the Board was performing well and high governance standards had been adopted Strong evidence of cohesion
and genuine support for colleagues was noted and 1t was apparent that the Executive 1s strongly challenged when appropriate

Ansing from the exercise, the Board has concluded that its focus should remam on divisional growth strateges, technology development,
nsk and sustainabihty as well as continued training
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The Executive Directors Messrs S C Harnis and D F Landless were appraised internally in January and February 2013

Led by the Senior Independent Non-Executive Director, the Directors have camead out an evaluation of the Chairman’s performance In
December 2012 The performance of the other individual Non-Executive Directors was appraised internally by tha Charrman

Training

All new directors receive initial Induction training on a diverse range of topics including trading, Investor relations, arganisational and legal
matters The Board receves training via ad hoc presentations and papers from adwvisers and the Company Secretary External peniodic
training onimportant topics takes place through the Deloitte Academy and during the year the directors received traiming on trends 1n
financial reporting, corporate governance and nisk management

Succession planning

Succession planming ensures that appropriate senior leadership resources are in place to achieve Bodycote's strategic objectives The plans
are regularly reviewed by the Nomination Committee

The Board further develops its knowledge and gains greater wisibility of executive talent and management succession by visiting the
Group's sites and meeting with key talent and senior executives

The road map far Non-Executive refreshment continued to be developed in 2012

Comphance reporting

in respect of the financial year 2012 Bodycote's obhgation under the Disclosure and Transparency Rules 1s to prepare a corporate
governance statement with reference to The UK Corporate Governance Code 1ssued by the FRC in June 2010 (the ‘Code’)

In respect of the year ended 31 December 2012 Bodycote has complied with the provisions of the 2010 Code and has voluntanly adopted
most of The UK Corporate Governance Code issued in September 2012 (as reflected in the Report of the Audit Commitiee), with the
exception of provision E11 The Board has taken the view that generally it 1s the responsibility of the Group Chief Executive and the Group
Finance Drirector to manage relationships with institutional investors The Charman also meets institutional investors to discuss overall
strategy, governance and any concerns that shareholders may have Only where these more usual channels of communication have failed
would the Board expect the Senior Independent or other Non-Executive Directors to become involved notwithstanding that the 2010 Code
specifies attendance of the Senior Independent Non-Executive Director at meetings with major shareholders Regular feedback by the
Company's advisers on investor meetings and results presentations Is circulated to all Drectors

Apart from this distinct area, Bedycote was in comphance with the provisions of the 2010 Code throughout 2012

Operation of the code
Taken together with the Report of the Audit Commuttee, the Report of the Nominatton Commuttee and the Board repart on remuneration

presented on pages 38 to 51, this statement explains how Bodycote has applied the principles of good corporate governance set out in the
2010 Code

Leadership

The Board 1s respensible 1o shareholders for goad corporate governance, setting the Company's strateqic objectives, values and standards
and ensuning the necessary resouices are in place 1o achieve the objectives

The Board met on nine occasions during 2012, including a specific meeting to review and update the Company's long-term strategy The
Board of Directors comprises seven members, of whom five are Non-Executive Directors and two are Executive Directors, led by the
Company's part-ime Non-Executive Chairman, Mr A M Thomson, who also chairs the Nomination Committes The Group Chief Executive 1s
Mr S C Harns and the Senior Independent Non-Executive Director ('SID') was Mr J Vogelsang, who chaired the Remuneration Committee
until 14 December 2012 and who stepped down as SID at the conclusion of our AGM in 2012 The Audit Commuttee 1s chaired by Mr J A
Biles, who was appointed SID after the conclusion of our AGM in 2012 Ms E Lindgwist was appointed a Non-Executive Director on 1 June
2012 and was appointed Chairman of the Remuneration Committee as of 14 December 2012 After 10 years of service, Mr J Vogelsang

will not stand for re-election at the 2013 AGM Mr J Vogelsang stepped down as a member of the Audit and Nomination Committee on 31
December 2011 Bref biographical details of all Directors are given on pages 33 and 34 The Board makes visits to UK sites and overseas
facilities during the year Certain defined powars and 1ssues are reserved for the Board to decide, inter alia

Strategy, Board and committee charmen and membership,

Approval of financial statements and airculars, Investments,
Capital projects, acquisitions and disposals, Equity and bank financing,

Annual budgets Internal control and nsk management,

Directors’ appointments, service agreements, remuneration and
succession planning,

Corporate governance,

Key external and internal appointments, and

B Policies for financial statements, treasury, safety, health and

mpl hare Incentives and pension arrangements
environment, donations, Employes s p g

B Committees’ terms of reference,
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Corporate governance statement continued

In advance of Board meetings Directors are supphed with up-to-date information regarding the trading performance of each operating
dwision and sub-division the Group's overall financial position and its achievement agamst prior year, budgets and forecasts They are also
supplied with the latest avalable information on safety, health and envirenmental and nsk management 1ssues and details of the safety and
health performance of the Group, and each division, In terms of seventy and frequency rates for aceidents at work

Where required, 2 Director may seek independent professicnal advice, the cost of which s reimbursed by the Company All Directors

have access to the Company Secretary and they may also address specific 1ssues to the Senior Independent Non-Executive Director [n
accordance with the Articles of Association, all newly appointed Directors and any who have not stoed for re-election at the two previous
Annual General Mestings, If eligible, must submit themselves for re-election However, this has been superseded by the Directors’ decesion
to stand for yearly re-election Non-Executive Directors, including the Chairman, are appointed for fixed terms not exceeding three years
from the date of first election by shareholders, after which the appointment may be extended by mutual agreement A statement of the
Directors’ responsibilites 1s set cut on page 52 The Board also operates three committees These are the Nomination Committee, the
Remuneration Commuitee and the Audit Commitiee

In accordance with the recomrnendations of the Code, Board members serve for a paried of six years which will only be extended in
exceptional circumstances

So that the necessary actions can be taken promptly, a Finance Sub-Committee compnsing the Chairman {or failling him any other Non-
Executive Director), the Group Chief Executive and the Group Finance Director operates betwsen the dates of scheduled Board meetings
and 1s authonsed to make decisions, wittun imts defined by the Board, in respect of certain finance, treasury, tax or investment maters

Board

| ] I ]

Chief Audit Remuneration Nomination Finance
Executive Committee Commuttee Committee Director
L Executive Fmance _|
Commnsttee Committee

Independence of Non-Executive Directors

The Board considers that Messrs J A Biles, J Vogelsang, Dr K Rajagopal and Ms E Lindqvist are all tndependent for the purposes of the
Code Durning 2013 J Vogelsang will have served as a Board Diractor for 10 years and the Board recogruses that his tenure has reached a
threshold at which his independence could be called into guestion Haowever, given the importance of the experience and skills required
to perform the role of Charr of the Remuneration Committee, J Vogelsang remained as Charr of the Remuneration Commiitee untl 14
December 2012, when E Lindgvist took over as Chair J Vogelsang will be a Board Director untl the 2013 AGM, at which tme he will not
stand for re-election

Commitrment

Attendance of Directors at regular scheduled meetings of the Board and its Committees 1s shown in the table below

Remuneration Nomination

Full Board Audit Committes Committee Commitiee

Director Ehgible Attended Elgible Attended Eigible Attended Ehgible Attended
A M Thomson 9 9 - - 7 7 4 4
SC Harng 9 9 - - - 4 4
J Vogelsang 9 9 - - 7 7 - -
J A Biles g 9 4 4 7 7 4 4
K Rajagopal 9 9 4 4 7 7 4 4
E Lindgwist® 6 5 2 2 4 4 2 2
D F Landless 9 9 - -~ - - - -

' Appanied on 1 June 2012

All Directors attended the maximum number of scheduled Audit, Remuneration and Nomination Committee meetings that they were
scheduled 1o attend All Directors attended the maximum number of scheduled Board meetings with the exception of E Lindquist, who
did not attend the September meeting dug to commitments in place prior to her appomntment In addition, where not a member, Messrs
Themson, Harrnis, Vogelsang and Landless attended by invitation the whole or part of some of the meetings of the Audit, Normination and
Remuneration Committees

Proposals for re-election

The Board decided, in hine with the Code, that all Directors will retire annually and, other than in the case of any Director who has decided
to stand down from the Board will offer themselves for re-election at the Annual General Mesting Accordingly Messrs A M Thomson,
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S C Harns DF Landless, J A Biles and Dr K Rajagopal will stand for re-glection, and Ms E Lindgvist having been appointed by the
Board on 1 June 2012 will stand for election After 10 years of service Mr J Vogelsang will not stand for re-election at the 2013 AGM
The Board recommends to shareholders that they re-elect or elect all the Directors In accordance with the recommendations of tha
Code, Board members will serve for a period of six years which may be extended in exceptional circumstances

The performance of each Director was evaluated as indicated above and the Board confirms in respect of each that thair perfarmance
cortinues to be effective and that each continues to demonstrate commitment to his or her respective role

Intemal control and risk management

The Board s responsible for the Group’s system of internal contral and for reviewing its effectiveness Such a system 1s designed

to manage rather than eliminate the nsk of fallure to achieve business objectives, and can only provide reasonable and not absolute
assurance against matenal misstatement or loss The Board has applied Principle C 2 of the Code by establishing a continuous process
for identifying, evaluating and managing the Group's significant nsks ncluding nsks ansing out of Bodycote's corporate and social
engagement The Board continuously and regularly reviews the process, which has been in place from the start of 2000 to the date

of approval of this report and which 1s in accordance with Internal Control Guidance for Directors on the Combined Code published

in September 1992 and with revised guidance on internal control published October 2005 The Board's monitoring covers all controls,
including financial, operatonal and compliance controls and nsk management systems It1s based pnncipally on reviewing reports from
management and from internal audit 1o consider whether any significant weaknesses are promptly remedied and indicate a need for
more extensive monitoring The Audit Committee assists the Board in discharging these raview responsibilities

The Group prepares a comprehensive annual budget which 1s closely monitored and updated quarterly The Group's authonty rmatrix
clearly sets out authority mits for those with delegated responsibility and specifies what can only be decided with central approval

The Internal Audit department monitors the Group's internal financial contro! system and its reviews are conducted on the basis of
plans approved by the Audit Commitiee, to which Internal Audit reports are submitted on a regular basis

Every Bodycote site provides assurance on specified financial and non-financial controls through a control self assessment process
The results are validated by Internal Audit through spot checks and are reported to the Audit Comnuttee In addition the President and
the Vice President of Finance of each Division sign a letter of Representation annually

During 2012, in comphance with provision C 2 1, management performed a specific assessment for the purpose of this Annual Report
Management's assessment, which has been reviewed by the Audit Committee and the Board, included a review of the Group’s key
strategic and cperational risks, which 1s summansed from work performed by VP of Risk and the Group’s Risk Committee to identify
nsks {by means of workshops, interviews, investigations and by reviewing departmental or divisional risk registers} The nisks identified
waere assessed using conventional impact and likelihooed sconng (both before and after ritigating actions) and further assessment,
monitortng and review work was carried out in 2012 The Group's sk management framework 1s progressively being embedded
throughout the Group The principal risks and uncertainties affecting the Group are shown on pages 26 and 27 No significant previously
unidentified nsks were uncovered as part of this process, and the necessary actions have been or ara baing taken to remedy any
signiftcant fallings or weaknesses identified as part of the reviews

Investor relations

The Group Chief Executive and Group Finance Director regularly talk with and meet institutional investors, both individually and
collectrvely, and this has enabled institutiona! investors to Increase thewr understanding of the Group's strategy Makinson Cowell
undertock an investor audit and presented the views of shareholders to the November Boargd During the year the Chairman met
separately with three of the five largest shareholders to discuss governance matters The business of the Annual General Meeting
comprises a review of the Group’s operations for the benefit of sharehclders attending In addition, internet users are able to view
up-to-date news on the Group and 1ts share price via the Bodycote website at www bodycote com Users of the website can access
recent announcements and copies of results presentations and can enrol 10 hear ive presentatons On a regular basis, Bodycote's
financial advisers, corporate brokers and financial public relatiens consultants provids the Directors with opinion surveys from analysts
and investing institutions following visits and meetings with the Group Chief Executive and Group Finance Director The Chairman and
Senior Independent Non-Executive Director are available to discuss any 1ssues not resolved by the Group Chief Executive and Group
Finance Director On specific 1ssues, such as the intraduction of long-term incentive and share matching schemes in 2006 and changes
thereto in 2008 and 2010, the Company has sought and will continue 10 seek the views of leading investors

By order of the Board

US Ball
Secretary Springwood Court
27 February 2013 Springwood Close
Tytheningion Business Park
Macclesfield
Cheshire
SKI0 2XF
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Report of the Nomination Committee

Role of the Nomination Committee

The Nomination Committee 1s a sub-committee of the Board whose principal purpose 1s to advise on the appointment and, If necessary,
dismissal of Executive and Non-Executive Directors The Commitiee s terms of reference, which are listed on the company s website,
include all matters required by the UK Corporate Governance Code Further informaton on " The Code” can be found on the Financial
Reporting Councits website www frc org uk The terms of reference are reviewed periodically by the Company Secretary and any changes
are then referred to the Board for appraval No changes were made to the terms of reference during the year

Composithion of the Nomination Committee

The Nomination Committee comprises all the independent Non-Executive Directors together with the Chairman and Group Chisf Executive
The quorum necessary for the transacuon of business is two, each of whom must be an independent Non-Executive Director

As recommended by the Code the Chairman acts as the Chairman of the Committee which also comprises Messrs J A Biles S C Harrrs,
Dr K Rajagopal and Ms E Lindqwist (appointed 1 June 2012} J Vogelsang after 9 years of service, retired from the Commuttee on 31
December 201t The Chanrman may not charr the Commuttee when 1115 dealing with the matter of succession 1o the Chairmanship of the
Company Only members of the Committee have the nght to attend the Commttee mestings Other individuals and external advisers may
be invited to attend for all or part of any meeting as and when appropnate

The Company Secretary 1s secretary to the Commitiee

The Committee has the authonty to seek any information that s required, from any officer or employee of the company or its subsidiaries
In connection with its duties, the Committee 1s authorised by the Board to take such independent advice (including legal or other
professional advice at the Company's expense) as it considers necessary, including requests for iInformation from, or commussioning
investigations by, external advisers

Main activities of the Nomnation Committee

In 2012 the Commuttee formally met four tmes and reviewed the skills of the Board with 2 view to considenng the current and future skills
and expernence which the Board rmight require

The Commuittee discussed succession planning, board diversity and reviewed the performance of the Group Chisf Executive and other
senior executives In particutar, the need to broaden the Board membership with respect to gender, ethnicity and age was discussed The
Chairman led the ensuing recruitment preject and Egon Zehnder, an international search firm, was engaged to identfy suitable candidates
with relevant experience Egon Zehnder produced a shortlist of candidates and a sub-group of the Committee met with the shortlisted
candidates All members of the Committee and the Executive Directors met with the prefarred candidate prior to confirmation of her
appointment Eva Lindgvist, a Swedish national and qualified engineer, was appownted to the Board in June 2012 She has lived and worked
at senior management level in Europe, North America and Asia over the last 30 years The Committee also considered and approved the
appomntment of J Biles as Senior Independent Director (SID) with effect from 1 Aprl 2012 1in succession to J Vogelsang

The Comm:ttee constdered and authonsed the potential conflicts of interest which might arise where a Drector has fiduciary
respenstbilities in respect of other organisations The Committee concluded that no inappropriate conflicts of interest exist The Committee
also assigned the Chairman to review and agree with the Group Chief Executive the Group's objectives for the forthcoming year

In December 2012 the Nomination Committee reviewed the Board's size and composition, the frequency of the process for Board and
Committee mesetings, hest practice for the handling of a number of Board 1ssues including defining the Committee’s terms of reference and
drawing up a training pregramme for Directors In anticipation of the retirement of J Vogelsang at the 2013 Annual General Meeting, the
succession of the Remuneration Committee Chairman was addressed and E Lindgwvist was appointed Charrman of that Commuttee with
effect from 14 December 2012

In ine with the UK Corporate Governance Code the Committee carned out 1ts first external Board Evaluation dunng 2012 The project was
undertaken by Geoffrey Shepheard of ICSA Board Evaluation, who presented the report to the October Nomination Committee meeung,
with both Executive and Non-Executive Directors in attendance Further details of the review can be found in the Corporate Governance
section of the Annual Report Recommendations ansing from the 2012 Board Evaluation are in the process of being addressed

As Chairman of the Committee | will be available at the 2013 Annual General Meeting to answer questions relating to the work of the
Committee

On behalf of the Committee

A M Thomson
Chairman of the Nomination Committee
27 February 2013
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Report of the Audit Committee

The Audit Committee 1s a sub-commitiee of the Board whose main role 1s to encourage and safeguard the highest standards of intagrty,
financia! reporting, nsk management and internal controls

The Committee’s responsibilities are set out in written terms of reference which include all matters indicated by the Disclosure and
Transparency Rules and the Code, which are avallable for inspection on the Company’s website, and include reviewing the form and content
of intenim and year end accounts and results announcements, risk management and internal financial controls, monitoering nternal audit,
considenng the appointment of the external auditor and agreeing the nature and scope of their work and monitoning and reviewing their
independence, objectivity and effectiveness

Composition of the Audit Committee

The Audit Committee comprises J A Biles, Dr K Rajagopal and E Lindgwist (appointed 1 June 2072} who are all independent Non-
Executive Directors J Vogelsang, who was a member of the Audit Committee resignad as a member of the Commuttee on 31 December
2011 Therr biographical details are set cui on pages 33 and 34 and their remuneration 1s shown on page 50 The Charman of the Audit
Committee since 16 August 2007 has been Mr J A Biles, who was appomnted a Director on that date, following a2 recommendation from
the Nomination Committee The Audit Committee Chairman 1s considered to have recent and relevant financial expenence Mr Biles 1s a
chartered accountant, who served as a plc finance director {(FKI plc from 1998 to 2004 and Chubb Secunty pte from 1991 to 1997} and until
its takeover in January 2012 was aiso the Chairman of the Audit Commuttee of Charter Internauonal ple 2005-2012) The Company Secretary
Is secretary to the Audit Commiitee The Chairman, Group Chief Executive, Group Finance Director, J Yogelsang, Group Financial Coniroller
Vice President of Risk, Group Treasurer Head of Tax, other sentor finance personnel, external auditor and internal auditors attend Audit
Committee meetings as appropnate by invitation

Fair, balanced and understandable Overview of Annual Report and Accounts

In hight of discussions undertaken by the Directors during Board and Audit Committee meetings, the Directors were satisfied that the
Annual Report and Accounts taken as a whole 1s fair, balanced and understandable and provides the information necessary for shareholders
to assess the Company's performance, business model and strategy

Main activities of the Audit Commuittee

The Audit Committee met four tmes dunng 2012, and in February 2013, to consider this financial report and all Committee members
attended the maximum number of meetings they were scheduled to attend The Committee also meets separately with the Vice President
of Risk, internal auditors and with the exiernal auditor without management being present, after the end of most formal meetings

In addivon, the Committee Chairman has preparatory meetings with the external auditor, internal auditors and where necessary, with
Group senior management, prier to Committee meetings At their meetings, the Audit Committee considers an agenda of items including
the minutes of the last meeting and a list of action points from previous meetings, to ensure that these are progressed In addition, a
number of specific items were reviewed

m Significant issues, judgements and estimates in relation to the ftnancial statements were considered and addressed by the Commuttee
by discussing and challenging these during meetings The Committee considered the following key estimates and judgements ensuring
that appropnate ngour had been applied as part of the year end process

B The accounting for the acquisitions 0 the year, In particular the assumptions adopted 1n determinng the farr value of assets and
hatulities including goodwall and intangible assets

B The appropnateness of the Company's tax provisions were reviewed on a country by country basis taking account of acquisitions

completed in 2012 1o ensure that tax provisions were adeguately stated

Impairment of goodwilt, Intangible and tangible fixed assets, including an assessment of the discount rates used, and the

appropnateness of specific nsk factors applied to cash generating units and the adequacy of sensitivities appled

Envirgnmental costs including the adequacy of the Group's provisions

Remaining restructuring actions, and the appropriateness of outstanding provisions

Claims provisions and litigation, including the adequacy and valuation of provisions

Validity of the going concern assumption used in preparation of the Annual Report and Accounts was reviewed 1n considerable depth

Appropriate downside sensitivity analysis has been performed on net debt profile, commuitted facility headroom, financial covenants

and Euro based sales There s a reasonable expectation that the Group has adequate resources 1o continue in operational existence

even If the situation outlined in the sensitivity analysis occurred

B Actuanzl assumptions relating to rebrement benefit schemes

B A guarterly report on internal audit from the Vice President of Risk was presented at each meetng and the findings discussed Durnng
the year the plan for the ensuing year's work was considerad

8 The external auditor also presented, for the year end statutory audit and interim review engagements respectively, their audit plans
at the December and April meetings covenng scope of work to be done and durning the year there was a detaited review of their
rmanagement letter covenng the auditor's findings (n respect of 2011
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Report of the Audit Committee continued

® The external auditor presents their audit plan and procedures, and in particular the sdentification of significant risks, to the Audit
Committee every year before the intenm and the final audit Following completion of the audit, the extemal auditor confirmed that no
additional matters had ansen during the audit which would have required them to alter therr planned procedures The Audit Committee
also requested feedback from both management and audit teams as well as operating companies’ financal management about the
effectiveness of the audht carmed out in the vanous locations around the world where the Company operates

8 The Audit Commuttee 1s also presented with an update on any matenal litigation in which the Group may be involved

@ At each meeting an update 1s presented on any new accounting developments and requirements and any changes In corporate
governance arrangements that may affect the Group

® On a regular basis, the Committee reviewed papers on hquichty, banking arrangements and the appropriateness of the going concern
assumiption for preparation of the financial statements The Committee’s activities supported the Directors in their assessment of the
going concern position of the Group, which 1s set out on page 25

B The Audit Committee met with the external auditor without management
B The Audit Committee reviewed the effectiveness of the external audit process and reported to the Board

The Vice President of Risk has responsibility for developing the Group's risk management framework, including internal audit, and
enhancing the Group’s nsk assessment and mitigation activities This appointment demonstrates the Board's continued commitment to
maintain sound risk management and internal control systems

During 2012 the Audit Committee also

W assessed and confirmed the independence of the external audrtor,

having reviewed the effectiveness of the audit, the performance and capabilities of the external auditor and having taken Into account
their tenure of office from 2002 and whethar the positicn should be formally tendered, recommended to the Board that the auditor be
reappointed and agreed their fees,

B discussed putting the audit out to tender after the conclusion of the audit of the accounts for the year ending 31 December 2019, five
years after the current audit partner rotates off the assignment,

B approved the Group's accounting policies,
B approved the management representations to the external auditor,

B reviewed arrangements for reporting and investigating fraud and employee congerns, normal internial audit activity and operation of the
Group's 'Open Doer’ policy uncovered a small number of potentally fraudulent incidents which were all fully investigated None had any
material financial impact on the Group and, where necessary, systems and procedures were amended to minimise the risk
of recurrence,

B reviewed the effectiveness of internal controls and risk management processes and recommended certain changes,
B reviewed the terms of reference for the Audit Committee, and

B assessed the Committee’s own effectiveness

Training

The Commuttee receives regular technical updates as part of the agenda of each Committee meeting as well as specific or personal trainmng
as required A training session was held durning November 2012, where Deloitte updated the Committee on a number of relevant accounting
matters and discussed trends in corporate reporting

Independence of external auditor

The Audit Committee has put in place safeguards to ensure that the independence of the audit 1s not compromised In this respect, the
Audit Committee reviewed

B the external auditor’s plan for the current year, noting the role of the senior statutory auditor, who signs the audit report and who, In
accordance with the professional rules, has not held office for more than five years, and any changes in the key audit staff,

W ihe arrangements for day-to-day management of the audit relationship, and
| the oversll extent of non-audit services provided by the external auditor as specified below

Non-audit fees paid to the auditor are available in note 3 on page 71 There has been no significant non-audit engagement
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The pohey in respect of services provided by the external audrtor Is as follows

B Audit-related services The external auditor i1s invited to provide services where their position as auditor renders them best placed
to undertake the work This includes reporting and certification connected with borrowings sharehclders and circulars, regulatory
requirements and work in respect of acquisitions and disposals

® Other services No contracts in excess of £20,0001n value can be awarded to the external auditor without prior approval from the
Chairman of the Audit Committee

B Tax and genera! consulting work In general and where conflict could arise, the work 1s not awarded 10 the external auditer and 15
put out to tender

B There are no contractual restrictions on who the Audit Committee can choose as external auditor

Intemal audit

Following a review of the Group’s internal audit processes and capabilities a decision was teken by the Commiitee 1o outsource
the major part of the internal audit provision The Group went out 1o tender to three major accountng frms and after receiving
presentations from them, the contract for services was awarded 1o Ermnst & Young LLP who commenced therr work in April 2012

Internal Audit ndependently reviews the nisk and control processes operated by management It carnies out independent audits in
accordance with an internal audit plan which 1s agreed with the Audit Committee before the start of the financial year This plan takes
account of the nsk management framework surrounding major business risks 1n each operation and provides the required degree of
coverage The Audit Committee reguires that all accounting centres are visited at least once every two years and that all plants are
visited at least once every five years From 2013 onwards additional assurance will be obtained through control self assessments,
when all plants and accounting centres will be required to self certity annually the effective operatian of their controls The accuracy of
these returns will be checked by Internal Audit Internal Audit reports Include recommendations to improve internal controls togather
with agreed managenal action plans 10 resolve 1ssues raised Internal audit follows up the implementation of recommendations and
reports progress to senior rmanagament and the Audit Commitiee The Commuttee noted that the 2012 Internal Audit programme was
successfully completed The efiectiveness of the Internal Audit function 1s reviewed and discussed on an annual basis with the Vice
President of Risk and the Engagement Partner of Emst & Young LLP

Overview

As a result of its work during the year, the Audit Commuttee has concluded that it has acted In accordance with 1ts terms of reference
and has ensured the 'ndependence and objectvity of the external audior

On behalf of the Audit Committee

J A Biles
Audit Committee Chairman
27 February 2013
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Board report on remuneration

The Remuneration Committee

This report sets out the policy and disclosures on Directors’ remuneration as required by the Large and Medum-sized Companias and
Groups (Accounts and Reports} Regulations 2008 issued under the Compamies Act 2006 {the Act’} In accerdance with the Act, a resolution
to approve this report will be proposed at the forthcoming Annual General Meeting of the Company

The Remuneration Committee {the 'Committee } determings the remuneration of Executive Directors and senior executives, and the terms
of the service contracts and all other terms and conditions of employment of the Executive Directors

Committee membership

The members of the Remuneration Commuttee during 2012 were
J Vogelsang {Chairman until 14 December 2012)

J A Biles

A M Thomson

Dr K Rajagopal

E Lindgwist (from date of appointment of 1 June 2012 and Chairman as of 14 December 2012}

The Committee’s full terms of reference are avallable on the Group's website None of the Committee members has any personal financial
interest {other than as a shareholder), conflict of interest, cross-directorships or day-to-day involvement in the runming of the business

Committee activities
The Committee met seven times during 2012, and again in February 2013, to consider amongst other matters

Theme Agenda items

Best practice B The Company's remuneration policy In light of discussions during the Bodycote AGM and newly published
best practice guidelines

Review of the current UK corporate governance environment and the implications for the Company, including
the Government's reforms and draft regulations to replace Schedule 8 of the Act

Implementation of a clawback policy in respect of Executive Directors’ performance based remuneration

Executive Directors’
and senior executives’
remuneration

Basic salaries payable 1o each of the Executive Directors

The annual bonus and payments for the finanoial year ended 31 December 2012

The annual bonus structure and performance iargets for the financial year ended 31 December 2013

The vesting of Bodycote Incentive Plan (BIP) awards and those made under the Bodycote Share Match Plan

{now operating as the Co Investment Plan (CIP)) made in 2002 which had a performance penod ending

duning the year

B The vesting of the joining award made to Mr Hams under the Bodycote Share Match Plan {as mentioned,
now operatng as the CIP}

B The conditional awards made under the BIP and CIP dunng the year

Pension arrangements for semior executives

Reporting B Consideration and approval of the remuneration report for 2012

Remuneration policy and structure

The Commutiee s responsible for remuneration pohcies that are consistent with the Group’s overall business strategy and thereby attract
and retain high calibre executives at the same tima as delivering value for shareholders Remuneration includes both fixed and vanable
elements of pay, variable pay being clearly inked to supenor performance The charts below demonstrate the balance between fixed and
variable perfermance based pay for each Executive Director based on the maximum entitlements

S C Harns
* 11t Tt E 1t
22% 2%(| 5% 22% 9% 39%
D F Landless
* IG 1 t £t
21% %l 5% 2% 8% 3%
0% 10% 20% 30% 40% 50% 60% 0% B0% 0% 100%

* Base salary  ** Benefits 1 Pension 1t Annualbonus ¥ CIP 31 BIP

When the package 15 reviewed this 1s done i the context of individual and Company performance, internal relativities, cnticality of the
individual to the business, experience and the scarcity or otherwise of 1alent with the relevant skill set Currently reward for the Executive
Directors 1s structured as shown opposite
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Element of pay Component Pumpose/detalls

Fixed B Base salary B To ensure competitivenass, attracting and retaining talent
& To reflect individual skills and experience
B Benefits & |n line with market practice
8 Provision of Company car {or allowance in lieu of), private medical insurance
and long-term disability insurance
B Pension B |n ine with market practice
@ To ensure competitiveness, attracting and retaining talent
Variable B Annual bonus ® To incentivise delivery of corperate objectives and strategy
® To provide opportunity for enhanced reward in return for challenging
performance targets
8 Bodycote Incentive Plan ® To incentivise delivery of long-term shareholder value and provide opportunity

for enhanced reward for supenor performance

B Bodycote Co-Investment Plan B To align Executive Directors with shareholders, demonstrate individual
commitment and satisty minimum shareholding requirements

Each of the above components is discussed In greater detall in the following sections of this report The sections dealing with Directors
emoluments paid, pensions and incentives have been audited

Fixed elements of pay
Base salary
The Committee reviews base salaries for each Executive Director and semior executives annually taking nte account the responsitilities and

performance of the individual, current market practice, pay in similar engineering businesses and companies of a comparable size and scale
of operations The Comrmittee was also mindful of pay levels amongst the employee population

The Executive Directors received inflationary salary increases for 2012 and 2013 The salaries of the Executive Directors are as follows

Name Position Salary from 1 January 2012 Salary from 1 January 2013
S C Harris Group Chief Executive £457.800 £470,200
D F Landless Group Finance Director £292,400 £300,300
Pension

The Committee reviews the pensicn arrangements for the Executive Directors 1o ensure that the benefits provided are consistent with
those provided by other similar companies

Mr Harnis 1s entitled to a salary supplement in fieu of pension at a rate of 22% of basic salary, of which £82,000 was waived during the year
In addition, In the event of death, a2 death in service benefit of aight times basic salary will become payable

From Apnit 2012 Mr Landless ceased to participate in the Group's UK contributory defined benefit pension scheme due to him prospectively
reachung the lifetime imit Instead Mr Landless receives a salary supplement of 22% of basic salary up to the defined benefit scheme cap
and 18% of base salary above the cap, of which £35,000 was waived during the year

The defined benefit scheme 15 closed to new members and provides increases in pensionable salary capped at 3% per annum The scheme
also prowvides lump sum death-in-service benefits and pension benefits based on final pensionable salary For Mr Landless death in service
under the defined benefit scheme changed when he ceased to be a contributory member of the defined benefit scheme from four times
basic salary with spousal pension 1o eight tirme’s basic salary without spousal pension

An analysis of the accrued pension entitlements for Mr Landless under the defined benefit pension scheme during 2012 1s given on page 51

Vanable elements of pay
Clawback policy

During the vear the Committee introduced a formal clawback policy for Executive Directors in respect of annual bonuses and long-term
incentive awards This clawback policy 1s to come nto effect from 1 January 2013 and has been introduced to provide the Committee with
discretionary powers to clawback performance based remuneration should exceptional circumstances occur Such circumstances would
include

Fraud,
Misconduct,

Sigruficant misstatement of financial results, or

Miscalculaton of performance conditions

Should the Commitiee. In its opinion, consider such circumstances to have occurred duning a performance penod from 2013 onwards then
the clawback pohicy will provide the Committee discretion to determine that any amounts paid or awards vested by reference to the relevant
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Board report on remuneration continued

period shall be clawed back Clawback will start to apply to awards made from 2013 and the Committee expects that the mechanism
to clawback any such amounts will be to reduce future annual bonus payments, reduce the value of subsisting awards that have, at the
relevant time, not yet vested or by reducing the level of award tc be made at the following grant date

Annual bonuses

The annual bonus provides the Executive Directors and other senior executives with the opportunity to receve an annual bonus wholly
payable in cash based on achievement of certain performance targets Recognising that despite an increase, the Group Chief Executive
rernained behind many of tis peersn terms of base salary n 2011, the maximum annual bonus opportumty for the Group Chief Executive
was Iincreased to 130% of base salary to ensure comparability in terms of total reward on achievement of supenor performance The
structure of the annual bonus scheme in 2012 for Executive Directors was as follows

Maximum Profit Cash flow Personal objectives Actual

% salary % weight % achieved % weight % achieved % weight % achieved % salary
SC Harris 130 70 48 10 10 20 15 95
D F Landless 100 70 48 10 10 20 15 73

The Committee also has discretion to reduce the awards by up tc 10% if the safety performance is less than targeted

For 2013 the Commitiee has determined that the bonus opportunity for Executive Directors and sentor executives will again be contingent
on meeting targets relating to safety, operating profit, cash management and personal objectives No bonus will be paid for the cash
management element unless the level of operating profit achieved 15 at least 95% of target The target s based on budget exchange rates
and acquisitions are excluded In addition, future annual bonus payments will be subject to the Commuttee’s clawback policy as outlined
previously

Bodycote Incentive Plan (BIP)

The Company operates the BIP under which Executive Directors and senior executives received a conditicnzl award of Bodycote shares up
to a maximum of 175% of base salary Vesungs of awards are based upon two performance measures, over a three year period

50% of the award 1s subject o a return on capital employed {ROCE) performance condition and 50% of the award 1s subject to an earnings
per share (EPS) performance conditien The Committee, In determining the perfaormance targets attached to awards, takes into account the
current and forecasted performance for the business and its sector along with broker consensus to ensure stretch targets are set

ROCE EPS
Award year Threshold performance Maximum performance Thrashold performance  Maximum performance
2010 MN1% 16% 18 8p 310p
201 14 6% 20% 283p 39 8p
202 18 7% 23% 362p 62 15p
2013 18 7% 23% 420'p 613'p

1The 2012 EPS targets restated at exchange rates on 31 Dacernber 2012 correspond 1o 33 Bp at thresheld and 58 08p at maximum performance with the result that 2013 targets in real
terms are ahead of those for 2012

in the event that threshold performance for both EPS and ROCE 1s not achieved none of the conditional awards will vest Regardless of
ROCE performance, should EPS at the end of the performance penod be below 16p for any BIP awards made between 2010 and 2011,
below 31 1p for awards made n 2012 and below 42p for awards made in 2013, then no award shall vest Awards commence vesting
progressively from zero on achieverment of threshold performance with maximum performance resuiting n awards vesting in full In
addition, the 2013 and future BIP awards will be subject to the Committee’s clawback policy as outlined previcusly

The Committee has decided that the ROCE figure of 23% 1s a good asprration for the Group and are cogrusant of the fact that overdniving
ncentives on capital employed can lead to unintended consequences in terms of short term capital starvation for the business

The Committee intends to use the ROCE and EPS measures in combination for BIP Awards made in 2013 Details of the awards made
under the BIP are provided on page 50 Following completion of the performance perod the Remuneration Committee has determined
that 175% of the BIP awards made in 2010 shall vest (2009 175%) as the leve! of ROCE and EPS performance was 875% and 875%
respectively In reaching this conclusion, the Remuneration Committee took into account certain review procedures carried out by the
external audtor

Bodycote Co-investment Plan (CIP)

The CIP prowides a link between the Company s short and long-term incentive arrangements and permits executives 1o mvest in shares

up to a value equivalent to 40% of net basic salary The CIP provides for the grant of awards of matching shares to participants on an
annual basis in a maximum ratio of 1 1 to the gross iInvestment made in deferred shares Deferred shares must be held for three years
and matching shares are subject to an absolute Total Shareholder Return (TSR) target The threshold target for CIP matching awards 1s TSR
growth of not less than 4% per annum compound In excess of growth in the Consumer Prices Index (CPI) for a threshold matching rato of
12 10% per annum compound growth in excess of growth in the CPl will be reguired for a vesting matching ratto of 1 1 In addition, the
2013 and future CIP awards will be subject to the Committee's clawback policy as outlined previously

As the performance penod for the 2010 CIP award commenced on 1 May 2010 and ends on 30 Apnl 2013, the outcome will be reported in
next year's report
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Advisors

During the year the Committee has taken independent adwice from Ernst & Young LLP on remuneration together with legal advice from
Eversheds Fees relating to the Ernst & Young LLP services were £70,000, which included amongst other things, benchmarking of
executive salanes, advice relating to the vesting of awards made under the Bodycote Incentive Plan both in the UK and overseas and advice
regarding the proposed changes to the reporting of remuneration by the Department for Business Innovation & Skills Ernst & Young LLP
also advises the Company on tax matters and provides the internal audit service Other fees included £2,000 paid to Eversheds in respect
of Remuneration Committee advice

Total Shareholder Retum
The graph on page 51 illustrates the Company s TSR performance since 2007 relative to the FTSE All Share Industrial Index of which the

Company 1s a component part This sector 1S considered the most appropriate comparator group over the five-year pencd to 31 December
2012 In ling with market practice the calculation for TSR assumes reinvestment of dividends and 1s based on data provided by Datastream

Service contracts

[t 15 the Company s policy that Executive Directors have service contracts with a one-year notice perod All the Executive Directors have
service agreements which are terminable by one year's notice by the employer at any time, and by payment of one year's remuneration in
lieu of notice by the employer One year's remuneration does not include any BEP or CIP payments {which would be subject to the normal
leaver prowisions) or, by default, payment of any projected bonuses instead any bonus payment due will be calculated by reference to the
average of the previous three years With the exception of David Landless, the Executive Directors do not have a change of control clause
David Landless’ service contract was agreed In accordance with what was considered best practice at the ume of Its execution in 2001
and provides for one year s remuneration on a change of control if his employment 1s terminated To the extent that executive contracts are
renewed, or new appointments made, the Committee will continue to adopt a policy of best practice when entering Into service contracts
In any case legally appropnate factors would be taken into account to mitigate any compensaticn payment, covering basic salary, annual
incentives and benefits, which may anse on the termination of emplayment of any Executive Director, other than payments made on a
change 1n control or for payments in lieu of notice Mr Harms' service agreement 15 dated 6 October 2008 and Mr Landless’ contract 1s
dated 26 September 2001

Long-term savings vehicle

During the financial year the Company made discretionary contributions inte the Bodycote Investment Incentive Plan The plan 1s entirely
cash based to provide an alternative leng-term savings vehicle for senior executives The Committee considers the plan an essential tool

to aid retention while recegnising the need for executives to have flexibility in long-term financial planring Company contributions are
discretionary and vary year on year and are made in heu of other elements of pay and therefore the Company remains cost neutral and any
nsk in relation to the value of investments made In the plan i1s borne entirely by participants Contributions for the Executive Directors are
shown on page 51

Shareholding policy

In 2005, the Committee introduced a shareholding retention policy under which Executive Directors and other senior executives are
expected within five years of that date or commencement of employment if later, to buidd up a shareholding in the Company In respect
of Executive Directors the expectation 1s to hold at least 100% of basic salary As at 31 Decembaer 2012, the Committee is satisfied that
Executive Directors have fulfilled this requirement

Fees retained for extemal Non-Executive Directorships
Executive Directors may hold positions in other companies as Non-Executive Directors  Stephen Harris was the only Executive Director with
such a position held at Mondi plc from 1 March 2011 and in accordance with Group policy he retained fees for the year of £77,765

Non-Executive Directors

The remuneration of Non-Executive Directors 1s determined by the Chairman and the Executive Directors Remuneration for the Chairman
15 determined by the whole Board {excluding the Chairman) Remuneration for the Chairman and Non-Executive Directors takes into
account the time commitments and duties and responsibilities involved The Chairman and each Non-Executive Directer hold letters of
appointment which have been agreed 1n accordance with best practice which set out the terms of their appointment, including membership
of Board committees, the fees to be paid and the time commitment expected from the Director The letter also covers such matters as

the confidentalty of information and Bodycote s share dealing code Dunng 2071 the letters of appointment for the Chairman and each
Non-Executive Director were renewed each for a penod of no longer than three years Each 1s terminable under the Company’s Articles

of Association, the Act, by the Director’s resignation or otherwise on six months’ notice if terrmination occurs before expiry of the term To
determine the fees 1t pays to Non-Executive Directors, the Board takes into account the need to attract individuals of appropnate calibre and
expertise, the fees paid to Non-Executive Directors by other companies of a similar size and scale of operations and the time commitment
attached to each appointment The Board keeps fees under review The Chairman and Non-Executive Directors are not entitled to any
pension or other employment benefits or to participate in any incentive scheme

Approved by the Board

E Lindqvist
Charrman of the Remuneration Committee
27 February 2013
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Board report on remuneration continued

Emotuments during the year — audited

Basic salary Annual Total Total
and fees Benefits bonus 2012 201
£000 £000 £000 £000 £000
Executive Directors

S C Harns 458 29 435 922 1,000
D F Landless 292 29 214 535 566
750 58 649 1,457 1,566

Non-Executive Directors
A M Thomson 160 - - 150 140
J Vogelsang 57 - - 57 51
J A Biles 58 - - 58 51
K Rajagopal 46 - - 46 43
E Lindgwist * 27 - - 27 n/a
1,088 58 649 1,795 1,851

* Appointed on 1 June 2012

Directors’ interests — audited
The beneficial Interest of the Directors and their families in the ordinary shares of the Company are detailed below

31 December
2012
Number of

Ordinary shareholdings Ordinary Shares

31 December
2011

Number of
Ordinary Shares

Executive Directors

SC Harms 542,983
D F Landless 377,986
Non-Executive Directors

A M Thomson 42,719
J Vogelsang -
JA Bles 23,798
K Rajagopal 22,368
E Lindgvist -

160 730
136,284

41,841
23,157
22,368

n/a

None of the Directors has a beneficial interesiin the shares of any other Group Company or non-beneficial nterest in the Company or any

other Group Company

Directors’ interests under the Bodycote Incentive Plan - audited

Interests as at  Awarded Lapsed Vested Interests as at  Market price at
1 January 2012 In year In year in year 31 December 2012 award date Vesting date
S C Hams 514,138 - - 514,138 - £156 February 2012
391,345 - - - 391,345 £179 February 2013
234,767 - - 234,767 £2 98 February 2014
- 193,653 - - 193,653 £3 94 February 2015
DF Landless 344,215 - - 344,215 - £156 February 2012
262 004 - - - 262,004 £179 February 2013
157176 - - - 157,176 £2 88 February 2014
- 123,698 — - 123,698 £3 94 February 2015
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Directors’ interests under the Bodycote Co-Investment Plan {formerly Bodycote Share Match Plan) - audited

As at

Interests as at Awarded Vested 31 December Market price at
1 January 2012 in year* In year 2012 award date Vesting date
S C Haris 142,747 - 142,747 - £140 March 2012
23,437 - 23 437 - £187 March 2012
82,942 - - 82,942 £193 May 2013
10,608 - - 10,608 £375 May 2014
- - - - - May 2015
D F Landless 4,480 - 4,480 - £187 March 2012
8,010 - - 8,010 £189 May 2013
2,783 - - 2,783 £3 76 May 2014
- 8,187 - 8,187 £379 May 2015

Shares acquired via investment of the net of tax annual banus under the Ce-nvesiment Plan are eligible for a matching award by reference to the gross amount invested

Directors’ Pansions - audited

Transfer
value of real
Real INcrease
Accrued Increase Increase inaccrued  Real Increase Accrued
annual n in annual n transfer annual
pension Transfer accrued accrued pension {less value (less pension* Transfer
at wvalueat annual annual members’ members’ Members’ at value at
01/01/12 01/01/12 pension Inflation pension contributions) contributions) contributions 31/12/12 31/12/12
Director £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
D F Landless 45 933 - 1 1 (B} 39 4 46 997

* Calculated as at 31 December 2012 but onty covers up 1o 5 Apnl 2012 when D F Landless Jaft the pension scheme
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Directors’ responsibilities statement

Responsibihity of Directors for the preparation of the Annual Report and financial statements

The Directors are responsible for preparing the Annual Report, the Board report an remuneration and the financial statements in accordance
with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors are required to
prepare the Group financial statements n accordance with (nternational Financial Reporting Standards (IFRSs) as adopted by the European
Union and Article 4 of the JAS Regulation and have elected to prepare the parent company financial statements in accordance with United
Kingdom Generally Accepted Accounting Practuce {United Kingdom Accounting Standards and applicable law) 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 Company
and of the profit or loss of the Company for that penod

tn preparing the parent Company financial statements, tha Directors are required to

select suitable accounting policies and then apply them consistently
m make judgements and accounting estimates that are reasenable and prudent,

B state whether applicable UK Accounting Standards have been followed, subject to any matenal departures disclosed and explained in
the financial statements, and

B prepare the financial statements on the going concern basis unless it 1s inappropnate to prasume that the Company will continug in
business

In preparing tha Group financial statements, International Accounting Standard 1 requires that Directors

properly select and apply accounting policies,

present infermation, including accounting policies, in a manner that provides relevant reliable, comparable and understandable
information,

B provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable users 1o understand
the impact of particular transactions, other events and condiions on the entity's financial position and financial performance, and

B make an assessment of the Company’s ability to continue as a going concern

The Directors are responsible for keeping adequate accounung records that are sufficient to show and explain the Company’s transactions
and disclose with reasonable accuracy at any tme the financial position of the Company and enable them to ensure that the financial
statements comply with the Companies Act 2006 They are also responsible for safeguarding the assets of the Company and hence for
taking reasonable steps for the prevention and detection of fraud and other irregulanties

The Dwectors are responsible for the maintenance and integrity of the corporate and financial informaton included on the Company's
website Legislation in the United Kingdom governing the preparation and dissemination of financial statements may differ from legislation
in other junsdictions

Responsibility statement of the Directors in respect of the Annual Report and financial statements
Wea confirm that 1o the best of our knowledge

B the financial statements, prepared in accordance with the relevant financial reporting framework, give a true and fair view of the assets,
liabiities, financial pesition and profit or loss of the Company and the undertakings included in the consolidation taken as a whole, and

B the Chairman’s statement, the Chief Executive’s repert the Finance Direcior's report all the information contained on pages 4 to
51 together compnse the Directors’ report for the year ended 31 December 2012 1t includes a fair review of the development and
performance of the business and the position of the Company and the undertakings included in the consoldation taken as a whole,
together with a descrniption of the prncipal nsks and uncertanties that they face

This responsibilty statement was approved by the Board of Directors on 27 February 2013 and 15 signed on 1is behalf by

SC Hamis D F Landless
Group Chief Executive Group Finance Direcior
27 February 2013 27 February 2013
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Independent auditor’s report

To the Members of Bodycote plc

We have audited the group financial statements of Bodycote plc for the year ended 31 December 2012, which compnse the Consolidated
tncome Statement, the Consolidated $tatement of Comprehensive Income, the Consolidated Balance Sheet, the Consolidated Cash Flow
Statement the Consolidated Statement of Changes in Equity, the Group Accounting Policies and the related notes 1 to 29

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 Union

This report s made solely to the company's members as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our
audit work has been undertaken so that we might state to the Company s members those matters ws are required to state to thern in an
audrtor’s report and for no other purpose To the fullest extent permitted by law we do not accept or assume responsibility to anyone cther
than the Company and the Company’s members as a body for our audit waork, for th:s report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully In the Directors’ Responsibilities Statement, the Directors are responsible for the preparation of the group financial
statements and for being satishied that they give a true and fair view Our responsibility 1s to audit and express an opinion on the group
financial statements in accordance with apphicable law and International Standards on Audiuing (UK and Ireland} Those standards require us
to comply with the Audimng Practices Board's Ethical Standards for Auditors

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 material misstatement, whether caused by fraud or error This Includes an assessment of
whether the accounting policies are appropnate to the group s circumstances and have been consistenty applied and adequately disclosed,
the reasonableness of significant accounting estimates made by the directors, and the ovarall presentation of the financial statements

In addition, we read all the financial and non-financial information in the annuat report to dentify matenal inconsistencies with the audited
financial statements If we become aware of any apparent material misstatements or inconsistencies we consider the implications for

our report

Opinion on financial statements
In our opinon the group financial statements

B gwve a true and fair view of the state of the group’s affairs as at 31 December 2012 and of its profit for the year then ended,
B have been properly prepared (n accordance with IFRSs as adopted by the European Union, and
B have been prepared in accordance with the requirernents of the Companies Act 2006 and Article £ of the I1AS Regulation

Opinion on other matters prescnbed by the Companmies Act 2006
in our opiINIcn

®m the part of the Board Report on Remuneration to be audited has been properly prepared in accordance with the Companies Act 2006, and

W the information given in the Directors’ Report for the financial year for which the group financial statements are prepared 1s consistent
with the group financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Compames Act 2006 we are required to report to you if, in our opimon

® certain disclosures of directors’ remuneration specified by law are not made, or

® the part of the Directors’ remuneration report to be audited 1s not In agreement with the accounting records and returns, or
® we have not received all the information and explanations we require for cur audit

Under the Listing Rules we are required to review

B the Directors’ statement contained within the Group Rewview in relation to going concern,

B the part of the Corporate Governance Statement relating to the company's compliance with the mine provisions of the UK Corporate
Governance Code specified for our review, and

B certain etements of the report 1¢ shareholders by the board on Directers remuneration

Other matter
We have reported separately on the parent company financial statements of Bodycote ple for the year ended 31 December 2012

PMeSlec g D

MNicola Mitchell (Senior Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
Manchester, UK

27 February 2013
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Consolidated income statement

For the year ended 31 December 2012

2012 201N
Note £m £m
Revenue 1 5878 5707
Cost of sales and overheads {489 9) {485 2)
Operating profit pnor to exceptional items 979 85 b
Amortisation of acquired intangible fixed assets {2 0) {09
Impairment charge - 4 2)
Profit on disposal of investment 24 -
Acguisition Costs {2 5) -
Reorganisation costs {2 4) -
Operating profit 3 934 804
Investment revenue 5 02 02
Finance cOsts 6 {38) (4 8)
Profit before taxation 898 758
Taxation 7 (22 8) (19 8)
Profit for the year 670 56 0
Attributable 1o

Equity holders of the parent 66 9 558
Non-controlling interests 01 02
670 56 0

Earnings per share 9
Pence Pence
Basic 358 300
Diluted 358 294

All activities have ansen from continuing operations

Consolidated statement of comprehensive income
For the year ended 31 December 2012

2012 20m
£m £m
Profit for the year 670 560
Exchange losses on translation of foreign cperations (14 2) (12 3)
Movement on hedges of net iInvestments - 04
Actuanal losses on defined benefit pension schemes {53) (20
Tax on 1tems taken directly to equity 14 05
Other comprehensive expense for the year (181) {13 4}
Total comprehensive income for the year 489 42 6
Atinbutable to
Equity holders of the parent 488 428
Non-controlling interests 01 (02
48 9 42 6
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Consolidated balance sheet

At 31 December 2012

2012 20M
Note £m fm
Non-current assets
Goodwilt 10 1318 1026
Other intangible assets | 350 B89
Property, plant and equipment 12 4487 443 9
Other investments 13 16 o8
Deferred tax assets 19 333 523
Trade and other receivables 1% 16 19
652 0 610 4
Current assots
Inventories 14 184 167
Current tax assets 06 24
Trade and other receivables 15 1095 1058
Cash and bank balances 15 100 181
Assets held for sale 16 21 53
140 6 1483
Total assets 792 6 7587
Current liabilities
Trade and other payables 21 1329 1269
Current tax liabilives 137 14
Obligations under finance leases 20 02 Q2
Borrowmngs 17 43 4 08
Dearivative financial instruments 18 01 Q1
Prowvisions 22 89 106
199 2 1600
Net current lilabihities (58 6) 7
Non-current Liabilities
Borrowings 17 03 65
Retrrement banefit ablgations 29 185 135
Deferred tax liabiities 19 56 4 7956
Obligations under finance leases 20 03 05
Darvative financial instruments 18 - 02
Provisions 22 94 114
Other payables 21 41 45
890 161
Total hahilities 288 2 276 1
Net assets 504 4 482 6
Equity
Share capital 23 331 330
Share premium account 17721 176 9
Own shares {11 3) ®7
Other reserves 1416 1431
Hedging and translation reserves 105 247
Retained earnings 1520 1103
Equity attributable to equity holders of the parent 5030 4813
Non-controlling interests 14 13
Total equity 504 4 482 6

The financial statements of Bodycote ple, registared number 519057 were approved by the Board of Directors and authonsed for issue on

27 February 2013
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They were signed on its behalf by
S C Hams
D F Landioss } 27" %‘ L
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Consolidated cash flow statement

For the year ended 31 December 2012

2012 201

Noie £m £m
Net cash from operating activities 25 1312 1198
investing activihies
Purchases of property plant and eguipment (48.8) 43 6)
Proceeds on dispesal of property, plan: and equipment and intangible assets 47 15
Purchases of intangble fixed assets (3 6} (2 4)
Acquisition of businesses (84 7} {0 5}
Purchase of sundry investmants {09) {0 9}
Disposal of subsidiary 27 _
Net cash used in investing activities {130 6) {45 9)
Financing activities
Interest received 03 06
Interest paid (2 8) &1
Dividends paid {213} (174}
Dividends paid to a noncontroiling shareholder - {01
Repayments of bank loans (2 3) {59 3}
Payments of obligations under finance leases (02} {0 4}
New bank loans raised 288 G4
Proceeds on 1ssue of ordinary share capital 03 08
Own shares purchased / settlement of share options {11 0} (11)
Net cash used in financing activities (82) {816)
Net decrease in cash and cash equivalents (76) (77
Cash and cash equivalents at beginning of year 95 176
Effect of foreign exchange rate changes (0 3) {0 4)
Cash and cash equivalents at end of year 25 16 95
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Consolidated statement of changes in equity
For the year ended 31 December 2012

Equrty
Hedging attributable
Share and to equity Non-
Share premium Own Other translation Retained holders of controlling Total
capital account shares reserves reserves earmmgs the parent  Intevests equity
£m £m £m £m £m £m fm £m £m
1 January 2011 328 176 3 (80) 1381 360 739 4491 17 450 8
Net profit for the year - - - - - 558 558 02 56 ¢
Exchange differences on
translation of overseas operations - - - 02 mm - {119} 04 (12 3)
Movement on hedges of net
invastments - - - - g4 Qa4 - a4
Realisation of revaluation surplus - - - 02 - 02 - - _
Actuanal losses on defined benefit
pension schermes net of deferred tax - - - - - (15) {15) - (15}
Total comprehensive income for
the year - - (04) (113) 54 5 428 {02} 426
Issue of share capital 02 06 - - - - 08 - 08
Acquired 1n the year / settlement
of share options - - 13 - 2 4) {11} - {11}
Share-based payments - - - 54 - - 54 - 54
Deferred tax on share-based
payment transactions - - - - - 17 17 - 17
Dwidends paid - - - - - (174) {174) o1 (175)
Purchase of non-controling
Interest - - — - — - - 0 1) 01}
31 December 2011 330 176 9 (67} 1431 247 103 4813 13 482 6
Net profit for the year - - - - - 669 669 01 670
Exchange differences on
translation of overseas operations - - - - (14 2) - {14 2) - {14 2)
Realisation of revaluation surplus - - - {0 4} - 04 - - -
Actuanal losses on defined benefit
pension schemes net of deferred tax - - - - - (39) {(39) - {3 9)
Total comprehensive income for
the year - - - {04) {14 2) 634 438 01 489
lssue of share capital 01 02 - - - - 03 - 03
Acquired In the year / settlement
of share options - - {4 6) {50) - (14) (110 - (110}
Share-based payments - - - 39 - - 39 - 39
Deferred tax on share-based
payment transactions - - - - - 10 10 - 10
Dividends paid - - — - - {213} (213} - {213)
31 December 2012 331 1771 {113} 1416 105 152 0 5030 14 504 4

included in other reserves 1s the capital redemption reserve ansing on redemption of the Group's B shares of £129 4m (2011 £129 4m) and
the share-based payments reserve of £10 9m (2011 £11 9m)

The own shares reserve represents the cost of shares in Bodycote ple purchased in the market At 31 December 2012 4,373,136 (2011
5 089,830) ordinary shares of 17 3mp each were held by the Bodycote International Employee Benefit Trust to sausfy share-based payments
under the Group's Incentive schemes (see note 27)
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Group accounting policies
Year ended 31 December 2012

Basis of accounting

The financial statements of the Group have been prepared in accordance with International Financial Reporting Standards {IFRS) The
financial statements have also been prepared in accordance with IFRS adopted by the European Union and therefore the Group financial
statements comply with article 4 of EU |AS Regutauon as adopted for use in the EU

The Group has adopted Standards and Interpretations issued by the Internaticnal Accounting Standards Board (IASB) and the International
Financiat Reporting Interpretations Committee of the [ASB (IFRIC) Individual standards and interpretations have 1o be adopied by the
European Commussion (EC) and the pracess leads to a delay between the i1ssue and adoption of new standards and in some cases
amendment by the EC

International Financial Reporting Standards are subject to ongaing amendment by the IASB and subsequent endorsement by the EC and are
therefore subject to change

The financial statements have been prepared on the histoncal cost basis, with the exception of accounting for certan financial instruments
Histortcal costis generally based on the fair value of the consideration given in exchange for the assets The principal accounting policies
adopted are set out below

Going concem

The Directors have at the tme of approving the financiat statements a reasonable expectaucn that the Company and the Group have
adequate resources 1o continue in operational existence for the foreseeable future Thus they continue to adopt the going concern basis of
accounting n preparing the financial statements Further detarl 1s contained in the Finance Director's report on page 25

Basis of consolidation

The consohdated financial statements ncorporate the financial statements of the Company and entities controlled by the Company (its
subsidianes} made up to 31 December each year Control is achieved where the Company has the power to govern the financiat and
operating policies of an investee entity so as 1o obtain benefits from its activities

The results of subsidianies acquired or disposed duning the year are included in the consclidated income statement from the effective date
of acquisition or up to the effective date of disposal, as appropnate Where necessary, adjustments are made to the financial statements of
subsidianes to bring the accounting policies used into line with those used by the Group All Intra-group transactions balances, income and
expenses are eliminated on consohdation

Non-controlling interests in subsidianes are identified separately from the Group s equity therein Those interests of non-controlling
shareholders that are present ownership interesis entiting their holders to a proportionate share of net assets upon hquidation may inially
be measured at fair value or at the non-controlling interests’ propertionate share of the fair vatue of the acquiree’s identifiable net assets
The choice of measurement 1s made on an acquisition-by-acquisition basis Other nen-controling interests are rwtially measured at

fair value

Subsequent to acquisition, the carrying amount of non-controlling interests 1s the amount of those Interests at inmal recogrition plus the
non-controlling mnterests’ share of subsequent changes in equity Total comprehensive mcome is attributed to non-controlling interasts even
if this results in the non-controliing interests having a deficit balance

Changes in the Group's Interests In subsidianes that do not result n a loss of control are accounted for as equity transactions The carrying
amount of the Group's interests and the non-cantrotling interests are adjusted to reflect the changes in ther relative interests in the
subsidianes Any difference between the amount by which the non-controlling interests are adjusted and the fair value of the consideration
patd or recerved 1s recogrused directly in equity and attriibuted to the owners of the Company

When the Group loses control of a subsidiary, the profit or loss on disposal 15 calculated as the difference between (1) the aggregate

of the fair value of the consideration received and the fair value of any retained interest and {1} the previous carrying amount of the
assets {including goadwill), less labiliues of the subsidiary and any non-controlling interests Amounts previously recogrised in other
comprehensive Income 1n relation to the subsidiary are accounted for {| e reclassified 1o profit or loss or transferred directly 1o retained
earmngs) In the same manner as would be required If the relevant assets or habiities are disposed of The fair value of any investment
retained in the former subsidiary at the date when control I1s lost 1s regarded as the fair value on initial recognition for subsequent
accounting under |AS 39 Financtal Instruments Recognition and Measurement or when applicable, the costs on initial recognition of an
Investment in an associate or jointly controlled entity

Cntical jJudgements in applying the Group’s accounting policies

In the process of applying the Group s accountng policies, which are described above, the directors have made the following judgaments
that have the most significant effect on the amounts recegnised In the financial statements {apart from those involving estimations, which
are dealt with below} and have been identified as being particularly complex or involve subjective assessments

Goodwill on acquisition

Accounting for goodwill ansing 1N a business combination requires an assessment of the net fair value of the identifiable assets, labilities
and contingent liabilities of the subsidiary or associate at the acguisition date Details of the accounting policies appled in respect of
goodwill arising on acquisition are set out below
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tn establishing the fair value for intangible assets recognised on acquisition and therr estimated useful ives, the Group has 1o make
varous subjective assessments of projected data and takes account of the individual circumstances of the entity acquired This includes
consideration of trading data such as histone sales and profitability levels, assessment of the discount rate used to calculate present value,
the hkelihood of loss of customers, the ability of former owners to compete, together with the asumated impact of competition

Prowvisions for restructunng costs
Prowistons for restructunng costs are recognised when the Group has a detailed formal plan for the restructuring and has raised a valid

expeciation 0 those affected that it will carry out the restructuring by starung 1o implement the plan or announcing 1ts main features to
those affected by 1t

The measurement of a restructuring provision includes only the direct expenditures arising from the restructuring which are those amounts
that are both necessarily required by the restructurning and not associated with the ongoing activities of the Group Uncertainty anses in the
estimation of site ctean up and dilapidation costs The Group has to make a subjective assessment of the cost involved based on previous
experience, there can be no guarantee that the assumptions used to estimate the provision will result in a wholly accurate prediction of the
actual costs that may be incurred

Provisions for environmental habilities

The Group provides for the costs of environmental remediation that have been identified, either as part of acquisition due diligence or in
other circumstances where remeadiation by the Group 1s required The prowision Is reviewed annually Due to the significant uncertainty
associated with the future level of such environmental liabilities there can be no guarantee that the assumptions used to estimate the
proviston will result in an accurate prediction of the actual costs that will be incurred The Directors take account of the advice of experts in
quantifying the expected costs of future remediation

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of estimaton uncertainty at the balance sheet date that have a
significant nsk of causing a matenal adjustment to the carrying amounts of agsets and labiiies withun the next financial year, are
discussed below

Impairment of goodwll and fixed assets

Determining whether goodwill and fixed assets are impaired requires an estimation of the value in use of the cash-generating units to
which the assets have been allocated The value in use calculation requires the entity to estimate the future cash flows expected to anse
from the cash-generating unit and a suritable discount rate In order 1o calculate present value The carrypng amount of goodwill at the
balance sheet date was £1318m (2011 £102 8m) Details of the accounting policies applied In respect of iImpairment are set out below

Retiremant benefit schames

Accounting for retirement benefit schemes under I1AS 19 requires an assessment of the future benefits payable 1n accordance with actuanal
assumptions, which are set out In note 29 Detaits of the accounting policies applied in respect of retrement benefit schemes are set

out below

Taxation

The Group (s subject 10 taxes in numerous junsdictions Significant judgement 1s required In determining the worldwide provision for tax
There are many transactions and calculations for which the ulumate tax determination 15 uncertain dunng the ordinary course of business

The Group recogrises llabimes for anucipated tax audit 1ssues based on estimates of whether additional taxes will be due Where the
final tax outcome of these matters s different from the amounts that were inually recorded, such differences will iImpact the current tax
provision, deferred tax provisions and income statement in the penod in which such determination 1s made

Investments in associates

An associate 1s an entity over which the Group 15 1n a position to exercise significant influence, but not control or joint control, through
participation in the financial and operating policy decisions of the investee

The results and assets and hablhities of associates are incorporated In these financial statements using the equity methed of accounting
Investments in associates are carried i the balance sheet at cost as adjusted by post-acquisition changes in the Group’s share of the net
assets of the associate, less any impairment in the value of individual iInvestments Losses of an assocate in excess of the Group's interest
in that associate (which includes any long-term interests that. In substance, form part of the Group's net investment in the associate} are
recognised only to the extent that the Group has incurred legal or constructive obhgations or made payments on bebalf of the associate

Any excess of the cost of acquisition over the Group’s share of the far values of the 1denufiable assets, labilities and contingent habilites
of the associate at the date of acguisition I1s recognised as goodwill The goodwill i1s Included within the carrying amount of the investment
Any deficiency of the cost of acquisition below the Group's share of the fair values of the identfiable assets, habilities and contingent
Irabtities of the associate at the date of acquisition (1 e discount on acquisition} 1s credited in profit and loss in the penod of acquisition

Where a Group company transacts with an assotiate of the Group profits and losses are eliminated to the extent of the Group’s interest n

the relevant associate Losses may provide evidence of an impairment of the asset ransferred, in which case appropriate prowvision 15 made
for impairment
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Group accounting policies continued
Year ended 31 December 2012

Non-current assets held for sale

Nen-current assets (and disposal groups} classified as held for sale are measured at the lower of carrying amount and fair value less costs
to sell

Non-current assets and disposal groups are classified as held for sale If therr carrying amount will be recovered through a sale transaction
rather than through conunuing use This condition 1s regarded as met only when the sale is highly probable and the asset {or disposal group)
i1s available for immediate sale in its present conditon Management must be committed to the sale which should be expected to qualify for
recogniuion as a completed sale within ane year from the date of classification

Goodwill

Goodwill arising in a business combination 1s recogrnised as an asset at the date that control 1s acquired (the acquisition date) Geodwaill

1s measured as the excess of the cost of acquisition over the Group's interest In the net fair value of the identifiable assets, habilities and
contingent liabilibies of a subsidiary or associaie at the date of acquisition If after restatement, the Group's interest in the net fair value of
the acquiree’s identrfiable assets, liabilities and contingent liabilities exceeds the cost of the business combination, the excess 1s recogrised
immediately in profit or loss

Goodwill 1s not amortised but 1s reviewed for iImpairment at least annually For the purpose of impairment testing, goodwill is allocated

to each of the Group's cash-generating units expected io benefit from the synergies of the combination Cash-generating uniis to which
goodwill has been allocated are tested for impairment at least annually or more frequently when there 1s an indication that the unit may be
impaired [f the recoverable amount of the cash-generating unit 1s less than the carrying amount of the unit, the impairment loss 1s allocated
first to reduce the carrying amount of any goodwill allocated to the urit and then to acquired intangibles, followed by the other tangible
assets of the unit An impairment loss recognised for goodwilt 1s not reversed In a subsequent penod

On disposal of a subsichary or associate the attnbutable amount of goodwill 15 included in the determination of the profit or loss on
disposal

Goodwill arising on acquisttions before the date of transition to IFRS has been retamned at the previous UK GAAP amounts, subject to
being tested for imparrment at that date Geodwiil written off to reserves under UK GAAP prior to 1998 has not been reinstated and 1s not
included In determining any subsequent profit or loss on disposal

Revenue recognition

Revenue s measured at the far value of the consideration received or recevable and represents amounts receivable for goods and services
provided In the normal course of business, net of discounts, VAT and other sales-related taxes Revenue 15 recognised on the completion of
services rendered

Interest iIncome 1s accrued on a tme basis, by reference 1o the principal outstanding and at the effective interest rate applicable, which is
the rate that exactly discounts estimated future cash recetpts through the expected life of the financial asset to that asset's net carrying
amount

Dvidend income from invesiments 1s recognised when the shareholder’s nghts to receive payment have been established

The Group as lessee

Leases are classified as finance leases whenever the terms of the lease transfer substanually all the risks and rewards of ownership to the
lessee All other leases are classified as operating leases

Assets held under finance leases are recognised as assets of the Group at their far value or, if lower, at the present value of the minmum
lease payments, each determined at the inception of the lease The corresponding liability 1o the lessor is included in the balance sheet as a
finance lease obligation Lease payments are apportioned between finance charges and reduction of the lease obhgation 50 as to achieve a
constant rate of interest on the remaining balance of the liabiity Finance charges are charged directly against income

Rentals payable under operating leases are charged to income on a straight-ine basis over the term of the relevant lease
Benefits received and receivable as an incentive 1o enter into an operating lease are also spread on a straight-hne basis over the lease term

The Grouyp as lessor

Amounts due from lessees under finance leases are recorded as recevables at the amount of the Group's net Investment in the leases
Finance lease income 1s allocated to accounting periods so as to reflect a constant periodic rate of return on the Group's net Investment
outstanding in respect of the leases

Foreign currencies

Transactions n currencies other than pounds sterling are recorded at the rates of exchange prevailing on the dates of the transactions At
each balance sheet date, monetary assets and labilities that are denominated in foreign currencies are retranstated at the rates prevailing
on the balance sheet date Non-monetary 1ems that are measured in terms of historncal costin a foreign currency are not retranslated
Gains and losses ansing on retranslatien are included in nat profit or loss for the period
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Exchange differences are recognised in profit or loss in the period in which they anise except for

® Exchange differences on transactions entered Into to hedge certain foreign currency risks (see below under financial Instruments/hedge
accounting}, and

® Exchange differences on monetary items receivable from or payable to a foreign oparation for which settlement 1s neither planned nor
likely to occur (therefore forming part of the net investment in the foreign operation) which are recognised initially In the consolidated
statement of comprehensive income and reclassified from eguity to profit or loss on disposal or partal disposal of the net investment

On consalidation, the assets and habilities of the Group’s overseas operauons are translated at exchange rates prevariing on the balance
sheet date Income and expense items are translated at the average exchange rates for the period unless exchange rates fluctuate
significantly Exchange differences ansing, if any, are classified as equity and transferred to the Group s wanslation reserve Such translation
differences are recogrised as Income or &s expenses In the penod In which the operation 1s disposed of

Goodwill and fair value adjustments ansing on the acquisition of a foreign entity are treated as assets and labilines of the foreign entity and
translated at the ¢losing rate The Group has elected to treat goodwill and fair value adjustments arising on acquisitions before the date of
wransition 1o IFRS as sterling-denominated assets and liabilities

Borrowing costs

Borrowing cests are recognised in profit or loss in the period in which they are incurred Borrowing costs directly attributable to the
acquisition, construction or production of qualifying assets, which are assets that take a substantial peried of time to get ready for therr
intended use, are added to the cost of those assets, until such time as the assets are substantially ready for therr intended use

Government grants

Government grants relating to property, plant and equipment are treated as deferred income and released to profit and loss over the
expected usefut lves of the assets concerned

Operating profit

Operating profit 1s stated after charging restructuring costs, goedwil! impairment, amortisation of acquired intangible assets and after the
post-tax share of results of associates but before investment income and finance costs

Exceptional items

Exceptional tems consist of amortisation of acquired intangibles, imparment charges, and other one off ikems which the Group considers
significant for separate disclosure

Retirement benefit costs

Payments to defined contribution retirernent benefit schemes are charged as an expense as they fall due Payments mads to
state-managed retrement benefit schemes are dealt with as payments to defined contributon schemes where the Group's obligations
under the schemes are equivalent 1o those anising in & defined contribution retirement benefit scheme

For defined benefit schemes, the cost of prowiding benefits 1s determined using the Projected Unit Credit Method, with actuanal valuations
being carned out at each balance sheet date Actuanal gains and losses are recogrised in full In the penod 1IN which they occur They are
recognised outside profit or loss and presented in the consolidated statement of comprehensive income

Past service cost 1s recognised immaediately to the extent that the benefits are already vested, and otherwise 1s amortised on a straight-line
basis over the average perocd until the benefits become vested

The retirement benefit oblkgation recognised in the balance sheet represents the present value of the defined bensfit obligation as adjusted
for unrecognised pasi service cost, and as reduced by the fair value of the scheme assets Any asset resulting from this calculation s
limited to past service cost, plus the present value of available refunds and reductions in future contrbuiions to the scheme

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from net profit as reported in the income statement
because 1t excludes items of Income or expense that are taxable or deductible in other years and it further excludes items that are never
taxable or deductible The Group's hability for current tax is calculated using tax rates that have been enacted or substantively enacted by
the balance sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted for using the balance
sheet habiity method Deferred tax labilites are generally recogrised for all taxable temporary differences and deferred tax assets are
recognised to the extent that 1t 1s probable that taxable profits wall be avallable against which deducuble temporary differences can be
utiised Such assets and habilities are not recognised If the temporary difference anses from goodwill or from the inwial recogrution {other
than in a business combinauan) of other assets and habilites in a transaction that affects neither the tax profit nor the accounting profit
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Group accounting policies continued
Year ended 31 December 2012

Deferred tax habilities are recognised for taxable temporary differences arising on mnvestments in subsidianes and assaciates, and interests
In joint veniures except where the Group 1s able to control the reversal of the temporary difference and 1t 1s probabie that the temporary
difference will not reverse in the foreseeable future

Deferrad tax I1s calculated at the tax rates that are expected to apply in the penod when the llability 1s settled or the asset is realised
Deferred tax 1s charged or credited in the income statement, except when It relates to items charged or credited directly to equity, in which
case the deferred tax 1s alsc dealt with In equity

The carrying amount of deferred tax assets i1s reviewed at each balance sheet date and reduced to the extent that It 1s no longer probable
that sufficient taxable profits will be avallable 1o altow all or part of the asset to be recovered

Deferred tax assets and habilities are offset when there 1s a legally enforceable nght to set-off current tax assets against current tax
habilities and when they relate to income taxes levied by the same taxation authornty and the Group intends to settle its current tax assets
and hiabilities on a net basis

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and any recognised imparrment loss

Depreciation 1s charged so as to write off the cost of assets, other than land and properties under constructon, less therr residual values
over their estimated useful lives, using the straight-ine methed, an the following bases

Freehold buldings 2%

Leasehold property over the period of the lease
Fixtures and fittings 10% - 20%

Plant and machinery 5% - 20%

Motor vehicles 20% - 33%

Assets held under finance leases are depreciated over their expecied useful lives on the same basis as owned assets or, where shorter
over the term of the relevant lease The gain or loss ansing on the disposal or retirement of an asset I1s determined as the difference
between the sales proceeds and the carrying amount of the asset and 1s recognised in Income

Assets in the course of construction are carned at cost, plus appropriate borrowing costs, less any recognised impairment loss
Depreciation commences when the asseis are ready for their intended use

Business combinations

Acquisitions of subsidianes and businesses are accounted for using the acquisiion method The consideraton for each acquisiion
15 measured at the aggregate of the far values (at the date of exchange) of assets given, labilives incurred or assumed, and equity
instruments 1ssued by the Group In exchange for control of the acquiree Acquisition-related costs are recogrised n profit or loss as
incurred

Subsequent changes in such fawr values are adjusted against the cost of acquisition where they qualify as measurement period adjustments
(see below) All other subsequent changes In the farr value of contingent consideration classified as an asset or hability are accounted for in
accordance with relevant [FRSs

The acquiree's identifiable assets, habilities and contingent hiabilities that meet the conditions for recognition under IFRS 3 Business
Combinations {Revised 2008) are recognised at their fair value at the acquisition date, except that

B deferred tax assets or habilities and liabilities or assets related to employee benefit arrangements are recognised and measured in
accordance with 1AS 12 Income Taxes and IAS 19 Employee Benefits respectively, and

B liabilities or equity instruments related to the replacement by the Group of an acquiree’s share-based payment awards are measured In
accordance with IFRS 2 Share-based Payment

Assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued
Operations are measured In accordance with that Standard

Impairment of tangibfe and intangible assets excluding goodwiill

At each balance shaet date, the Group reviews the carrying amounts of its tangible and intangible assets to determine whether there
15 any indication that those assets have suffered an impairment loss W any such indication exists, the recoverable amount of the asset
15 estimated n order to determine the extent of the mpairrment loss {if any) Where the asset does not generate cash flows that are
independent from other assets, the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs

Recoverable amount 1s the higher of fair value less costs to selt and value In use In assessing value In use, the estimated future cash flows

are discounted to ther present value using a discount rate that reflects current market assessments of the tme value of money and the
risks specific to the asset for which the estmates of future cash flows have not been adjusted
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I¥ the recoverable amount of an asset (or cash-generating unit) iIs estimated to be less than 1s carrying amount, the carrying amount of the
asset (cash-generating unit) Is reduced to Its recoverzble amount An impairment loss 1s recognised as an expense iImmediately

Where an imparrment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) 1s increased to the revised
estimate of 1ts recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that weuld have been
determined had no iImparment loss been recegnised for the asset (cash-generating unrt) in prior years A reversal of an impairment loss 1s
recognised as iIncome immediately

Inventones

Inventories are stated at the lower of cost and net realisable value Cost comprises direct maternials and where applicable direct labour
costs and those overheads that have been incurred in bringing the inventones to their present location and condition Net realisable value
represents the estimated selling price less alt estimated costs of completion and ¢osts t¢ be incurred in marketing, selling and distribution

Financial iInstruments

Financial assets and financial labilimes are recognised on the Group s balance sheet when the Group becomes a party to the contractual
provisions of the instrument

Loans and receivables

Trade recervables, loans, and other receivables that have fixed or determinable payments that are not quoted In an active market are
classified as ‘loans and receivables’ Loans and recevables are measured at amortsed cost using the effective interest method, less any
impairment Interast income 15 recognised by applying the effective interest rate, except for trade recewvables, which do not carry any
interest and are stated at their nominal value as reduced by appropnate allowances for estimated irrecoverable amounts

Gash and cash equivalents

Cash and cash equivalents compnse cash in hand and demand deposits and other short-term highly liqud investments that are readily
convertible to a known amount of cash and are subject to an insignficant nsk of changes in value

Financial liabilities and equity
Financial liabilities and eguity instruments are classified according to the substance of the contractual arrangements entered into An equity
Instrument I1s any contract that evidences a residual interest in the assets of the Group after deducting all of its habilities

Bank borrowings

Interest-bearing bank loans and overdrafts are recorded at the proceeds received, net of transaction costs Finance charges, including
premiums payable on settlement or redemption and direct 1ssue costs, are accounted for on an accruals basis to the income statement
using the effective interest methed and are added to the carrying amount of the instrument to the extent that they are not settled in the
periad in which they arise

Other financial habilities
Other financial labilibes are not Interest-bearing and are stated at their nominal value

Derecognition of financial liabihties
The Group derecognises financial habilities when, and anly when, the Group's obligations are discharged, cancelled or they expire

Equity instruments
Equity instruments 1ssued by the Company are recorded at the proceeds received, net of direct 1ssue costs

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date Financial assets are impairec where there i1s
objective evidence that, as a result of ong or more events that occurred after the initial recognition of the financial asset, the estimated
future cash flows of the investment have been impacted

Objective evidence of impairment cou'd include

B significant financial difficulty of the customer ar counterparty, or
B default or delnguency in payments

For certain categones of financial asset, such as trade receivables, assets that are assessed not to be imparred individually are subsequently
assessed for mpairment on a collectve basis Objective evidence of impairment for a portfolio of recewvables could include the Group's past
experience of collecting payments, an increase in the number of delayed payments in the portfolio past the average credit period, as weil as
observable changes in national or local economic conditions that correlate with default on receivables

The carrying amount of the financial asset 1s reduced by the impairment icss directly for all financizl assets with the exception of trade
receivables, where the carrying amount 1s reduced through the use of an allowance account When a trade receivable 1s considered
uncollectable, it 1s written off against the allowance account Subsequent recovenes of amounts previously wntten off are credited against
the allowance account Changes n the carrying amount of the allowance account are recognised in profit or loss
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Group accounting policies continued
Year ended 31 December 2012

Denvative financial instruments
The Group uses derivative financial instruments, (n particular interest rate swaps, foreign currency swaps and forward exchange contracts,

to manage the financial risks ansing from the business activities and the financing of those activites The Group does not use denvative
financral instrumenits for speculative purposes

The use of financial denvatives 1s governed by the Group’s policies approved by the Board of Diractors, which provide written principles on
the use of financial denvatives

Dernvative financial Instruments are recognised as assets and labilities measured at their fair value on the belance sheet date Changes

in the fair value of any denvative Instruments that do not fulfil the critena for hedge accounting contained in 1AS 39 Financial Instruments
Recognition and Measurement are recognised immediately (n the income statement A derivative 1s presented as a non-current asset or a
nen-current hiabiity if the remaining maturity of the instrument 1s more than 12 menths and 1t s not expected to be realised or settled within
12 months

Hedge accounting

The Group uses foreign currengy debt and cross currency swaps to hedge 1ts exposure to changes in the underlying net assets of overseas
operations ansing from foreign exchange rate movements

The Group maintains documentation of the relationship between the hedged item and the hedging instrument at the inception of a hedging
transaction together with the nsk management ohjective and the strategy underlying the designated hedge The Group also documents its
assessment both at the inception of the hedging relationship and subsequently on an ongoing basis, of the effectiveness of the hedge in
offsetting movements in the fair values or cash flows of the hedged items

When hedge accounting I1s used, the relevant hedging relationships are classified as farr value hedges, cash flow hedges or net
investment hedges

Note 1B sets out the details of the fair values of the dervative instruments used for hedging purposes

Fair value hedge

Changes n the far value of denvatives that are designated and qualfy as farr value hedges are recorded in the Income statement, togetner
with any changes In the fair value of the hedged asset or liability that are atiributable to the hedged nsk The change in the fair value of the
hedging instrument and the change in the hedged 1item atinbutable to the hedged nsk are recognised In the line of the iIncome statement
relating to the hedged item

Cash flow hedge

Cash flow hedging matches the cash flows of hedged inems against the coresponding cash flow of the denvative The effective part of any
gain or loss on the dervative 1s recognised directly in other comprehensive income and the hedged item 1s accounted for in accordance
with the policy for that financial iInstrument Any ineffective part of any gain or loss 1s recogrised immediately in the income statement

Hedge accounting 1s discontinued when the hedging instrument expires or 18 sold, terminated, or exercised, or no longer qualifies for hedge
accounting At that time, any cumulative gain or loss on the hedging instrument recegnised in eguity 1S retained in equity until the forecast
transaction occurs If a hedged transaction 15 no longer expected to occur, the net cumulative gain or loss recegnised in equity 1s transferred
to net profit or loss for the period

Net investment hedge

Hedges of net investments in foreign operations are accounted for similarly to cash flow hedges To the extent the hedge 1s effective,
changes In the farr value of the hedging instrument ansing from the hedged risk are recegnised in the consolidated statement of
comprehensive income and accumulated in the hedging and translation reserve The gain or loss relating to the ineffective portion 1s
reccgnised immediately in the income statement and is included in other operating expenses

Gains and losses accumulated In equity are Included In the Income statement In the event that the foretgn operation 15 disposed of

Provisions

Provisions are recognised when the Group has a present obligation {legal or constructive} as a result of a past event, when it 1s probable
that the Group will be required to settle that obligation and when a reliable estmate can be made of the amount of the abligation

The amount recognised as a provision Is the best estimate of the consideration required to settle the present obligation at the balance
sheet date, taking into account the risks and uncertainties surrounding the obligation Where a provision s measured using the cash flows
estimated to settle the present obligation, 1ts carrying amount Is the present value of those cash flows
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Share-based payments
The Group has applied the requirements of IFRS 2 'Share-based Payment’

The Group 1ssues equity-settled share-based payments to certain empioyees Equity-settled share-based payments are measured at fair
value at the date of grant The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-
line basis over the vesting period At each balance sheet date, the Group revises its estimate of the number of equity Instruments expected
to vest as a result of the effect of non-market based vesting conditiens The impact of the revision of the onginal estmates, if any, (s
recogrised n profit or loss such that the cumulative expense reflects the revised estimates with a corresponding adjustment 1o the equity-
settled employee benefits reserve

General information

Bodycote plc 1s a company incorporated in the United Kingdom under the Companies Acts 1948 1o 1980 The address of the registerad
office 1s given on page 34

The nature of the Group's operations and its principal activities are set out on page 35 of the Directors’ report
Thess financial statements are presented in pounds sterling because that Is the currency of the primary economic environment In
which the Group operates Foreign operations are included in accordance with the policies set out in the Foreign Currencies accounting

policy above

At the date of authonsation of these financial statements, the following Standards and [nterpretations which have not been applied in these
financial statements were 1n Issue but not yet effective (and In some ¢ases had not yet been adopted by the EU)

B [FRS 1 (amended) Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters
B |FRS 7 (amended) Disclosures —Transfers of Financial Assets

m IFRS9 Financial Instruments

® IFRS 10 Consolidated Financial Statements

B |FRS 11 Joint Arrangements

m [FRS 12 Disclosure of Interests in Other Entities

m [FRS13 Farr Value Measurement

B |AS 19 (revised} Employee Benefits

B [AS 27 {revised) Separate Financial Statements

The directors do not expect that the adoption of the standards listed above will have a materal impact on the financial statements of the
Group in future periods, except as follows

IFRS 9 will impact both the measurement and disclosures of Financial Instruments,

IFRS 13 will impact the measurement of fair value for certain assets and habilities as well as the associated disclosures, and

IAS 19 (revised} will impact the measurement of the various components representing movements in the defined benefit pension
obligation and associated disclosures, but not the Group's total obligation |t 1s likely that following the replacement of expected
returns on plan assets with a net finance cost In the income statement, the profit for the penod will be reduced and accordingly other
comprehensive income increased

Beyond the nformation above, 11 15 not practicable to provide a reasonable estimate of the effect of these standards until a detalled review
has been completed
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Notes to the consolidated financial statements
Year ended 31 December 2012

1 Revenue

2012 20m

£m £m

Heat treatment and metal joining, hot 1sostatic pressing and surface technology services 5878 5707
Other operating income (see note 3) 52 45
Investment revenue {see note 5) 02 02
Total Revenue (as defined in IAS 18 Revenue) 593 2 5754

2 Business and geographical segments

IFRS 8 requires operating segments to be idenufied on the basis of internal reports about components of the Group that are regularly
reviewed by the Chief Executive to allocate resources to the segments and to assess therr performance

The Group's reportable segments have been determined in accordance with the activity of the Group, focusing on key market sectors
Poancipally, this splits the Group nto two business areas beng

B Aerospace, Defence & Energy (ADE), and
B Automotive & General Industnal {AGI)

This initial split 1s determined following consideration of factors including the different customer sets, differing service requirements
and different characteristics of business activity A further split1s then made for the geographical divisions of the Group being

B Western Europe
B North Amenca and

B Emerging Markets

Head Office
and

Group ADE AGl elimminations Consohdated

2012 2012 2012 2012

£fm £m £m £m

Revenue
Total revenue 260 4 3274 — 5878
Result
Headhne aperating profit prior to share-based payments and unallocated
corporate expenses 714 451 - 1165
Share-based payments {18 (15} 21) (5 4}
Unallocated corporate expenses - - (13 2) (13 2}
Headline operating profit / {loss} 696 436 (15 3) 979
Amortisation of acquired Intangible fixed assets {11} {09) - 20
Profit on disposal of investment - - 24 24
Acquisition costs {08} (17 - 25)
Reorgarnisation costs - - {z4) (2 4)
Segment result 677 4190 {15 3} 93 4
Investment revenue 02
Finance costs (38
Profit before taxation 898
Taxation {22 8}
Profit for the year 670

Intersegment sales are not matenal In either year

The Group does not rely on any individual major customers
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Bustness and geographical segments {continued)

Westem North Emerging
Aerospace, Defence & Energy Eurcpe Amenca markets Total ADE
2012 202 2012 2012
£m £m £m £m
Revenue
Total revenue 1183 1404 17 2604
Result
Headline operating profit / {loss) prior to share-based payments 279 437 {0 2} 714
Share-based payments {05) (13) - (18)
Headline operating profit / (loss) 274 424 02) 69 6
Amortisation of acquired intangible fixed assets {0 3) (0 8) - {11)
AcquISIion costs - (08) - {0 8}
Segment result 271 408 {02) 677
Westem North Emerging
Automotive & General Industnal Europe Amenca markets Total AGI
2012 2012 2012 2012
£m £m £m £m
Revenue
Total revenue 219 2 61.8 46 4 3274
Result
Headline operating profit prior to share-based payments 303 131 17 451
Share-based payments (10} 05) - {15)
Headline aperating profit 293 126 17 436
Amortisation of acquired intangible fixed assets {02 (05) (02) {09}
Acquisition costs - {17) - {17}
Segment result 291 104 15 410
Head Office
and
Group ADE AGlI  elmmnatons Consolidated
20Mm 201 201 20M3
£ £m £m £m
Revenue
Total revenue 2335 3372 — 570 7
Result
Headline operating profit prior to share-based payments and unallocated
corporate expenses B32 478 - 1010
Share-based payments (21} 39 (2 0} (72)
Unallocated corporate expenses — - (83} 83)
Headline operating profit / {loss) 511 447 (10 3) 855
Amortisation of acquired intangible fixed assets {0 2) 07 - {09
Impairment charge - 14 2) - 42
Segment result 509 398 {10 3) 804
Investment revenue 02
Finance costs {4 8}
Profit before taxation 758
Taxation {19 8)
Profit for the year 560
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Notes to the consolidated financial statements continued
Year ended 31 December 2012

2 Business and geographical segments {(continued}

Western North Emerging
Aerospace, Defence & Energy Eurcpe America markets Total ADE
201 20 20 20m
fm £m £m £m
Revenus
Total revenue 119 120 1 15 2335
Result
Headline operating profit prior to share-based payments 236 294 02 B32
Share-based payments (10) (11} - {2 1}
Headline operating profit 2286 283 02 511
Amortisation of acquired intangible fixed assets {0 2) - - 02
Segment result 224 28 3 02 509
Western North Emerging
Automotive & General Industrial Europe America markets Total AGI
201 201 20m 20m
£m £m £m £m
Revenue
Total revenue 2386 474 50 2 3372
Result
Headhine cperating proiit prior to share-based payments 360 83 35 478
Share-based payments {2 5) {0 5} {01} (3 1}
Headline operating profit 335 78 34 a47
Amortisation of acquired intangible fixed assets on - {06l Q7
Impairment charge - - {4 2} 42
Segment result 334 78 (14} 398
Other information
Head Office
and
Group ADE AGl eliminations Consolidated
2m2 2012 2012 2012
£m £m £m £m
Capital addimons 229 258 37 52 4
Depreciation and amortisation 196 314 19 529
Balance sheet
Assets
Segment assets 3134 449 6 280 7910
Other investments - - 16 16
Consolidated total assets 3134 449 6 296 7926
Liabilities
Segrment labilities {68 7) {126 9) (92 6) {288 2)
2447 3227 (63 0} 504 4
Allocation of heac office net labilities {272) (35 8) 630 -
Adjusted segment net assets 2175 2869 - 504 4
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2

Business and geographical segments (continued}

Westem North Emerging
Aerospace, Defence & Energy Europe Amenca markets Total ADE
2012 2012 2012 2012
£m £fm £m £m
Caprial addiuons 65 164 - 229
Depreciation and amortisation 100 94 02 196
Balance sheet
Assets
Segment assets 150 2 1605 27 3124
Liabilities
Segment habllities (36 1) {314) {12) {68 7)
Segment net assets 141 1291 15 2447
Westem North Emerging
Automotive & General Industnal Europe America markets Total AGI
2012 2012 2012 2012
£m fm £m £m
Capital additions 168 49 41 258
Depreciation and amortisaton 223 40 51 314
Balance sheet
Assets
Segrnent assets 2730 1121 645 4496
Liabilities
Segment liabihties (96 7) (173) {12 9} {126 9)
_S_e_gment net assets 176 3 94 8 516 3227
Head Office
and
Group ADE AGl  eliminations Consolidated
201 201m 20m 20m
£m £m £m Em
Capital addiions 161 77 22 480
Depreciation and amortisation 185 308 18 511
Impairment losses recogrised In income - 42 - 42
Balance shest
Assets
Segment assets 3140 47 322 7579
Other investments - - 08 08
Consolidated total assets 3140 4117 330 7687
Liabilities
Segment labilities (673) (128 Q) {80 8) {276 1)
2467 2837 (478) 482 6
Allocation of head office net habilites (22 2} (25 B) 478 -
Adjusted segment net assets 2245 258 1 - 482 6
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Notes to the consolidated financial statements continued
Year ended 31 December 2012

2 Business and geographical segments (continued}

Western North Emerging
Aerospace, Defence & Energy Europe America markets Total ADE
2011 20M 201 201
£m fm £m fm
Capital additions 50 111 - 161
Depreciation and amortisation 105 78 02 i85
Balance sheet
Assets
Segment assets 1718 1401 21 3140
Liabilies
Segment liabilines {33 6) (33 4) 10 3} (673)
Segment net assets 138 2 106 7 18 246 7
Western North Emerging
Automotive & General Industnal Europe America markets Total AG!
2011 201 201 201
fm £m £m £m
Capital additions 177 39 61 277
Depreciation and amortisation 224 33 51 308
'mpairrment losses recognised in Income - - 472 472
Balance shest
Assets
Segment assets 2929 56 0 628 anvy
Liabilities
Segment lhabilities {96 3} {15 3) (16 4} (128 0)
Segment net assets 196 6 407 46 4 2837

Geographical information
The Group's revenue from external customers and information about i1ts segment assets {non-current assets excluding financial
instruments, deferred tax assets and other financial assets) by country are detalled below

Revenue from Non-current

extemnal customers assets
2012 20m 2012 2011
£fm fm £m £m
USA 194 2 156 3 2333 163 4
France 901 99 701 746
UK 639 894 727 781
Germany 605 677 64 7 702
Sweden 421 473 44 3 432
Netherlands 241 257 208 214
Others 129 122 4 1Mz 1193
5878 5707 6171 556 2
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Operating profit

2012 201N
£fm m
Revenue 5878 5707
Cost of sales (368 7} (361 1)
Gross profit 2191 2096
Other operating Income 52 45
Distnibution costs {178) (179)
Administration expenses* {103 8) {109 5}
Other operating expenses (5 0) {12}
Exceptional items
Amortisation of acquired intangible fixed assets* (2 0) o9
Impairment charge* - 42)
Profit on disposal of investment* 24 -
Acguisition costs* (25} -
Recrganisation costs* {2 4) -
Operating profit 934 80 4
* Administration expenses total £108 3m (2011 £114 6m)
Exceptional items comprise
2012 20M
£m £m
Amortisation of acquired intangible fixed assets 20 08
Impairment of goodwill - 37
Impairment of agquired intangible fixed assets - 05
Profit on disposal of nvestment (2 4} -
Acquisition costs 25 -
Reorganisation costs 24 —
45 51
Further details of these tems are included in the Finance Director's report on page 22
Profit for the year has been arnved at after charging / {crediting)
2012 20m
£fm £fm
Continuing operations
Net foreign exchange losses - 01
Depreciation of property, plant and equipment 487 48 2
Amortisation of intangible fixed assets 42 29
Impairment of goodwill {see note 10) - 37
tmpairment of acquired intangible fixed assets (see note 11} - 0%
Loss on disposal of property, plant and equipment 01 07
Staff costs (see note 4) 2288 2285
Release of negative goodwill - (0 &)
Acquisition reorganisation costs - 05
Acquisition costs 25 01
Impairment loss on trade recevables 04 -
Impairment / treversal of impairment) of fixed assets 07 04)
The analysis of auditor's remuneration on a worldwide basis 1s as follows
2012 201
£m £m
Fees payable to the Company’s auditor for the audit of the Company s annual accounts 01 01
Fees payable to the Cormpany’s auditor and (ts associates for other services
The audit of the Company's subsidiaries 06 05
Total audit fees 07 06
Taxation compliance services 01 01
Corporate finance services - 01
Total non-audit fees 01 02
08 08
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Notes to the consolidated financial statements continued
Year ended 31 December 2012

3  Operating profit (continued)

In addition to the amounts shown opposite, the auditor received fees of £6,000 (2011 £5,000) for the audit of the Group's pension
schemes

Fees paid to Deloitte LLP and 1ts associates for non-audit services to the Company are not required 1o be disclosed because the
consolidated financial statements are required to disclose such fees on a consolidated basis

A description of the wark of the Audit Commuttee 1s set out In the Audit Committee Report and includes an explanation of how auditor
objectivity and independence 1s safeguarded when non-audit services are provided by the Auditor

4  Staff costs
The average monthly number of employees (including Executive Directors) was

2012 20m
Number Number
ADE
Western Europe 1,025 1,010
North America 1,087 939
Emerging Markets 14 12
AGI
Western Europe 2,012 2,075
North America 622 497
Emerging Markets 867 897
Shared services 78 70
Head office 30 33
5,735 5,633
Their aggregate remuneration compnsed
2012 201
£m fm
Wages and salaries 1937 1891
Social security costs 290 338
Other pension costs 61 56
2288 2285
Drsclosure of individual directer’s remuneration share interests, share options, long term incentive schemes, pension contnbutions
and pension entitlements required by the Companies Act 2006 and those specified for audit by the Listing Rules of the Financial
Services Authenty are shown in the tables in the Board Report on Remuneration on pages 46 to 51 and form part of these financial
statements
5 Investment revenue
2012 20M
£m fm
Interest on bank deposits 01 01
Other interest receivable 01 01
Total interest and investment revenue 02 02

All investment revenue relates to bank balances and other recevables
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6 Finance costs

2012 2011
£m £m
Iinterest on bank overdrafts and loans* 05 11
Interest on obhigations under finance leases - Q1
Total Interest expense 05 12
Interest on pension scheme labilities 47 51
Return on pension assets (35) 4 4)
Qther finance charges* 2.1 29
Total finance costs 38 48
* Amounts ansing on financial habilities measured at amortised cost
7 Taxation
2012 20Mm
£m £m
Current taxation — charge for the year 238 180
Current taxation — adjustments in respect of previous years {0 5) 47n
Deferred tax (see note 19) {0 5} 65
228 198

UK corporation tax 1s calculated at 24 5% (2011 26 5% of the estimated accessible profit for the year Taxation for other junisdictions 1s

calculated at the rates prevailing in the respective junsdictions

The charge for the yaar can be reconciled to the profit per the Income statement as follows

2012 201
£m fm
Profit before tax 898 758
Tax at the UK corporation tax rate of 24 5% (2011 26 5%) 220 201
Tax effect of expenses that are not deductible in determining taxable profit 03 21
Deferred tax assets recognised {2 8) 7
Tax effect of other adjustments n respect of previous years
Current 1ax {05) 47)
Deferred tax {(17) 07
Effect of different tax rates of subsidiaries operating in other jurisdictions 55 33
Tax expense for the year 228 198
Tax on items taken directly to equity 1s a credit of £2 4m {2011 £2 2m}
8 Dividends
2012 2011
£m £m
Amounts recognised as distributions to equity holders in the year
Final dividend for the year ended 31 December 2011 of 730p (2010 5 75p) per share 138 107
Interm dividend for the year ended 31 December 2012 of 4 Q0p (2011 3 60p) per share 75 67
213 174
Proposed final dividend for the year ended 31 December 2012 of 8 30p (2011 730p) per share 159 140

The proposed final dividend 1s subject to approval by shareholders at the Annual General Meeting and has not been included as a

liability in these financial statements

The dividend 15 waved on shares held by the Bodycote International Employee Benefit Trust

Stack code BOY
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Notes to the consolidated financial statements continued

Year ended 31 December 2012

9 Eamings pet share
The calcutation of the basic and diluted earnings per share 15 based on the following data

2012 2om
£m £m
Eamings
Earnings for the purpese of basic earnings per share being net profit attributable to equity holders of
the parent 669 556 8
2012 2011
Number Number
Number of shares
Weighted average number of ordinary shares for the purpose of basic earnings per share 186,981,962 185,838 882
Effect of dilutive potential ordinary shares
Share options 19,307 3,780,964
Weighted average number of ordinary shares for the purpose of diluted earnings per share 187.001,269 189,619,846
2012 201
Pence Pence
Eamings per share
Bastc 358 300
Diiuted 358 294
Headline eamings
2012 201
Em £m
Net profit attributable to equity holders of the parent 669 55 8
Add back
Amortisation of acquired intangible fixed assets (net of tax) 19 08
Impairment charge - 42
Profit on disposal of investment (net of tax} {22) -
Acquisition costs {net of tax) 16 -
Reorganisation costs (net of tax) 18 -
Headline eamings 700 60 8
Eamings per share from headline eamings
2012 20N
Pence Pence
Basic 374 327
Diluted 374 321
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10 Goodwill

2012 2073
£fm £m

Cost
At 1 January 1755 1781
Exchange differences {21) (2 8)
Recognised on acquisition of businesses (sea note 24) 295 -
At 31 December 2029 1755
Accumulated impairment
At 1 January 729 704
Exchange differences (18) 12
Impairment losses for the year - 37
At 31 December 711 729
Camrying amount 1318 102 8

Goodwili acquired in a business combination 1s allocated, at acguisition, to the business units that are expected to benefit from that
business combinatton After recognition of impairment losses, the carrying amount of goodwall has been aliocated as follows

2012 20Mm
£m £m

ADE
Western Europe 267 267
Nerth America 449 371

AGI

Western Europe 174 1786
Nerth Amenica 366 162
Emerging Markets 62 60
1318 1026

The Group tests goodwill at least annually for impairment, or more frequently If there are indicatons that goodwill might be iImpaired

The recoverable amounts of the cash generating units are determined from value 1in use caleulations The key assumptions for those
calculations are the discount rates, growth rates and expected changes to selling prices and direct costs in respect of future cash
flows Management estmates discount rates using pre-tax rates that reflect current market assessments of the tme value of money
and the risks specific to the cash generating units The rate used to discount the forecast cash flows for cash generating units 1s 11 3%
(2011 9 5%) This rate 1s nisk adjusted, for specific countnes, where the Group percesves a nsk premium 1S appropriate The recoverable
amount 1s the sum of the discounted cash flows over a fifteen year penicd, being management’s expectation of the useful ife of the
existing asset base

The Group prepares cash flow forecasts based on management estimates for the next five years The expected sales reflect
management’s expectation of how sales will develop at this paint In the econcmic cycle The expected profit margin reflects
management’s experience of each cash generating unit's profitability at the forecast level of sales Cash flows after five years are
based on an estimated growth rate of 3 2% (2011 3 2%), baing the historical we:ghted average growth in GDP in the markets that the
Group operates In This rate does not exceed the average long-term growth rate for the relevant markets

The Group has conducted a sensitivity analysis on the key assumptions applied to the value in use calculations for each cash
generating unit A decline in sales of 26 2% per annum would result in the recoverable amount of goodwill far the Group being
reduced to (ts carrying value

The Board has concluded that no impairment charge 1s required in 2012 The charge for impairment of goodwill and acguired imangible
fixed assets in 2011 related to the Group’s South American operations, where trading activity has previously lagged expectations
which together wath anincrease in the perceived nsk adjusied discount rate, led to an impairment of goodwill and acguired intangible
fixed assets No goodwill nor intangible fixed assets remain on the Group's balance sheet in respect of the South Amenican
businesses
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Other intangible assets

Notes to the consolidated financial statements continued
Year ended 31 December 2012

Non-
compeate Customer
Software agreements refationships Total
£m £m £m £m
Cost
At 1 January 2011 132 - 107 238
Exchange differences 02 - (09 n
Additions 24 - - 24
Acquired on acquisition of business - - 03 03
Disposals {0 8) - - {0 8)
At 1 January 2012 146 - 101 247
Exchange differences (¢ 4) - {12) (16}
Additions 36 - - 36
Acquired on acquisition of businesses (see note 24} - 29 248 277
Dispesals {01) - - {01}
At 31 December 2012 177 29 337 54 3
Amortisation
At 1 January 2011 87 - 48 135
Exchange differences {02 - G 4) {06
Charge for the year 20 - 08 28
Imparrment lgss - - 05 05
Disposals {Q 5 — — {0 5)
At 1 January 2012 100 - 58 158
Exchange differences (0 3) - (0 4) {07)
Charge for the year 22 01 19 42
At 31 December 2012 19 01 73 193
Carmrying amount
At 31 December 2012 58 28 26 4 350
At 31 December 2011 46 - 43 89
The amortisation pencds for iIntangible assets are
Years
Software 3tob
Customer relationships 101t 15
Non-compete agreements 4t0b

Imtangible assets are amortised on a straight-line basis and the amorisation 1s recognised within administration expenses
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12 Property, plant and equipment
Land and buildings

fixtures Assets
Long Short Plantand and under
Freehold leasehold leasehold machinery fittings construction Total
£m £m £m £m £m £m £m

Cost or valuation
At 1 January 2011 2070 18 199 7230 350 240 1,010 7
Additions 11 - 05 191 21 208 436
Acquisition of business - - - 07 - 03 10
Exchange differences (A 02 o7 (16 2) (1 on {22 4)
Transfer from assets held for sale 06 - - - - - 06
Recategensation 36 - (13 139 01 {16 3) -
Disposals 27N - on {29 9} 32 - {35 9)
Disposal of subsidiaries - - - 0 2} Q1) - (0 3)
At 1 January 2012 2055 16 183 710 4 328 287 9973
Additions 09 - 01 130 10 338 48 8
Acqguisition of businesses 64 - 05 220 04 14 307
Exchange differences (63) - (08} (22 B) (11} (13) {321}
Transfer from assets held for sale 21 - - - - - 21
Recategonsaticn 39 02 {13) 214 08 (25 0} -
Disposals (2 4} - {04) {105) (186) (01} (150
Disposal of subsidianes {01) - - {04} - - (0 5)
At 31 December 2012 2100 18 16 4 7333 323 375 1,0313
Accumulated depreciation and impairment
At 1 January 2011 699 06 05 443 0 287 - Bb2 7
Charge for the year b4 03 a6 399 20 - 48 2
Impairment losses Incurred [ {reversed) 05 - - 09 - - 04
Exchange differences (14) on @3 {10 2) (08 - (128
Transfer to assets held for sale on - - - - - ocn
Recategorisation 01 - 03 03 {01} - -
Elrminated on disposals (2 6) - on (28 2) 31} - {34 0)
Eliminated on disposal of subsidiaries - - - {01) 01 - 02)
At 1 January 2012 718 08 104 4438 266 - 553 4
Charge for the year 58 03 06 401 19 - 487
Acquisition of businesses - - o4 81 02 - 87
Impairment losses ncurrad 03 - - 04 - - 07
Exchange differences 22) - (05) (14 0) (0 9) - {176}
Transfer from assets held for sale 04 - - - - - 04
Recategorsation 03 - (04) 01 - - -
Eliminated on disposals {07) - {05) (89) {15) - {1186)
Eliminated on disposal of subsidianies - - - (o1 - - {01)
At 31 December 2012 757 11 100 469 5 263 - 582 6
Camrying amount
At 31 December 2012 134 3 07 64 263 8 60 375 448 7
At 31 December 2011 1337 08 79 266 6 62 287 443 9

The carrying amount of leased assets 1s £0 8m (2011 £0 7m}

The Group has pledged land and buildings having a carrying amount of approximately £0 5m (2011 £0 6mj to secure banking faciltes
granted to the Group

At 31 December 2012 the Group had entered into contractual commitments for the acquisition of property, plant and equipment
amounting to £3 7m {2011 £4 6m)

in addition to the above, property, plant and equipment amounting to £2 1m (2011 £6 3m) has been classified as held for sale
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Notes to the consolidated financial statements continued
Year ended 31 December 2012

13 Subsidianes and other investments

A list of the significant investments In subsidianies, including the name, country of incorporation and preportion of ownership interestis
given on pages 105 and 106

2012 201
£m £m
Sundry investments 16 08

The sundry investments relate to the Bodycote Investment Incentive Plan, as explained in the Board Report on Remuneration

14 Inventotes

2012 201
£m £m
Raw materials 19 124
Work-in-progress 62 472
Finished goods and goods for resale 03 01
18 4 167
15 Other financial assets
Trade and other receivables
2012 201
£m £m
Amounts falling due within one year
Amount recervable for the supply of services 92 4 820
Other debtors and prepayments* 171 138
1095 105 8
Amounts falling due after more than one year
Other debtors and prepayments* 16 19

* Other financial assets include prepayments and other debtors, which are not included as financial assets under IFRS 7

The average cradit penod given to customers for the supply of services as at 31 December 2012 1s 58 days (2011 59 days) An
allowance has been made for estimated irrecoverable amounts from the supply of services of £6 2m {2011 £6 2m} Ths atlowance has
been determined by reference 1o past default experience

| The Directors consider that the carrying amount of trade and other receivables approximates their farr value
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15 Other financial assets (continued)

Credit nsk
The Group's principal financial assets are bank batances, cash and trade and other receivables

The Group's credit nisk s pnimanly attnbutable to its trade recervables The amounts presented in the balance sheet are net of
allowances for doubtful recetvables An allowance for imparment 1s made where there 1s an identified loss event which, based on
previous experience, is evidence of a reductioen 1n the recoverability of cash flows

The credit nsk on liguid funds and denvative financial instruments 1s limited because tha counterparties are banks with high credit-
ratings assigned by international credit-ratung agencies

The Group has no significant concentration of credit risk, with exposure spread over a large number of counterparties and customers
Further disclosure of the Group’s financial instrument rnsk management activities 1S set out tn note i8

Included in the Group's trade recervable balence are debiors with a carrying amount of £20 6m (2011 £177m) which are past due at
the reporting date for which the Group has not provided as there has not been a significant change in credit quality and the amounts
are still considered recoverable The Group does not hold any collateral over these balances

Agemg of past due but not impaired recevables

2012 20N
£m fm
Amounts overdue by up to 1 month 160 486
Amounts overdue by 1-2 months 22 18
Amounts overdue by 2-3 months 05 04
Amounts overdue by mora than 3 months 19 09
206 177
Movement in the allowance for doubtful debts
2012 20m
£m £m
At 1 January 62 69
Impairment tosses recognised 16 16
Allowance acquired with subsidianes 02 -
Amounts written off as uncollectable (0 4) 04
Impairment losses reversed (12) (18
Exchange differences {0 2} {03
At 31 December 62 62

In determining the recoverability of a trade receivable the Group considers any change in the quality of the trade receivable from the
date credit was initially granted up 1o the reporting date The concentration of credit nsk 1s mited due to the customer base being
large and unrelated Accordingly the Directors believe that there is no further credit provision required in excess of the allowance for
doubtful debts

Included 1n the allowance for doubtful debts are individually impaired trade receivables with a gross balance of £8 9m (2011 £8 m)
The impairment recognised represents the difference between the carrying amount of these trade recervables and the present value of
the expected proceeds The Group does not hold any collateral over these balances

Ageing of impaired trade receivables

2012 201

£m £m

Less than 3 months 27 28
3-12 months 18 18
Over 12 months 44 43
89 89
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Notes to the consolidated financial statements continued

Year ended 31 December 2012

15 Other financial assets {continued)

Cash and bank balances

Cash and bank balances compnse cash held by the Group and short-term bank deposits with an oniginal maturity of three manths
or less The carrying amount of these assets approximates to their fair value A breakdown of significant cash and bank balances by

currency 1s as follows

2012 201
£m £m
Sterling 09 22
Euro 26 62
LIS Dollar 23 25
Chinese Yuan 06 08
Indian Rupee 06 07
Swedish Krona 06 02
Polish Zloty 05 05
Danish Krone 04 05
Thai Baht 03 06
Turkash Lira 0z 01
Czech Republic Keruna 02 04
Romanian Leu 02 Q4
Canadian Dollar 01 23
Swiss Frane 01 02
Mexican Peso 01 01
Brazilan Real 01 -~
Other 02 04
Total cash and bank balances 100 181
16 Assets heald for sale
Assets held for sale compnse the following
2012 20M
£m £m
Property, plant and equipment 21 53

1t 15 expected that the disposal of these assets will be completed during 2013 The assets held for sale are analysed between operating

segments as follows

2012 20m
£m £m

ADE
Western Europe - 13
North America 07 07

AGI

Weastern Europe 12 16
North America 02 03
Emerging Markets - 14
21 53
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17 Borrowings

2012 201
£fm £m
Borrowings at amortised cost
Bank overdrafts 84 86
Loans 353 87
437 173
The borrowings are repayable as follows
On demand or within one year 434 108
In the second year 01 61
In the third to fifth years 01 02
After five years 01 02
437 173
Less Amount due for settlement within 12 manths (shown under current habilities) (43 4) (10 8)
Amount due for settlement after 12 months 03 65
Analysis of borrowings by currency
Other
Sterling Euro US Dollar currencies Total
£m £m fm £m £m
At 31 December 2012
Bank overdrafts 05 45 11 23 84
Loans 100 105 139 09 353
105 150 150 32 437
At 31 December 201
Bank overdrafts 17 30 35 04 86
Loans 60 01 - 26 87
77 31 35 30 173
The weighted average interest rates paid were as follows
2012 20Mm
% %
Bank overdrafts and loans 25 21

Loans and finance leases of £0 9m (2011 £14m) were arranged at fixed interest rates and expose the Group to fair value (nterest rate
risk The remaining borrowings are arranged at floating rates, thus exposing the Group to cash flow interest rate nsk

The Directors estimate the fair value of the Group’s borrowings as follows

2012 201

£m £m

Bank overdrafts 84 86
Loans 353 87

The other principal features of the Group's borrowings are as follows
(i)  Bank overdrafts are repayable on demand No overdrafts are secured

() At 31 December 2012 the Group has two principa! borrowing facilities which are secured by upstream guarantees provided by
subsidiaries

(a) Drawings of £ril {2011 £ril) under a Revolving Credit Faciity of £125m This unsecured faciity commenced on 27 July 2011
and matures on 31 August 2016 The multi currency drawings under this facility carry an interest rate of between 1 15% and
2 00% above LIBOR {the margin at 31 December 2012 was 1 15%)
(b} Drawings of £33 5m {2011 £6 0m) under a Revelving Credit Facility of €125m This unsecured facility commenced on 31 July
2006 for a period of sevan years The multl currency drawings under this facility carry an interest rate of between 0 80% and
110% above LIBOR (the margin at 31 December 2012 was 0 80%)
At 31 December 2012 the Group had avallable £192 8m {2011 £223 9m) of undrawn cormmitted borrowing facilities

All borrowings are classified as financial lablimes measured at amortised cost
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Notes to the consolidated financial statements continued

Year ended 31 December 2012

18 Denvative financial instruments

Currency denvatives that are designated and effective as hedging instruments canied at fair value

Notienal National
amount Fair value amount Farr value
2012 202 20N 201

Asset / (iability) £m £m £m £m
Current
Forward foreign exchange contracts 36 {01) 13 0N
Non-cumrent
Forward foreign exchange contracts - - 32 (02
Total
Forward foreign exchange contracts 36 (01 45 03)

The Group utihses currency dernvatives to hedge materal future transactions and cash flows The Group uses foreign currency forward
contracts In the management of 1ts exchange rate exposures The contracts are primanly denominated in the currencies of the Group's

principal markets The unrecognised gains and lesses were not significant in erther 2012 or 2011

In accordance with IFRS 7 ‘Improving Disclosures about Financial Instruments’, the Group’s financial instruments are considered to be

classified as level 2 instruments Fair value measurements are those derived from inputs other than quoted prices inctuded within
1 that are observable for the asset or habiites, either directly (1e as prices) or indirectly (1 e denived from prices}

level

Fair value 1s determined using quoted forward exchange rates and yield curves derived from quoted interest rates matching maturities

of the contracts

The Group's interest rate nsk 1s primarily in relation toits fixed rate borrowings (farr value nsk) and floating rate borrowings {cash flow
nsk) From time to time the Group will use interest rate denvative contracts to manage Its exposure to interest rate movemants within

Group policy However at the balance sheet date the Group had no interest rate derivative contracts

Total

Steding Euro US Dollar fair value

2012 2012 2012 2012

Asset [ {hability) £fm £m £m £m
Forward foreign exchange contracts 03 (35) 31 {01)
On demand or within one year 03 {35) 31 {01
Total

Sterling Euro US Dollar fair value

201 201 20m 20m

Asset / {hability) fm fm £m £m
Forward foreign exchange contracts 03 {4 5} 309 {0 3)
On demand or within one year 03 {13) 09 01}
In the second year - {3 2) 30 02
03 {4 5} 39 0 3)

Financial nsk management

The Group's treasury function provides a centralised service to the Group for funding, foreign exchange 1nterest rate management and
counterparty risk Treasury activities have the objective of mimimising nisk and treasury operations are conducted within a framework of

policies and guidehnes reviewed and authorised by the Board

The Group uses a number of dervative Instrumenits that are transacted, for risk management purposes only, by specialist treasury
personnel The use of financial nstruments, including dervatives, 1s permitted when approved by the Board, where the effect 1s to
minirmyse rnisk for the Group Speculative trading of derivatives or other financial instrurnents 1s not permitted There has been no

significant change dunng the financial year, or since the end of the year, to the types or scope of financial nsks faced by the Group
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Stock code BOY

18 Denvative financial instruments (continued}

Liquidity nsk

Liguidity nsk 1s defined as the nsk that the Group might not be able to settle or meet 1ts obligations on time or at a reascnable price
Liquidity nsk anses as a result of mismaiches between cash inflows and outflows from the business This nisk 1s monitored on a
centralised basis through regular cash flow forecasting, a three-year roliing strategic plan, an annual budget agreed by the Board sach
December and a quarterly re-forecast undertaken during the financral year Te mitigate the nisk the resulting forecast net debt/cash

1s measured against the hquidity headroom policy which, at the current net debt/cash levels, requires committed facilities (plus term
loans in excess of ane year} to exceed net debt by 50% (mimmum faciities of £100m)

As at 31 December 2012, the Group had revolving credit committed borrowing faciities of £226 4m (2011 £229 9m) which exceeded
net debt of £34 2m (2011 net cash of £0 im) by £192 2m (2011 £230 0m) The Group also uses uncommitted short-term bank faciites
to manage short-term liquidity but these facilities are excluded from the liquitity headroom policy The Group manages longerterm
bquidity through commutted bank facilimes and will, if appropriate, raise funds on capital markets As at 31 December 2012 the Group's
principal committed bank facilities have the following maturity dates

8 €125m Revolving Credit Facility 31 July 2013 (0 6 years)
B {£125m Revolving Credit Facility 31 August 2016 {3 7 years)
| $10m Letter of Credit Facility 31 August 2016 {3 7 years)

On 18 February 2013, the €125m Revolving Credit Facility maturing on 31 July 2013, was refinanced for the same amount, extending
the maturity to 1 March 2018, inereastng the weighted average iife of the commuited faclities at that date to 4 2 years

In addition, cash management pooling, netting and concentration techniques are used to mimimise borrowings As at 31 December
2012 the Greup had gross cash of £10 0m (2011 £18 1m)

Interest rate nsk

Interest rate nsk arises on borrowings and cash balances {and dernvative liabilities and assets) which are at floating interest rates
Changes in interest rates could have the effect of either increasing or decreasing the Group's net profit Under the Group’s interest
rate management policy, the interest rates on each of the Group’s major currency monetary assets and habiliies are managed to
achieve the desired mix of fixed and vanable rates for each major net currency exposure The major interest rate nisk 1s to UK rates but
exposures also exist 1o rates in the USA, Europe and Sweden Measurement of this interest rate nsk and its potential volatility to the
Group's reported financial performance 1s undertaken on a monthly basis and the Board uses this information to determine, from tme
to time, an appropriate mix of fixed and fioating rates

As at 31 Decemnber 2012, 2% of gross debt and 0% of gross cash were at fixed rates (2011 8% of gross debt, 0% of gross cash) The
average tenure of the fixed rate debt was 3 5 years (2011 3 6 years)

Currency nsk

Bodycote has operations in 26 countries and 1s therefore exposed to foreign exchange translation nsk when the profits and net assets
of these entities are consolidated into the Group accounts

Over 89% of the Group's sales are in currencies other than sterling {EUR 36%, USD 33% and SEK 7%} Cumulatively over the year,
sterling rates moved such that the sales for the year were £19 6m worse than if sales had been translated at the rates prevading in 201

it1s Group policy not to hedge exposure for the transtaton of reported profits

The Group's balance sheet translation policy 1 not to actively hedge currency net assets However, where appropnate, the Group
will still match centrally held currency borrowings to the net assets The Group principally borrows in sterling but also maintains debt
in US Dellar, Euro and Swedish Krona, consistent with the location of the Group's assets The Group recognises foreign exchange
movements in equity for the transtation of net investment hedging instruments and halances

Transaction foreign exchange exposures anse when entities within the Group enter into contracts to pay or receive funds in a currency
different from the functional currency of the enuty concerned It 1s Group policy to hedge exposure 1o cash transactions in foreign
currencies when a commitment anses, usually through the use of foreign exchange forward contracts Even though approximately
89% of the Group's sales are generated ouiside the UK the nature of the business is such that cross border sales and purchases are
imited and, other than interest, such exposures are immatenal for the Group

Market nsk sensitivity analysis

The Group has measured the estimated charge to the income statement and equity of either an instantanecus increase or decrease
of 1% {100 basis points} in market interest rates or a 10% strengthening or weakening in sterling against all other currencies from the
applicable rates as at 31 December 2012, for all financial instruments with all other vanables remaining constant This analysis is for
lustrative purposes only The sensitivity analysis excludes the impact of market risks on net post employment benefit obligations
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Notes to the consolidated financial statements continued
Year ended 31 December 2012

18

19

Derivative financial instruments {continued)

interest rate sensitivity
The interest rate sensitwvity analysis ts based on the following assumptions

| changes i market interest rates affect the interest income or expense of vanable nterest financial mstruments

W changes In market interest rates only affect the income statement n relaton to financial nstruments with fixed interest If these are
recogrised at therr farr value, and

W changes in market interest rates affect the farr value of denvative financial Instruments designated as hedging instruments

Under these assumptions, a one percentage point fall or nse in market interast rates for all currencies in which the Group has variable
net cash or net borrowings at 31 December 2072 would reduce or increase profit before tax by approxmately £0 4m (2011 £0 1m}
There 1s no significant iImpact on equrty

Currency sensitivity

Taking the 2012 sales by currency, a 10% weakeningfstrengthening in the 2012 cumulative average rates for all currencies versus
sterling would have given nse to a +£58 2m/-£476m movement i sales respectively The impact on headline operating profit 1s
affected by the mix of losses and profits n the vanous currencies However, taking the 2072 operating profit rmix, a 10% weakering/
strengthening In 2012 cumulative average rates for all currencies would have given rise to a +£11 1m/-£9 1m movement in headline
operating profit

Counterparty nsk

Counterparty nsk encompasses settlement nisk on denvative financial instruments and money market contracts and credit nsk on cash,
time deposits and money market funds The Group monitors its credit exposure to its counterparties via their credit ratings (where
applicable} and through its policy, thereby imiting 1ts exposure to any one party to ensure there 1s no significant concentration of credit
nisk Group policy 1s to enter into such transacuons only with counterparties with a long-tenn credit rating of A-/A3 or better However

acquired businesses occasionally have dealings with banks with lower credit ratings Business with such banks 1s moved as soon as
practicable

Deferred tax

The following are the major deferred tax liabilities and (assets) recognised by the Group and movements thereon during the current
and prior reporting periods

Accelerated Retirement
tax Tax banefit
depreciation {osses obligations Other Total
£m £m £m £m £m

At 1 January 2011 411 89} @1 {4 3) 248
Charge / (credit} to ncame 14 80 04 33 65
Credit to equity - - (05) 17 22
Transfers 29 (38 01 52 (16
Exchange differences 05 03 01 02) 03
Effect of change in tax rate

Income statement 04 - - 04 -
At January 2012 395 {4 4) 32 (47} 272
Charge / (credit) to income 28 (11 o7 (09) 01
Credit to equity - - 14 {10} i24)
Acquisition of subsidiaries - - - (02) (02}
Transfers {01} {0 8) 01 08 -
Exchange differences (15) 02 01 02 (10}
Effact of change in tax rate

Income statement {0 8] 04 - {02) {08
At 31 Decembear 2012 399 (587} (5 1 {8 0} 231

The following 1s the analys:s of the deferred tax balances for financial reporting purposes

2012 201

£m £m

Deferred tax habiities 56 4 795
Deferred tax assets (33 3) {52 3)
231 272

84  Bodycote plc annual report for the year ended 31 December 2012




19 Deferred tax (continued)

Other deferred tax assets relate to prowsions recognised in the financial statements that are not yet deductible for tax purposes, in
particular in relation to restructuning charges, share-based payments and local profit differences that are expected to reverse over tme

At the balance sheet date the Group has unused tax losses of £122 3m (2011 £183 1m) avallable for offset against future profits A
deferred tax asset has been recognised in respect of £18 7m (2011 £96 3m) of such losses, based on management forecasts of future
taxable profits against which the assets can be recovered in the relevant junsdictions No deferred tax asset has been recognised in
respect of the remaining £103 8m {2011 £86 8m) of such losses where there remans uncertairty over the tirmng of utihsation relating
to future profitability The majonty of losses may be carried forward indefinitely

20 Obligations under finance leases
Minimum lease Present value of
payments minmimum lease payments
2012 201 2012 201
£m fm £m £m
Amounts payable under finance leases
Within one year 02 03 02 02
In the second teo fifth years inclusive 03 05 03 05
05 08 05 07
Less future finance charges - 01
Present value of lease obligations 05 07
Analysed as
Amount due for settlement after 12 months 03 05
Amount due for settlement within 12 months {shown under current liabilities) 02 02
05 07

The present value of minimum lease payments 1s denominated In the follewing currencies

Sterling 04 056
US Dollar 01 01
Euro - 01

05 07

It 15 the Group's policy to lease certain of 1ts fixtures and equipment under finance leases The average lease term s 3 7 years For the
year ended 31 December 2012, the average effective borrowing rate was 8 0% (2011 78%) Interest rates are fixed at the contract
date All leases are on a fixed repayment basis and no arrangements have been entered into for conungent rental payments The fair
value of the Group's lease obligations approximates to their carrying amount

The Group's obhigations under finance leases are secured by the lessors’ rights over the leased assets

21  Other financial habilities

Trade and other payables

2012 20m
£m £m
Amounts falling due within one year

Trade creditors 352 398
Qther taxes and social security*® 183 166
QOther creditors 206 208
Accruals and deferred income 588 497
1329 126 9

Amounts falling due after more than one year
Qther creditors 41 45

* Other financial iabilities include other taxes and social security, which are not included as financial labihties n IFRS 7
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21

Other financial liabilities {continued}

Trade crediors and accruals principally comprise ameunts outstanding for trade purchases and ongoing costs The average credit
period taken for trade purchases as at 31 December 2012 15 45 days (2011 47 days)

The Directors consider that the carrying amount of trade payables approximates to their fair value
The following table details the Group's remaining contractual matunty for its financial habiliies The table has been drawn up based

on the undiscounted cash flows of financial liabilities based on the earliest date on which the Group can be required to pay The table
includes both interest and principal cash flows

Less than 1-2 2-5 5+
1 year years years years Total
202 2012 2012 2012 2012
£m £m £m £m £m
Non-interest bearing™ 1418 22 63 50 155 3
Finance lease liability 02 01 02 - 0s
Bank loans and overdrafts 438 01 01 02 44 2
Derivative financial instruments 37 - - - 37
1895 24 66 52 2037

Less than 1-2 2-5 B+
1 year years years years Total
20m 2011 20n 2011 201
fm fm £m £m £m
Non-interest beaning® 1375 34 52 73 16534
Finance lease liability 03 02 03 - 08
Bank loans and overdrafts 169 02 02 02 175
Derivative financial mstruments 13 34 - - 47
156 0 72 57 75 176 4

Of the £44 2m (2011 £175m) bank loan and overdraft outflows disclosed above, £nil (2011 £nil} and £33 5m (2011 £6 Om) of bank
loans are drawn under committed facilities maturing on 31 August 2016 and 31 July 2013 respectively The overdrafts are on-demand
and some are part of pooling arrangements, which include offsetting cash balances Of the £3 7m (2011 £4 7m) denvauve financial
instrument cutflows disclosed above, £3 6m (2011 £4 5r) are matched by dernvative cash inflows

* Non-interest bearing financial liabilties include other taxes and social security, which are not included as financial habiliies 1n IFRS 7
These are payable in less than one year

Provisions
Restructuring

Restructuring Environmental Environmental Total
£m £m £m £m
At 1 January 2012 62 93 65 220
Increase In provisien 45 - 12 57
Release of provision (17 {09) - {2 6)
Utbsation of prowision (4 4) (09) {0 6) (59)
Exchange difference (02) {04) {0 3) {0 9}
At 31 December 2012 44 71 68 18 3
Included In current liabilities 89
Included in non-current habilites 94

183

The restructuring provision relates to the remaining costs associsted with the closure of various Heat Treatment sites

The Group prowides for the costs of environmental remediation that have been denufied, either as part of acquisition due diligence,

or in other circumstances where remediation by the Group 1s required This provision 1s reviewed annuzlly and s separated into
Restructuring Environmental and Environmental to separately identfy environmental provisions relating to the restructuring programme
from those ansing 1n the ordinary course of business

The increase In restructuring provisions is due to the ongoing implementiation of the global restructunng initiatives In addition £2 4m
of recrgarisation and redundancy costs have been recognised in relation to the establishment of an accounting Shared Service Centre
in Prague

The majenty of cash outflows in respect of these habilities are expected to occur within 5 years
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24

Share capital

2012 201
£m £m

Issued and fully paid
191,424,088 (2011 191,263,667) ordinary shares of 17 3up each 331 330

Acquisition of businesses and subsidiaries
The Group made a number of acquisitions In the year, the most significant of which were as follows

On 31 March 2012 the Group acquired the trade and assets of the heat treatment business of Curtiss-Wright Corporation for a cash
consideration of £32 4m The acquisition was made to provide additional capacity and a broader customer base In key regions of North
Amenca The acquisiton gives the Group a major presencs In the strategically important aerospace industry hub in Wichita, Kansas,
Louisiana provides access to the oil & gas market, and the northern plants fit well with the Group s automotive and general indusiral
network, enhancing service to existing custemers and extending the geographic coverage

On 16 October 2012 the Group acquired the trade and assets of Carolina Commercial Heat Treating, together with an additional facility
in Southern Indiana, for a cash consideration of £41 4m This acquisition was completed to develop a footpnnt in the south eastern
USA, which continues to be amongst the mghest recipients of inward investment in North Amenca, with many domestic and overseas
corporations establishing busmesses and supply chains in the area

All transactions have been accounted for by the purchase method of accounting and are summarised below

Trade &
Heat assets of
Treatment Carolina
business of Commercial
Curtiss-Wright Heat Treating Total
Corporation LLC Other Group
£m fm £m £m
Fawr value of net assets acquired
Intangible fixed assets 104 138 35 277
Property, plant and equipment 85 98 37 220
Deferred tax asset - 02 - 02
Inventones - 01 01 02
Trade and other receivables 37 30 11 78
Trade and other payables (0 6} {16} (0 B) 27
220 253 79 552
Goodwill 04 161 30 295
Total consideration 324 414 109 847
Satisfred by
Cash consideration 324 414 109 847
Net cash outflow antsing on acquisitton
Cash consideration 324 414 09 847

The carrying value of inventories, trade and other receivables and trade and other payables approximates their fair value Fair values of
the acquired identifizble tangible and intangible assets are provisional, pending completion of the final valuations

The gross contractual value of trade and other receivables was £8 Om The best estimate at the acquisition dates of the contractual
cash flows not expected to be collected was £0 2m

The goodwili ansing on the acquisitions 1s attnbutable to the anucipated profitability of the Group's services in new markets and the
anticipated future operating synergies from the combination with the Group of each of the acquired businesses

Acquisition-related costs {reported in exceptional items) amounted to £2 bm

The acquired businesses contnbuted £22 4m revenue and £5 1m to the Group’s operating profit for the period between their dates of
acquisition and the halance sheet date

If the acquisition of all the businesses had been completed on the first day of the financial year, Group revenue for the year would have
been £620 9m and Group operating profit would have been £98 7m
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Notes to the consolidated financial statements continued

Year ended 31 December 2012

25 Notes to the cash flow statement

2012 201
£m £m
Profit for the year 670 560
Adjustments for
Investment revenue (02) o2
Finance costs 38 48
Taxation 228 198
Deprectation of property, plant and equipment 487 48 2
Amortisation of intangible assets 42 29
Loss on disposal of property, plant and equipment 01 07
Share-based payments 39 54
Impairment / (revarsal of impairment) of fixed assets 07 {+Iu}]
Impairment charge - 42
Negative gocdwill released to income - (08
Gain on disposal of businesses (2 4) -
EBITDA* 1486 1411
Increase in inventories {18} (28
Decrease / (increase) in receivables 03 (79)
Increase in payables 64 89
Decrease In provisions (28) {4 5)
Cash generated by operations 1507 134 8
Cash {outflow) / inflow from settlement of denvative financial Instruments {02) 03
Income taxes paid {19 3) (15 3)
Net cash from operatung activities 1312 119 8
* Earnings before interest, tax, depreciation, amortisation, imparrment and share-based payments
2012 2011
£m £m
Cash and cash equivalents comprise
Cash ancd bank balances 100 18 1
Bank overdrafts {included in borrowings) (8 4) {8 6}
16 95
26 Operating lease arrangements — the Group as lessae
2002 201
£m fm
Minimum lease payments under operating leases recognised as an expense 148 146
At the balance sheet date, the Group had outstanding commitments for future minimum lease payments under non-cancellable
operating leases, which fall due as follows
2012 201
£m £m
Within one year 108 w7
In the second to fifth years inclusive 229 211
After five years 150 150
487 46 8

Operating lease payments represent rentals payable by the Group for certain of its land and butldings, fixtures and fittngs and motor

vehicles
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27 Share-based payments

Equity-settled share option schemes
The Company operates twe share opuion schemes in relation to Group employees Options are exercisable at the middle market
closing price for the working day prior to the date of grant and are exercisable three years from the date of grant if stated performance

criteria have been met Options lapse If not exercised within ten years of the date of grant or If the participant leaves Group
employment

Details of the share options cutstanding during the year are as follows

Date of grant Option No of options outstanding
price In Exercise

pence penod 2012 20M

Sep-02 12576 20052012 - 53474

Sep-03 14727 2006-2013 32,084 139 031

32,084 192,505

Movements in share options are summarised as follows

Weighted Weighted

Number average Number average

of shares exercise of shares exercise

under pnce under price

aption 2012 cption 20

2012 pence 20N pence

Cutstanding at the beginning of the year 192,505 14125 685,951 165 18
Exercised during the year (160,421} 14010 (381,750) 17215
Expired dunng the year - - {111,696) 184 95
Outstanding and exercisable at the end of the year 32,084 14727 192,505 14125

The werghted average share price at the date of exercise for share options exercised duning the year was 140 10 pence The options
outstanding at 31 December 2012 had a weighted average exercise price of 147 27 pence, and a weighted average remaining
contractual life of 0 8 years The average share price durning the year was 369 8 pence

The inputs into the Black-Scholes model are as follows

2012 20Mm
Weighted average share price pence 1575 1575
Weighted average exercise price pence 1575 15756
Expecied volatility % 427 427
Expected lfe years 30 30
Risk-free rate % 40 40
Expected dividends % 43 43

Expected volatility was determined by calculating the histonical volatiity of the Group’s share price over the previous three years
The expected life used in the model has been adjusted, based on management's best estimate, for the effects of non-transferability,
exeraise resinctions, and behavioural considerations

Bodycote Incentive Plan (BIP)

The Company operates the BIP under which Executive Directors and seror executives recerved a conditional award of Bodycote shares
up to a maximurmn of 175% of base salary Vestings of awards are based upon two performance measures, over a three year period

Fifty per cent of the award 1s subject to a return on capital employed (ROCE) performance condition and fifty per cent of the award 15
subject to an earnings per share {(EPS} performance condition

In the event that threshold performance for both EPS and ROCE i1s not achieved none of the conditional awards will vest

Bodycote Co-investment Plan {CIP)

The CIP permits executives to invest in shares up to a value equivalent 10 40% of net basic salary The CIP provides for the grant of
awards of matching shares to participants on an annual basis in a maximum ratio of 1 1 to the gross investment made mn deferred
shares Deferred shares must be held far three years and matching shares are subject (0 an absolute Total Shareholder Return (TSR)
target The threshold target for CIP matching awards 1s TSR growth of not less than 4% per annum compound in excess of growth in
the Consumer Pnices Index (CP1) for a threshold matehing ratio of 1 2 Ten per cent per annum compound growth In excess of growth
in the CPl will be required for a vesting matching ratio of 11
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27 Share-based payments (continued}

28

29

The number of outstanding share awards Is as follows

BIP CIp BIP CIP

2012 2012 20m 20m

At 1 January 5,384,567 235,982 4,491,128 193,257
Granted dunng the year 1,002,056 77336 1,372,585 64,176
Exercised during the year (2,103,870} - - -
Expired duning the year {96,488) - (479,146) (21,451)
A1 31 December 4,186,265 313,318 5,384,567 235,982

Exercise Price = £nil
Fair value 15 calculated as the sharg price at the date of the award No exercise price is payable at vesting

The Inputs to the Mente Carlo Simulation model, used to determine the charge to the income statement for CIP are as follows

2012 2011
Weighted average share price pence 3698 3758
Weighted average exercise price pence ml nil
Expected volatiity % 500 500
Expected hife years 30 30
Risk-free rate % 40 40
Expected dividend yields % 23 23

The Group recegnised total expenses of £3 9m (2011 £5 4m) related to equity-settled share-based payment transactions

Related party transactions

Transactions between the Company and its subsidianes, which are related parties, have been eliminated on consolidation and are not
disclosed in this note

The remuneration of the Board of Directors, who are considered key management personnel of the Group, was as follows

2012 201

£m £m

Short-term employee benefits 18 19
Share-based payments 13 -
31 19

Further information about the remuneration of the individual directors 15 provided in the Board Report on Remuneration on pages
46 to 51

Retirement benefit schemes

Defined contnbution schemes

The Group operates defined contribution retirement benefit schemes for employees in the United Kingdom, France, Belgium, Brazil,
Canada, Italy and the United States of America The assets of the schemes are held separately from these of the Group in funds under
the control of trustees Where there are employees who leave the schemes prior te vesting fully in the contnbutions, the contributions
payable by the Group are reduced by the amount of forfeited contributions

The Group's employees in Denmark Finland, Sweden and the Netherlands are members of state-managed retirement benefit
schemes operated by the governments of each country The relevant subsidiaries are required to contrbute a specified percentage of
payroll costs to the retirement benefit schemes to fund the benefits The only cbligation of the Group with respect to these retirement
benefit schemes 15 to make the specified contnbutions

The total cost charged to income of £6 1m {2011 £4 5m) represents contnbutions payable to these schemes by the Group at rates
speaified 1n the rules of the plans As at 31 December 2012 contributions of £0 3m (2011 £0 4m) due in respect of the current
reporting period had not been paid over to the schemes
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29 Retiremeont benefit schemes (continued)

Defined benefit schemes

The Group operated a nurmber of pension schemes and provided leaving service benefits 1o certain employees dunng the year The
defined benefit obligation less farr value of assets at the end of the year and total expense recognised in the income statement are

summansed below as follows

2012 201
fm £m
UK Scheme (42) (18}
Non-UK Schemes (14 3) 117
(18 5) {13 5}
TJotal expense recognised in Income statement
2012 2011
£m fm
UK Scheme 12 09
Non-UK Schemes 11 13
23 22

Further details of the Group's defined benefit arrangements are given in the Finance Director’s report on pages 24 and 25

UK Scheme

The Company sponsors the Bodycote UK Pension Scheme which 1s a funded defined benefit arrangement for certain UK employees

The preliminary actuarial valuation of the scheme was carned out by a gualified independent actuary as at 6 Apnl 2011 and was updated

on an approximate basis to 31 December 2012

The contributions made by the employer over the financial year have been £15m, comprtsing £0 5m in respect of henefit accrual and
£10m in respect of deficit recovery and ongoing expense This leval of contribution 1s currently under review following the 6 Apnl 2071

trienmial vatuation of the Scheme

It1s the policy of the Group to recogrise all actuarial gains and losses in the year in which they occur outsids of the profit and loss

account and in other comprehensive income

Reconciliation of opening and closing balances of the present value of the defined benefit obhigation

2012 2011
£m £m
Defined banefit obligation at start of year §22 758
Current service cost 06 08
Interest cost 39 41
Contnbutions by plan partcipants 02 03
Actuanal loss 27 72
Benefits paid, death in service insurance premiums and expenses {4 0) {6 0)
Defined benefit obligatton at end of year 856 822
Reconciliation of opening and closing balances of the fair value of plan assets
2012 20m
£fm £m
Fair value of assets at start of yvear 804 752
Expected return on assets 33 40
Actuanal {loss) / gain {01) 56
Contributions by employer 15 11
Contributions by plan participants 02 03
Age related rebate 01 02
Benefits paid, death in service insurance premiums and expenses {4 0) {6 0}
Fair value of assets at end of year 814 80 4

Stock code BQY www bodycote com

Business review

Governance

Financial statements

Additional information



22

Notes to the consolidated financial statements continued

Year ended 31 December 2012

29 Retiroment benefit schemas [continued)

Total expense recognised in the income statement

2012 2011

£m fm

Current service cost 06 08
Interest on pension scheme habities 39 41
Expected return on pension scheme assets (3 3) 40
Total expenses 12 09

Of the total expenses for the year £0 6m (2011 £0 8m) has been included in cost of sales and overheads and the remaining £0 8m
{2011 £0 1m) has been included in finance costs

The cumulative amount of actuarial losses recognised in other comprehensive Income since adoption of IAS 1215 £14 2m

Assets
2012 2011 2010
£m £m £m
Equities {including property} 107 271 3272
Bonds (including gitts} 476 479 381
Cash 01 10 Q2
Hedge funds - 44 47
Diversified growth funds 230 - -
B14 804 752

None of the fair value of the assets shown above include any of the Group’s own financial instruments or any property occupied by or
other assets used by, the Group

Expected long-term rates of retum
The expected long-term return on cash 15 equal to bank base rate at the balance sheet date The expected return on bonds 1s
determined by reference to UK long dated gilt and bond yields at the balance sheet date The expected rates of return on equines and

property have been determined by setting an appropriate nsk premium above gitvbond yields having regard to market conditions at the
balance sheet date

The expected long-term rates of return are as follows

2012 201 2010

% per annum % per annum % per annum

Equities 58 54 69
Bonds 37 38 49
Hedge funds - 54 69
Cash 05 05 05
Diversified growth funds 53 - -
Overall for scheme 44 44 58

Actual retumn on plan assets
The actual return an the plan assets for the year ended 31 December 2012 was 4 1% (2011 13 5%)
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29 Retirement benefit schemes (continued)

Assumptions

2012 201 2010

% per annum % per annum % per annum

RPI inflation 310 325 365

CPl inflation 260 275 315

Salary increases 300 300 300

Rate of discount 450 475 550

Allowance for pensicn In payment increases of RPlor 5% p a if less 337 358* 3565

Allowance for pension in payment increases of RPl or 3% pa If less 234 2862 275

Allowance for revaluation of deferred pensions 260 275 315

* CPI minimum 3%, maximum 5% for 2012 and 2011
S1PxAYoB S1PxAYoB

CMI 2010 15% CMI 2010 PA 92YoB

Mortality — current pensioners long term 15% long MC, 1%

trend term trend underpin

Actuarial 1ables used 2012 201 2010

life expectancy for members currently aged 65 227 227 225

S1PxAYoB S1PxAYoB

CMI 2010 15% CMI 2010 PA 92 YoB

Mortality - future pensioners iong term 15% long MC, 1%

trend term trend underpin

Actuanal tables used 2012 2011 2010

Life expectancy at age 85 for members currently aged 40 256 256 240
Present value of defined henefit obligations, fair value of assets and deficit

2012 201 2010

£m f£rn £m

Present value of defined benefit obligation 856 822 758

Fair value of plan assets {81 4) {80 4) {75 2}

Deficit in the scheme 42 18 06

As all actuanal gains and losses are recognised, the deficit shown above at 31 December 2012 1s that recogrised in the balance sheet

The best estimate of contributions to be paid into the plan for the year ending 31 December 201315 £12m

Amounts for the current and previous four years

2012 201 2010 2009 2008

£m £m £m £m £m

Fair value of assets (814} {80 4) 752 {69 9) 63 0}
Present value of defined benefit obligation 856 822 758 736 637
Deficit in the scheme 42 18 06 37 07
Loss from expenence adjustment on plan liabiines - 77 - ©4)
(Loss)/gain from expernence adjustment on plan assets {01} 57 23 45 (107
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Notes to the consolidated financial statements continued

Year ended 31 December 2012

29 Retirement benefit schemas {continued)

Impact of changes to assumptions

The impact of changes to certain assumptions on the current deficit and the 2013 charge to the income statement on the UK scheme

15 shown in the table below

Impact on

current

deficit

£m

Change in discount rate by 0 25% (decrease in rate increases liabihty) 40

Change in inflation assumption by 0 25% {increase in rate increases liability) 13
Change in mortality assumption from S1PxA CMI 2010 1 5% long term trend rate to S1PxA CMI 2011 15%

long term trend rate (change increases liability) 02

Change in the value of equities by 5% (decrease increases liability) 05

Change in the expected return on equites assumption by 0 25% -

Impact on
2013 charge
to income
statament
£m

02

01

Combined non-UK disclosures
The Group cperates schemes in the USA, Brazi and conunental Europe

in Europe the Group operates defined benefit pension, post retirement and long-service arrangements for certain employees 1n France,

Germany, ltaly, Turkey (all of which are unfunded}, Switzerland and Liechtenstein

Reconciliation of opening and closing balances of the present value of the defined benefit obligation

2012 20N

£m £m

Defined benefit obligation at start of year 220 220
Current service cost 05 06
Interest cost 08 10
Actuanal loss 29 06
Benefits paid, death in service insurance premiums and expenses {16) 17
Curtailments 01 -
Employee contributions 01 02
Acquisitions - 01
Exchange rate gain 07) {08
Defined benefit obhigation at end of year 239 220

Reconciliation of opening and closing balances of the fair value of plan assets

2012 201

£m £m

Fair value of assets at start of year 87 104
Expected return on assets 02 04
Actuaral gain / {loss) 04 o2
Contrnbunons by employer 02 04
Contributrons by employees 01 02
Benefits patd, death In service insurance premiums and expenses {12) 13
Settlements o -
Exchange rate loss (03) (0 2}
Fair value of assets at end of year 90 97
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29 Retirement benefit schemes {continued)

Totzl expense recognised in the income statement

2012 20m

£m £m

Current service cost 05 06
Intergst on pension scheme habilities 08 10
Expected return on pension scheme assets {0 2) 044
Curtallments (0 1) -
Settlements 01 -
Acquisitions - 01
Total expenses 11 13

The cumulative amount of actuanal losses recognised in the Consclidated Statement of Comprehensive Income since adoption of

1AS 1915 £19m
Assets
2012 2011 2010
fm f£m Em
Equities 12 11 11
Bonds 03 05 06
Cash 14 14 13
Insurance contracis — Brazil - 02 12
Insurance contracts — Switzerland and Liechtenstein 61 65 62
90 97 04

Nore of the fair values of the assets shown above include any of the Group's own financial instruments or any property occupied by, or
other assets used by, the Group

Expected long-term rates of retum

The expected long-term return on assets varies by country and each reflect the respective expected future market rates or returns on

assets underlying insurance contracts where relevant

Aciual returmn on plan assats

The actual return on the plan assets for the year ending 31 December 2012 was 11% (2011 00%)

Assumptions for 2012

Salary Rate Pension

increases  of discount Inflation INcreases

% per annum % per annum % per annum % per annum

USA nfa 425 n/a n/a

Braz| 659 870 4 50 n/a

France 300 300 200 nfa

Germany 250 269 nfa 176

Italy n/a 277 200 nfa

Turkey n/a 300 500 nfa

Liechtenstein 250 180 nfa nfa

Switzerland 300 180 n/a n/a
Present value of defined benefit obligations, fair value of assets and deficit

2012 201 2010

fm Em £m

Present value of defined benefit obligation 239 220 220

Fair value of plan assets (90) {97) (10 4}

Deficit in the scheme 149 123 1ne

Unrecognised prior service cost 0 6) {0 6} {0 6}

Net lability recognised in the balance sheet 143 17 10

As all actuarial gains and losses are recognised, the net liability shown above at 31 December 201215 that recognised in the

balance sheet
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Notes to the consolidated financial statements continued

Year ended 31 December 2012

29 Retirement benefit schemes {continued}

Amounts for the current and previous four years

2012 201 2010 2009 2008

£m £m £m £m £m

Fawr value of assets [1-11} 7 {(104) 85 B 4)
Present value of defined benefit obligation 239 220 220 198 226
Deficit in the scheme 149 123 116 113 14 2
Gain/(loss) from expenence adjustment on plan habilities 04 01 05 {03) 37
Gainf{loss) from expenence adjustment on plan assets 04 02 11 06 29
Loss from effects of changing assumptions {3 3) (0 6) {0 5) 07) {0 5)

The only funded plans are those operated in USA, Brazil, Switzerland and Liechtenstein The best estimate of contributions to be paid

into the plans for the year ending 31 December 2013 1s £0 4m
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Five year summary

2012 20m 2010 2009 2008
Em Em £m Em fm

Revenue
Existing operattons 5878 5707 499 8 435 4 5518
Discontinued operations - - - - 164 ©
Revenue - continuing and discontinued operations 5878 5707 499 8 435 4 716 7
Profit for continuing and discontinued operations
Headline operating profit 979 855 521 80 917
Amortisaticn and imparment of goodwill and intangible fixed
assets {20} {09) ©9) (32 8) 33 8)
Impairment charge - (4 2) - - (12 1)
Profit on disposal of investment 24 - - - -
Acquisition costs {25) - - - -
Major facility closure costs {2 4) - - {25 4) {778)
Profit on disposal of operations - - _ - 199 3
Profit / {lass) before interest and tax 934 804 512 (60 2} 1675
Net interest payable {3 6) {4 6} {60} 43} (10 0)
Profit / {loss) before taxation 898 758 452 {54 b} 1575
Taxation {22 8) (19 8} {175} 34 6 B)
Profit / (loss) after taxation 670 56 0 277 (51 1) 150 7
Non-controlling interests {01) (02) {01} 10 0 9)
Profit / {loss) attnbutable to the equity hoiders of the parent 669 568 276 {50 1) 148 8
Headline sarrungs per share {pence} 374 327 183 04 175
Dividends per share (pence) 123 109 87 83 83
Assets employed
Intangible fixed assets 166 8 11156 N8 1 188 i54 4
Tangible fixed assets 4487 4439 458 0 4618 5333
Other assets and habiities (76 9) (72 5} (74 0) {72 5) (126 1}

5386 4825 502 1 508 1 5616
Financed by
Share capital 331 330 328 325 324
Reserves 469 9 448 3 4163 3878 459 6
Shareholders’ funds 5030 4813 449 1 4203 492 0
Non-controlling interests 14 13 17 23 49
Net borrowings / (cash} 342 on 513 855 64 7
Capital employed 5386 482 5 5021 508 1 5616
Net assets per share (pence) 2628 2516 2365 2234 2624
Retum on capital employed {%)
Headline operating profit {continuing and discontinued operations)
divided by monthly average capital employed 195 18689 101 15 126
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Independent auditor’s report

To the Members of Bodycote plc

We have audited the parent company financial statements of Bodycote plc for the year ended 31 December 2012, which comprise the
Parent Cormpany Balance Sheet, the Company Accounting Policies and the related notes 1 to 11 The financial reporting framework that
has been applied in therr preparation s applicable law and United Kingdom Accounting Standards (Urnited Kingdom Generally Accepted
Accounting Pracuce)

This report 1s made solely to the Company’s members, as a body, In accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we might state 10 the Company’s members those matters we are required to state 1o them
i an auditar's report and for no other purpose To the fullest extent permitted by law we do not accept of assume responsibiity to anyone
other than the Company and the Company’s members as a body for our audrt work, for this repert, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully In the Directors’ Responsibilties Statement, the Directors are responsible for the preparation of the parent

company financial statements and for being satisfied that they give a true and fair view Qur responsibility Is 1o audit and express an opinion :
on the parent company financial statements n accordance with applicable law and (nternational Standards on Auditing (UK and Ireland}

Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors i

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 maternial misstatement, whether caused by fraud or error This includes an assessment of
whether the accounting policies are approprate to 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 In addition, we read all the financiat and non-finangial Information in the annual report to identfy matenal inconsistencies

with the audited financial statements If we become aware of any apparent material misstatements or inconsistencies we consider the
implications for our report

Opinion on financial statements

In cur opinion the parent company financial statements

W give a true and fair view of the state of the Company’s affairs as at 31 December 2012,

W have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and

W have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescnbed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial statements are prepared 1s
consistent with the parent company 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 1o report to you 1if, in our opinion

B adeguate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from
branches not visited by us, or

B the parent company financial statements to be audited are not in agreement with the accounting records and returns, or
B disclosures of directors’ remuneration specified by law are not made, or

® we have not received all the information and explanations we require for our audit

Other matter
We have reported separately on the Group financial statements of Bodycote plc for the year ended 31 December 2012 and the information
in the Board Report on Remuneration that 1s described as having been audited

NI

Nicola Mitchell (Senior Statutory Auditor)
for and on behalf of Delotte LLP

Chartered Accountants and Statutory Auditor
Manchester, UK

27 February 2013
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Company balance sheet

At 31 December 2012

2012 201t
Note £m £m
Fixed assets
Tangible fixed assets 2 46 35
Investments 3 3332 4012
3978 4047
Current assets
Debtors
- due within one year 4 157 71
- due after one year 4 79 355
Cash at bank and in hand 03 13
235 439
Current habilities
Creditors Amounts falling due within one year s {12 5) {10 1}
Net current assets 14 328
Total assets less current habilities 409 2 4385
Crediters Amounts falling due after more than one year 5 {54) {0 4)
Net assets 403 8 4381
Capital and reserves
Called-up share capital ~ 7 331 330
Share prermium account 7 1771 1769
QOther raserves 7 1296 1354
Profit and loss account 7 640 928
Shareholders’ funds 403 8 438 1

The financial staterments of Bodycote ple, registered number 519057 were approved by the Board of Directors and authonsed for 1ssue on

27 February 2013 They were signed on its behalf by

S C Harns
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Company accounting policies

Accounting convention

The financiat statements have been prepared under the historical cost convention and In accordance waith applicable law and Urited
Kingdom accounting standards The principal accounting policies are summansed below They have all been applied consistently throughout
the year and the preceding year in dealing with items that are considered matenal in relation to the Company's financial statements In
accordance with Section 408 of the Companies Act 2006 & separate profit and loss account dealing with the results of the Company has
not been presented

Going concem

The Directors have, at the time of approving the finarcial statements, a reasonable expectation that the Company has adequate resources
te continue In operational existence for the foreseeable futurs Thus they continue to adopt the going concern basis of accounting in
prepanng the financial statements Further detail 1s contained in the Finance Director's report on page 25

Investments
Investments are held at cost less provision for mparrment

Foreign currencies

Transactions In currencies other than pounds sterling are recorded at the rates of exchange prevailing on the dates of the transactions At
each balance sheet date, monetary assets and liabilities that are deneminated in foreign currencies are retranslated at the rates prevailing
on the balance sheet date Non-monetary items that are measured in terms of histarical cost in a fareign currency are not retranslated
Gains and losses ansing on retranslation are included in net profit or loss for the penod

Pension costs

For defined benefit and defined contribution schemes, ithe amount charged 1o the profit and loss account 1n respect of pension costs 1s the
contnibutions payable n the year For further detalls see note 29

Leases

Assets held under finance teases and other similar contracts, which confer nghts and obligations similar to those attached to owned assets
are capitalised as tangible fixed assets and are depreciated over the shorter of the lease terms and their useful lives The capital elements
of future lease cbligations are recarded as labiities while the interest elements are charged to the profit and loss account over the period
of the lease 1o produce a constant rate of charge on the balance of capital repayments outstanding Hire purchase transactions are dealt
with similarly, except that assets are depreciated over their useful lives

Rental costs under operating leases are charged to the profit and loss account on a strasght-line basis over the period of the lease

The Company as lessor

Amounts due from lessees under finance leases are recorded as receivables at the amount of the Company's net investment in the leases
Finance lease income 1s allocated to accounting periods s¢ as 10 reflect a constant penodic rate of return on the Company’s net investment
outstanding in respect of the leases

Tangible fixed assets

Tangible fixed assets are stated at cost net of deprecianon and any provision for imparment Depreciation 1s provided on a straight-ine
basis, 10 reduce the carrying value to the estimated residual value at the point of sale, at the following annual rates

Fixtures and fittings 10% to 20%
Software 20% 10 33%

Residual value 1s calculated on prices prevailing at the date of acquisition

Taxation

Current UK corporation tax and foreign tax 1s provided at amounts expected 1o be paid (or recovered) using the tax rates and laws that have
been enacted or substantively enacted by the balance sheet date

Deferred tax 1s recogrused in respect of all uming differences that have onginated but not reversed at the balance sheet date where
transactions or events that result in an cbhigation to pay more tax In the future or a nght to pay less tax in the future have occurred at the
balance sheet date Timing differences are differences between the Company's taxable profits and its results as stated n the financial
statements that arise from the inclusion of gains and lossas in tax assessments i perods different from those in which they are
recognised in the financial statements

A net deferred tax asset 1s regarded as recoverable and therefore recogrised only when, on the basis of all available evidence It can
be regarded as more likely than not that there will be suitable taxable profits from which the future reversal of the underlying tming
differences can be deducted

Deferred tax 13 measured at the average tax rates that are expecied to apply in the penods i which the yming diffarences are expected to
reverse based on tax rates and laws that have been enacted or substantively enacted by the balance sheet date Deferred tax 15 measured
on a discounted basis to reflect the tme value of money over the period between the balance sheet date and the dates on which 1t 1s
estimated that the underlying uming differences will reverse The discount rates used reflect the post-tax yelds 1o matunty that can be
obtained on government bonds with similar maturity dates and cusrencies to those of the deferred tax assets or liabilities

Bodycote plc annual report for the year ended 31 December 2012




Related party transactions

The Company has taken advantage of the exemption contained in FRS B 'Related Party Transactons not 1o disclose transactions or
balances with wholly-owned entities of the Group

Share-based payments
The Company has applied the requirements of FRS 20 'Share-based Payment’

The Company 1ssues equity-settled share-based payments to certain employees Equity-settled share-based payments are measured at far
value at the date of grant The fair value determined at the grant date of the equity-settled share-based payments 1s expensed on a straight-
line basis over the vesting period At each balance sheet date, the Company revises its estimate of the number of equity instruments
expected to vest as a result of the effect of non-market based vesting condiions The iImpact of the revision of the onginal estimates, i
any, 1s recognised n profit ar loss such that the cumulative expense reflects the revised estimates with a corresponding adjustment to the
equity-settled employee benefits reserve

Stock code BOY www bodycote com

10

Business review

Governance

Financial statements

Additional information



102

Year ended 31 December 2012

1 Loss for the year
Bodycote plc reported a loss for the financial year ended 31 December 2012 of £76m {2011 loss £10 0m)
The auditor's remuneration for audit and other services 1s disclosed in note 3 to the consolidated financial statements
Disclosure of individual directors remuneration, share interests, share options, long term incentive schemes, pension contriputions
and pension entitlements required by the Companies Act 2006 and those specified far audit by the Listing Rules of the Financial
Services Authenty are shown in the tables in the Board Report on Remuneration on pages 46 to 51 and form part of these financial

statements

2 Tangible fixed assets

Fixtures and
fittings Software Total

£m £m £m
Cost
At 1 January 2012 08 54 62
Additions - 30 30
Disposals - (01) {01
At 31 December 2012 08 83 91
Depreciation
At 1 January 2012 0z 25 27
Charge for the year 01 17 18
At 31 December 2012 03 42 45
Net book value
At 31 December 2012 05 41 46
At 31 December 2011 06 29 35

3 Investmants
Sundry
Shares Investments Total

£m £m £m
Cost
At 1 January 2012 4075 08 408 3
Acquisitions 03 - 03
Disposals {78) {02) 80
At 31 December 2012 4000 06 400 6
Provision for impairment
At 1 January 2012 71 - 1
Provision in the year 03 - 03
At 31 December 2012 714 - 74
Net book value
At 31 December 2012 3926 06 3932
At 31 December 2011 400 4 08 4012

The sundry investments relate to the Bodycote Investment Incentive Plan, as explained in the Board Report on Remuneration

Detalls of principal subsichary undertakings of the Company are shown on pages 105 and 106
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Debtors

2012 201N
£m £m
Amounts falling due within one year
Amounts owed by subsidiary undertakings 16 08
Corporation tax recoverable 59 34
Deferred 1axaton (note 6) 14 18
Other debtors and prepayments 68 11
157 71
Amounts falling due after more than one year
Amounts owed by subsidiary undertakings 75 348
Qther debtors 04 07
79 355
236 428
Creditors
2012 2o
£m £m
Amounts falling due within one year
Trade creditors 10 07
Amounts owed to subsidiary undertakings 01 01
Other taxes and social security 08 02
QOther creditors 23 30
Accruzls and deferred income 83 61
125 101
Amounts falling due after more than one year
Amounts owed to subsidiary undertekings 54 04
Deferred tax asset
£m
At 1 January 2012 18
Profit and loss charge 04
At 31 December 2012 14
2012 2011
£m £m
Deferred tax i1s recognised as follows
Tax losses - 04
Other tming differences 14 14
Deferred tax asset 14 18
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Notes to the company financial statements continued
Year ended 31 December 2012

7  Capital and reserves

Share capital
Ordinary shares (allotted, called-up and fully paid)

Number of
shares £m
At 1 January 2012 191,263,667 330
Allotted in the year 160,421 g1
At 31 December 2012 191,424,088 331

Details of share options in1ssue on the Company's share capital and share-based payments are set out in note 27 10 the consolidated
financial statements

Reserves
Share
premium Other Profit and
account reserves loss account Total
£m £m £m £fm

At 1 January 2012 176 9 1354 928 405 1

Dividends paid - - (213} (213}
Loss for the year - - {75) (75)
Premium ansing on issue of equity shares (net of expenses) 02 - - 02

Share-based payments - 39 - 39
Acquisition of own shares - {110 - (110)
Settlement of share options - 13 - 13

At 31 December 2012 1771 129 6 64 0 3707

The other reserves are stated after deducting £113m {2011 £6 7m) relating to shares held in the Bodycote International Employee
Benefit Trust The Bodycote !nternaticnal Employee Benefit Trust holds Bodycote ple shares and satisfies awards made under various
employee incentive schemes when 1ssuance of new shares 1s not appropnate

At 31 December 2012 4,373,136 (2011 5,089,830) ordinary shares of 17 3fup each were held by the Bodycote International Employee
Benefit Trust and, following recommendations by the employer, are provisionally allocated to satisfy awards under employee incentive
schemes The trust waives payment of divdend The market value of these shares was £19 8m (2011 £13 4m)

Included in other reserves 1s the capital redemption raserve of £129 4m (2011 £129 4m}

8 Contingent habilities

The Company has guaranteed bank overdrafts, loans and letters of credit of certain subsidiary undertakings amounting to £472m
(2011 £3886m)

9 Financial commitments
Annual commitments under non-cancellable operating leases are as follows

2012 201

£m £m

Within one year 03 03
'n the second to fifth years inclusive 08 08
After five years g1 03
12 14

Operating lease payments represent rentals payable by the Company for its land and buldings

10 Pension commitments
The Company participates in a Group defined benetit scheme, the detaits of which are disclosed in note 29 to the consolidated financial
statements However, the Company i1s unable to identfy its share of the underlying assets and llabilities and has therefore accounted
for the scheme as If it were a defined contnbution scheme Full disclosures congcerning the scheme as required by |AS 19 are set cutin
note 29 to the consolidated financial statements These also sausfy the requirements of FRS17 ‘Retirement Benefits’

The contributions made by the Company over the financial year to both the defined contribution and the defined benefit schemes
amounted to £0 2m (2011 £0 4m}jand £0 1m (2011 £0 1m) respectively As at 31 December 2012, contributions of £ril {2011 £0 1m)
due in respect of the current reporting period had not been paid over to the schemes

11 Related party transactions
During the current and pror year, the Company has not entered into any transactions with related parties who are not whoily-owned
members of the Groug
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Principal subsidiary undertakings

Country of
Company name Plants Incorporation
Bodycote Heat Treatments Limited* Cambnidge, Chard Coventry, Derby, Gllingham, England
Great Barr, Hazel Grove, Macclesfield, Rotherham,
Skelmersdale, Sullington and Woodford
Bodycote Hardiff GmbH Landsberg Germany
Bodycote Warmebehandlung GmbH Ebersbach, Eching, Essen, Esslingen, Karben, Germany
Korntal, Langenfeld, Langenselbold, Ludenscheid,
Menden, Nurnberg, Otiarfing, Remscheid, Sormmerda,
Sprockhovel and Wehingen
Nitrion GmbH Nitriding Technology and Equipment Otterfing Germany
Bodycote Hardingscentrum BY Diemen, Hengele, Tilburg and Venlo Netherlands
Bodycote Hardiff BV Apeldoomn Netherlands
Bodycote Varmebehandling AB Goteborg, Hudiksvall, Karlskoga, Malmo, Mora, Sweden
Stockholm, Varnamo and Vasteras
Bodycote SAS Ambazac, Armiens, Beaugency, Billy-Berclau, Cernay, France
Chanteloup les Vignes, Chassieu, Conde sur Norreau,
Duttlenheim, Gemenos Lagny sur Marne La Monnere
Le Montel, La Talauchére, Le Subdray, Neullly en Thelle,
Nogent, Pusignan, Serres Castet, St Aubin les Elbeuf,
St Nicolas dAliermont, St Rémy en Mauges, Villaz and
Voreppe
Technigues Metallurgiques Avancees SAS Metz-Tessy France
Nitruvid SAS Argenteull France
Bodycote Belgium SA Brussels Belgium
Bodycote Lampokasittely Oy Pieksamaki, Tampere Veasa and Vantaa Finland
Bodycote Varmebehandling A/S E|by and Herlev Denmark
Bodycote Itaha Srl Gargonzola Italy
Bodycote Trattamenti Termict SPA Flero, Madone and Rodengo Italy
Bodycote Austna GmbH Kapfenberg, Marchtrenk and Vienna Austna
Bodycote Rheintal Warmebehandlung AG Schaan Liechtenstein
Bodycote Schweiz Warmebehandlung AG Urdorf Switzerland
Bodycote HT Sro Brno, Krnov, Liberec, Plzen and Prague Czach
Republic
Bodycote Polska Spz oo Chelmno, Czestochowa Swigbodzin, Warsaw and Poland
Zabrze
Bodycote Tratamente Termice SRL Brasov and Cugir Romania
Bodycote Hokezelo KFT Budapest Hungary
Bodycote Istas Isil Islem Sanayi ve Ticaret AS (60% owned) ¥  Ankara Bursa Istanbul and lzmir Turkey
Bodycote Thermal Processing, Inc Athens AL, Fremont, Huntington Park, Rancho USA
Dominguez, Santa Fe Springs, Vernan Westmimster CA,
Berlin, South Windsar, Suffield, Waterbury CT, Conyers
GA, Melrose Park IL Elkhart Fort Wayne, Greensburg,
Indiarapohs IN, Wichita KS, Lafayette LA, Ipswich,
Worcester MA, Canton, Grand Rapids, Holland, Livoria
M, Eden Praine MN, Lumberton, Reidsville NC, Laconia
NH, Roselle NJ, Rochester NY, Cincinnatl, Cleveland,
Columbus, London OH, Oklahoma City, Tulsa OK, York
PA, Fountain Inn SC, Morrnstown TN, Arlington, Houston
Fort Worth TX, Sturtevant and New Berlin W
Bodycote Thermal Processing Canada Inc Kitchener and Newmarket ON Canada
Bodycote Thermal Processing Mexico Limited Guaymas and Silao, Mexico England
Bodycote Brasimet Processamento Termico Ltda Campinas, Joinville, Jundiai and Sao Leopoldo Brazl
Bodycote Wuxi Technology Co Limited Wiuxi China
Bodycote (Ningbo} Heat Treatment Co Limited Ningbo China
Bodycote (Jinan) Heat Treatments Technology Co Limited Jinan China
Bodycote Metallurgical Services India Pvt Limited Ranjangaon India

Stock code BOY

www bodycote com

105

Business review

Governance

Financial statements

Additional information



Principal subsidiary undertakings continued

Thermal Processing — Hot Isostatic Prassing

Country of
Company name Plants Incomporation
Bodycote H I P Ltd* Chesterfield and Hereford England
Bodycote IMT tnc Princeton KY, Andover MA, LLonden OH and Camas WA USA
Bodycote HellR-Isostatisches Pressen GmbH Haag Germany
Bodycote Hot Isostatic Processing NV Sint-Niklaas Belgium
Bodycote Japan K K Nagoya Japan
Bodycote SAS Magny-Cours France
Bodycote Hot Isostatic Pressing AB Surahammar Sweden
Thermal Processing — Surface Engineenng

Country of
Company name Plants Incomporation
Bodycote Surface Technology Limited* Knowsley, Newport Neath, Skelmersdale, Stonehouse, England

Wolverhampton and Dubai

Bodycote K-Tech, Inc Hot Springs AR USA
Bodycote Ythehandling AB Katrineholm, Karlstad, and Vastra Frolunda Sweden
Bodycote Singapore Pte Ltd Singapore Singapore

Except where stated, these companies are wholly owned subsidiaries and have only one class of 1ssued shares Subsidianies marked *
are held directly by Bodycote plc Entities marked # have been treated as subsidiary undertakings 1n the financial statements because the
Group exercises control over these entites
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Shareholder enquiries

Enguines on the folfowing administrative matters can be addressed to the Company's registrars at The Registry, 34 Beckenham Road, Beckenham,
Kent BR3 4TU Telephone 0871 664 0300 (calls to 0871 numbers cost 10p per minute plus network extras — ines are open 8 30am until 5 30pm,
Monday to Fnday) or +44 (0)208 639 3399, Fax +44 {0)1484 600911, and email ssd@capitaregisttars com

Change of address
Lost share certificates or dwidend cheques

[ ]
]
B Dividend mandates
]

Amalgamation of holdings

Forms for some of these matters can be downloaded from the registrars’ website at www capitaregistrars com/shareholder Shareholders can
easily access and maintain their shareholding online by registenng at wwaw capitashareportal com To register shareholders wall require their
investor code, which can be located on a share ceruificate or tax voucher

Share dealing service

Information on a low cost share desling service offered by our registrar i1s available from Capita on 0871 664 0348 (calls cost 10p per minute plus
network extras, lines are open Bam to 4 30pm Monday to Fnday) For the online service, Capita’s commission rates are 1% of the value of the
deal {(minimum £20 00, maximum £100 00) and for the telephone service, Capita's commuission rates are 150% of the value of the deal {minmum
£2750, maximum £150 00)

Dividend reinvestment plan (DRIP}

This plan allows you to use your dividends to buy further shares in Bodycote ple For any shareholders who wish to re-nvest dvidend payments
in the Company, a facility i1s prowided by Capita IRG Trustees Lid in conjuncuion with Capita Registrars Under this facility, cash dividends are used
to purchase additional shares Shares are bought on the dividend payment date at the current market price Any cash left over which 1s insufficient
1o purchase a whole share will be camed forward and held without interest, in a Client Money bank account Any shareholder requinng further
information sheuld contact Capita on 0871 664 0300 (Calls cost 10p per minute plus any network extras from within the UK, lines are open from
9am to 5 30 pm Monday to Fnday), if calling from overseas +44 (0)208 639 3393 Fax 0208 639 1023 Emal shares@capitaregistrars com or visit
WWW capitaregistrars com

Overseas shareholders

Capita are now able to provide you with a service that will convert your sterling dvidends into your local curency at 8 competitive rate You can
choose to recaive payment directly Into your bank account, or you ¢an be sent a draft in your local currency Further details are avaltable from
Capita Registrars, Freepost BLYX-GZTU-KRRG, SAS The Registry, 34 Beckenham Road, Beckenham, Kent BR3 9ZA., telephone UK

0871 664 0385 (Calls cost 10 pence per minute plus network extras, Ines are open from 9 00am to 5 30pm Mon - Fri} or +44 20 8639 3405 (from
outside the UK) or by logging on to www international capitaregistrars com

Duplicate share register accounts

If you are receiving more than ane copy of our report, it may be that your shares ars registered in two of more accounts on our register of
members If that was not your intentien you might consider merging them into one single entry Please contact Caprta who will be pleased to
carry out your Instructions

Shareholder analysis
Analysis of share register as at 14 February 2013

Number of Number of

Holding range Shareholders % shares %
1 tc 1,000 1,000 421 427749 03
1,001 10 10,000 978 410 3,069 080 16
10,001 to 100,000 256 107 8,460,550 44
100 001 to 500,000 88 37 20,496,408 07
500,001 and over 80 25 158,970,301 830
2,382 1000 191,424,088 1000

% of % of total

Type of shareholders Shareholders sharas
Directors’ interests 03 02
Major institutional and corporate holdings 277 973
Other shareholdings 720 25
1000 1000

As at 27 February 2013 the following voung nghts in the Company had been notified tn accordance with the Disclosure and Transparency Rules

Number of
Type of shareholders shares %
Standard Life Investments Ltd 26,961,182 1394
Schroders ple 12 893,055 762
Aberforth Partners LLP 9,427581 497
Baillhe Gifford & Co 9,402,000 4 91
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Company information

Advisers
Auditor
Deloitte LLP

Pnncipal Bankers

HSBC Bank plg,Barclays Bank PLC, The Royal Bank of Scotland plc Svenska Handelsbanken AB, Lloyds TSB Bank ple, UniCredit Bank AG,

ING Bank NV and Wells Fargo Bank NA

Solicitors
Eversheds LLP and Herbert Smith LLP

Financial Calendar
Annual General Meeting
Final drvidend for 2012
Interim results for 2013
Interim dividend for 2013
Results for 2013
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