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Diploma PLC
Our business

Our Sectors
Diploma PLC 15 an international group of businesses supplying

specialised technical products and services We operate globally
in three distinct sectors

Life Sciences Supphers of consumables, instrumentation and
related services to the healthcare and environmental industnes

Seals Suppliers of hydraulic seals, gaskets, cylinders, components
and kits for heavy mobie machinery and industnal equipment

Controls Suppliers of specialised wirng, connectors, fasteners
and control devices for techrucally demanding apphcations
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Financial Highlights

Continued strong

performance

Year ended 30 September 2011

2011 2010
£m Em
Revenue 2306 1835 +26%
Adjusted operating profit! 45,2 321 +41%
Adjusted operating margin’ 19.6% 175%
Adjusted profit before tax!? 449 322 +39%
Profit before tax 392 267 +47%
Profit for the year3 276 230 +20%
Free cash flow 250 298 -16%
Pence Pence
Adjusted earnings per share!? 279 189 +48%
Bastc earnings per share 24.0 146 +64%
Total dividends per share 12.0 90 +33%
Free cash flow per share 221 263 -16%

1 Before acquisition related charges
2 Beforefair value remeasurements.

3 Profit for the year 15 stated after tax and includes the profit on sale of the discontinued businesses In the prior year

Alt other reported results relats to continuing businesses

Note

Diploma PLC uses altarnatve performance measures as kay Rnancial indacators 10 a5sss the undertying paricrmance of
the Group These include adjusted operating proht. adjusted profit betore tax adjusted earnings per share and free cash
flow The narratve in the Annual Review s based on thesa alternatre measures and an explanation s set out in note 2 to-

the consoldated financial statements in the Annual Report & Accounts.
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Chairman’s Statement

John Rennocks
Chairman

As | enter my tenth year as a Director of the Company
it is parttcularly encouraging to report another year of
excellent progress at Diploma with key performance
indicators all hitting record levels

These results continue to demenstrate the strength and
resiience of the Group’s business model which has
enabled It to report consistent profitable growth over
the past ten years In July 2002 when ] joined the
Company the Group had recently emerged from a
major restructuring programme, having divested a
number of traditional core businesses and returned a
large proportion of the cash proceeds {ca E70m) to
shareholders The Group had just reported pre-tax
profits of £10 Om on revenues of £66 3m in respect of
its continuing businesses At the same time the Group s
market capitalisation was below £100m and total
dradends were 2 6p per share

OCver the ten years since then, the Group has generated
strong double digit compound growth in revenues
through a combination of steady organic growth and
value enhancing acquisiions Profits and dvidends over
this penod have increased by a factor of more than four
times The total shareholder return {"TSR") has also
grown strongly relative to the FTSE mid-250 index
(excluding investment trusts} (‘FTSE 250°) which we have
always seen as a benchmark for our performance This
strong relative performance was recognised In October
of this year when the Company achieved the mportant
milestone of promotion to the FTSE 250

Towards the end of this year, the Board approved
proposals to further expand the activiies In a number
of key businesses by moving their existing activities to
new enlarged facilites These faciliies will enable the
momentum of growth to be sustained, within the
constraints of an uncertain economic ocutlock | reman
confident that with its broader base of businesses, the
resihence of its business model and 1ts depth of
resources, the Group ts well placed to continue to make
further progress 1n the next ten year perniod
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2011 Results

Group revenue increased by 26% to £230 6m (2010
£183 5m) with the businesses continuing to benefit from
strong customer demand and with acquisiions ‘
completed over the past eighteen months contributing

£17 2m to this year’s Group result The on-going focus

on adding value to our delivery of product and services,

together with the benefit of cost reductions carned

out In 2009 has led to a further increase in adjusted

operating margins to 19 6% (2010 175%) As a result there

was a substantial ncrease in adjusted cperating profit

up by 41% to £45 2m (2010 £32 1m) Underlying Group

revenues and adjusted operating profit increased by 17%

and 31% respectively after adjusting for the contribution

from acquisttions and from the impact of currency

movermeants on the translation of overseas results

Adjusted profit before tax increased by 39% to £44 9m
(2010 £32 2m}and adjusted earnings per share which
were boosted by the purchase of minonty interests,
increased by 48% to 279p (2010 18 Sp)

Free cash flow of £25 Om was generated as the
husinesses took advantage of better supply of product to
rebuild working capital from the exceptionally low level
last year Lastyears free cash flow of £2% 8m included
£6 4m from the disposal of the Anachem businesses

Strong Balance Sheet

Given the current uncertainty in the global financial
markets the Board continues to focus on ensuring that it
has sufficient financial resources to take advantage of
acquisition opportunities An important part of this
process was the secuning of new bank facilities, earlier in
the year, which can provide up to £40m of borrowings
These facilites, together with net cash of £12 2m held at
30 September 2011, ensure that the Group continues to
maintain a strong balance sheet

Acquisitions

During the year the Group spent £28 2m on acquisitions
prncipally n the Canadian Healthcare sector with the
acquisition of Carsen Medical Inc ("CMI'} in December
2010 and the purchase of the outstanding 25% rminority
shares in AMT This latter acquisibon of minontes
faciitated the merger of AMT s endoscopy business with
CMI with effect from 30 September 2011




Five year performance

EPS growth

+197% pa.

Adjusied EPS in pence

It rernains an important part of the Board’s strategy to
accelerate growth through carefully selected value
enhancing acquistions A cornerstone of our acquisiion
programme has always been to target businesses where
we see the opportunity for above average growth soon
after the actvities have been integrated into the Group

We believe that the current stage of the business cycle
provides a reasonably good environment for making
such acquisitions Good recent performance by target
companies allows for sensible valuation discussions to be
held with sellers, while the general economic uncertainty
may encourage them to feel that the time may be nght
to sell their comparues

Dvidends

As a result of the excellent progress made by the
Company durning the year the Board 1s recommending
an increase In the finat dvidend of 37% to 8 5p per share
(2010 6 2p) which, subject to shareholder approval at the
Annual General Meeting, will be paid on 25 January 2012,
to shareholders on the register at 9 December 2011

The total dividend per share for the year will be 12 Op
which represents a 33% increase on 2010 and represents
the twelfth successive year that the Company has
reported an increase in dividends paid to shareholders

Governance

The importance of maintaining high standards of
governance within the Company has been re-
emphasised this year with the implementation of
recormmendations set out in the updated UK Corporate
Governance Code The development of strong
governance Is a continuous process and | wilt be working
closely with my Board colleagues this year to ensure that
the Company’s governance standards and procedures
are appropnate to meet the requirements of a FTSE 350
constituent member These requirements are set out
further in the Chatrman’s foreword to the statement on
Corporate Governance set out on page 26 of the
Annual Repart & Accounts

TSR growth

+217% pa.

TSR index, 2006 = 100

Dmdend growth

Employees

Qur employees are our most iImportant asset and we
continue to Invest time and rescurces nto developing
streng management groups and committed staff teams
We encourage an entrepreneurial culture within our
businesses so that our employees feel responsible for
their own businesses while being able to draw on the
resources of a larger group | wish to thank all of our
employees for their exceptional efforts in helping to
deliver this year s very strong financial performance

Qutlook

The financial performance of the Group thus year has
benefited from strong trading inits principal markets
While trading remains robust underlying organic
growth 15 expected to trend towards our target "GDP
plus® levels when measured against increasingly
demanding cornparatives

With a resilient business model, a good geographic
spread of activities and supported by a strong balance
sheet the Group 15 well placed to withstand further
shocks to the global econorny With this background, a
cormbination of consistent orgarc growth, together with
a favourable environment for acquisittons, provide the
Board with confidence that further progress will be made
in the new financial year

John Rennocks
Charrman
21 Novermnber 2011
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Chief Executive’s Review

Bruce Thompson

Chief Executive Officer

Principal corporate objectives

Achieve double digit growth in adjusted EPS over the
business cycle

Adjusted earnings per share ("EPS”) measured over the
business cycle, provides an absolute benchmark of the
Company s perforrnance Over the last five years,
adjusted EPS has grown at a compound growth rate of
19% p a through a combination of steady organic
growth and carefully targeted acquisibons

Generate TSR growth in the upper quartile of the
FTSE 250

Total shareholder return ("TSR") 1s the growth it vatue of
a share plus the value of dividends re-invested in the
Company’s shares on the day on which they are paid

Our business model

Essential PRODUCTS

We focus on businesses
which supply essential
products and services

« Funded by customers’
operating rather than
capital budgets

« Providing recurnng
income and stable
revenue growth

combining
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Essential SOLUTIONS

We provide solutions to
meet customer needs,

This 1s measured against the TSR growth of the FTSE
mid-250 index [excluding investment trusts) ("FTSE 2507)
The last five years have seen a compound TSR growth
for Diploma of 21% p a, which represents upper quartite
performance as compared with the FTSE 250, where
median TSR growth has been 3% p a

Deliver progressive dividend growth with two times
dividend cover

Diploma follows a progressive dividend policy with a
target cover of two times on an adjusted EPS basis Over
the last five years, dividends have steadily grown at the
rate of 21% pa and this continues the trend of iIncreasing
dividends in each of the last 12 years

Essential VALUES

We encourage an
entrepreneunal culture in
our businesses

+ Highly responsive + Decentralised
customer service

management model

+ Deep technical + Ensures businesses are
knowledge and support

+ Value adding activities

agile and responsive to
change




“Our business model has delivered

record performance in the year "

Next level objectives

Key performance indicators

Generate stable "GDP plus” organic revenue
growth over the business cycle

The businesses target organic revenue growth,
over the economic cycle, at a rate of 5-6% pa
("GDP plus” growth), with higher growth rates
achieved at the Group level through carefully
selected value enhancing acquistions

Totalrevenue growth % p a

167 P2,

Underlying organic revenue growth % pa

+676 P&

Maintain stable attractive margins

Operating margir 1$ an important measure of the
success of the businesses in achieving superior
margins by offenng strongly differentiated products
and customer focused solutions, as well as by
running efficient operations

Operating margins % of revenue

17-18% ...

Accelerate growth through carefully selected
value enhancing acquisitions

To complement the Group's organic growth
strategy the Group has an on-going acquisition
programme, designed to accelerate growth and
to facilitate entry into related strategic markets

Acquisttion spend and ROI

>207 ROI

Generate consistently strong cash flow to fund
growth strategy and dividends

Free cash flow 1s defined as the cash flow
generated after tax, but before acquisitions and
dvidends This measures the success of the
Group and 1ts businesses in turmng profit into
cash through the careful management of
worlang capital and investments in fixed assets

Free cashflow £m

£22mpa

Working capital as % of revenue

17%

Create value by consistently exceeding 20% ROTCE
Return on trading caprtal employed ("ROTCE™ 1s
defined as adjusted operating profit as a percentage
of trading capial employed ("TCE"} TCE excludes

net cash and non-operating assets and labilities, but
includes all goodwill and acquired intangible assets

ROTCE %

2376 .

Diploma PLC Annual Report & Accounts 2011
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Chief Executive's Review continued

Business Model

The Group comprises a number of high quality,
specialised bustnesses supplying technical products
and services to customers In the Life Sciences, Seals
and Controls industries The Group's business model
1s designed to achieve the twin objectives of stable
organic revenue growth and sustainable attractive
margins Growth is then accelerated through carefully
sefected, value-enhancing acquistions which fit the
Group s business model and offer entry Into new
strategic markets

We aim to achieve these objectives by focusing on
businesses which supply essential products and services
which are funded by the customers’ operating rather
than their capital budgets providing recurnng income
and stable revenue growth Our businesses then design
therr iIndividual business models to closely meet the
requirements of therr customers offening a blend of
hegh quality customer service, deep technical support
and value adding activities By supplying essential
solutions, not just products, we build strong long-term
relationships with our customers and suppliers, which
support attractive and sustainable margins Finally we
encourage an entrepreneunal culture in our businesses
through our decentralised management structure We
want our managers to feel that they have the freedom
to run therr own busmesses, while being able to draw
on the support and resources of a larger group These
essential values ensure that decisions are made close
to the customer and that the businesses are agite

and responsive to changes in the market and the
competitive environment

The Group's business model has been closely tested
over the last three years The businesses proved ther
resilience through the 2009 global downturn with
Group revenues growing by 2% {albeit a decline on

an underlying basis} and operating margins held at

a creditable 16% of revenue As rmarkets have slowly
recovered following the recession, the Group has moved
forward strongly, posting seven quarters of growth

in revenues and profits since the recovery started in
early 2010 and outperforming economic and market
benchmarks Ths level of relative performance confirms
that the operating businesses have succeeded in further
penetrating thewr markets by mamtaiming high customer
service levels and adding product ines through

the downturn
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Operating Performance

In 2011 revenues increased by 26% to £230 6m (2010
£183 5m} with underlying growth of 17% after adjusting
for currency effects and acquisitions As revenues have
ncreased, the businesses have continued to manage
costs carefully in view of continuing uncertainty over the
sustainability of the recovery With the resutting benefits
of operational leverage, adjusted operating margins have
Increased to 19 62 of revenue (2010 17 5%)

The operating margins achieved this year are well above
the three year average of ca 18% of revenue It 1s likely
that over time operating margins will gradually trend
back towards this average, as resources will need to be
tncreased to support higher levels of revenue In addition,
there will be increased investment In fixed assets to
ensure that the [T environment and the facilities in the
businesses provide a robust foundation for further
growth this investment will result in higher operating
costs and depreciation In 2012 for example, three of
the businesses will be moving into new faciliies at a total
cost of ca E1m — the IS-Group in Swindon, RT Dygert in
Minneapolis and Vantage Endoscopy in Toronto

Free cash flow in 2011 has again been strong at £25 Om
against a very strong prior year comparative (2010

£29 8m), which had been boosted by the proceeds from
the sale of the Anachem businesses, as well as by a
reduction 1in working capital across the Group During
2010, working capital had fallen to the level of 15 4% of
revenue as suppliers struggled to keep pace with
increasing demand for therr products By the end of the
2011 financial year, working capital had moved back to a
more normal level of 16 1% of revenue, with an additional
nvestrment of E74m

During the year, £28 2m was invested in acquisitions,
principally in the Canadian Healthcare business Return
on trading capital employed ("ROTCE") has increased to
25 4% {2010 22 1%} pnncipally driven by the improved
operating margins

Sector Developments

The Group s strategic objective 1s to build more
substantial, broader based businesses in each of its
chosen sectors through a combination of organic growth
and acquisition Good progress was made in the year in
executing this strategy in each of the three sectors and
the key developrments this year are summarised below




Life Sciences
2011 2010
£m Em
Revenue 744 554 +34%
Operatng profit 171 19 +44%
Operating rmargin 230% 215%

The Life Sciences businesses increased revenues in

2011 by 34% boosted by the contribution from the
acquisiicn in December 2010 of CMI and also modest
currency translation benefits Underlying sector revenues
increased by 12% after adjusting for the acquisition and
currency effects Operating margins increased by 150
basis points to 23 0% (2010 21 5%), mainly driven by
improved profitability in the Environmental business

The Group s Healthcare businesses in Canada and

now Australia {"Diploma Healthcare Group® or “DHG),
account for almost 80% of the Life Sciences sector
revenues They operate in healthcare markets which are
largely pubtic sector funded and where the demand from
growing, aging and well-educated patient populations
dnives a steady growth in funding {on average 6-7% p a
growth over 15 years in Canada) Within these markets,
the DHG businesses supply specialised products which
are used in the pathology laboratories, operating rooms
{"OR"} and endoscopy suites of the hospitals as welt as
private clinics During the recession there were inthatives
to control costs including Lirnits imposed on the number
and cost of specific medical procedures and diagnostic
tests and extended tender processes for capital
equipment However, overall Healthcare expenditure has
continued to grow steadily in real terms and there has
been sorme evidence of an easing of capital approvals

The DHG business model is built on the supply, onan
exclusive basis, of high quality manufacturer branded
products secured by long-term distribution agreements
Strong customer relationshups are forged through high
levels of customer service, with highly qualified and
experienced technical sales and product application
staff working closely with the surgeons, OR nurses

and taboratory technologists A large proportion {over
60%} of DHG's revenues are secured under multi-year
customer contracts

During the year, DHG expanded its business in Canada
through the acquisititon of CMI, a supplier of medical
dewices, consumables and service to Gl Endoscopy
suites In hospitals and clinics across Canada CMI shares
a common customer base with the endoscopy business
within our existing AMT company and the products are
very complementary with few overlaps With effect from
the start of the new financial year, the businesses were
combined under a single management team, with the
new name of Vantage Endoscopy {"Vantage’) and with
plans to relocate to a new facility in the first half of the
year Vantage Is now able to offer to its Gl Endoscopy
customers, the rnost complete range of products,
including endoscopic iImaging and reprocessing systems
therapeutic technologies and devices and other essential
accessories and service support

There are now three similar sized, growing DHG
businesses In Canada the Somagen climcal diagnostcs
business, AMT's core electrosurgery business and
Vantage Each of these businesses has good potential for
further growth by continuing to penetrate core markets
as well as by adding new product lines and suppliers

In Australia, BGS 1s a smaller version of AMT which was
acquired towards the end of 2010 Durning the year
investment was made to generate stronger growth by
employing direct sales staff to replace sub-distributors in
Victona, Queensland, South Australia and New Zealand

The remaining 20% of the sector revenues are generated
by the al-group of Environmental businesses in Europe
which supply a range of products used in Environmental
Testing and Health & Safety applications The market
demand s largely dnven by regulation which ensures
steady demand for the essential consumable products
though customers do defer capital expenditure durning
economic downturns

The al-envirosciences group, following its restructuring
in 2010, now has its principal operations in Germany
and Switzerland with other Northern European markets
served through sales and service staff The benefits

of the restructunng have been seen this year in the
improvement in operating margins The CBISS business
in the UK has seen good growth inits sales of emissions
maonitoring systems, both in replacement systemns for
traditional power stations and new systems for alternative
power plants (e g waste, biofuels, syngas) Demand for
gas detection products has also been strong

Diploma PLC Annual Report & Accounts 2011
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Chief Executive's Review continued

Seals
201 2010
Ern £
Revenue 800 601 +33%
Operatng profit 149 8% +67%
OCperating margin 18 6% 148%

The Seals sector businesses increased revenues in 2011

by 33%, boosted by a full year contnbution from All Seals
acquired in Septernber 2010, and despite modest currency
translation losses Undertying sector revenues increased
by 26% after adjusting for the acquisition and currency
effects Operating margins increased by 380 basis points
to 18 6% (2010 14 B%), demonstrating the effects of
operational leverage In this business, as INncreases N
operating costs lagged the strong increase in revenue

Currently just over 60% of Seals sector revenues are
generated from the Aftermarket businesses of HFPG
(Hercules, Bulldog and HKX) and FPE Own brand sealing
products, sourced from the same seal manufacturers
who supply to the original equipment OEMs, are supplied
to a broad range of mobile machinery applications in
heavy construction, logging, mining agnculture, material
handbing and refuse collection The principal market
drivers are therefore the growth in the general industrial
economy and Iin particular heavy construction

In the core Aftermarket business in North America, the
key to success 1s the ability to provide a next day delivery
service from inventory. for seals and seal kits used in

a broad range of different manufacturers machinery
and different applications Typically the first three years
of equipment life 1s controlled by the OEMs through
product warranty and lease terms However, after the
equipment s sold into the pre-used market or moves out
of warranty, Hercules has a very compelling offering to
customers by providing a responsive, next day delivery
service for these time critical items

The Aftermarket business was insulated from the worst
of the 2009 recession, by its focus on custorners
operational rather than capital budgets As a result,

it rebounded less strongly in 2010 In 2011, however,
revenues increased by over 25% which suggests a
significant increase in market share driven by the high
level of custormer service levels mamntained dunng

the downturn
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Outside North America the main focus for development
has beenin Europe where good pregress has been made
in both direct sales in the UK and Benelux countnes,

as well as the appointment of sub-distributors to
distnbute Hercules seal kits In other mainland European
countries Imtiatives are also being developed to increase
penetration in other developing markets in Asia Pacific
and South America

The Industnal OEM business now represents close to
40% of sector revenues following the addition of All

Seals to the RT Dygert and M Seals businesses These
companies supply seals, O-rings and custom moulded
and machined parts to a range of specialised Industral
OEM customers Applications include spray painting
guns, water fltration, wind power mills, heanng aids and
medical devices On a like-for-like basis, these businesses
have increased revenues by 25% in 2011 and are
experiencing demand well ahead of pre-recession levels

The acquisition of All Seals has extended the Group's
coverage in the US, with its strong position in Calfornia
and the South Western States complementing RT
Dygert's strength in the Mid-western States M Seals has
further penetrated its core Scandinavian markets from its
operations in Denmark and Sweden and has established
a wholly owned foreign enterprise ("WOFE") in Tiaryin to
trade directly with wind power customers in China

Controls
201 2010
Em Em
Revenue 762 680 +12%
Operating profit 132 1n3 +17%
Operating margin 17.3% 166%

The Controls sector businesses increased revenues In
2011 by 12% in both UK sterling and constant currency
terms Operating margins increased by 70 basis points to
17 3% (2010 16 6%)

The I1S-Group {(UK), Sommer and Filcon businesses
supply high performance wining connectors fasteners
and control devices used in a range of technically
demanding applications The businesses offer high
quality, manufacturer branded products sourced under
the terms of long term exclusive distnbution agreements
Strong customer relationships are based on ex-stock
availability of product, responsiveness technical

advice on product applications and a range of value
added services




The targest end user sector s Defence & Aerospace
Here, the businesses do not typically supply to

major platform OEMs and Tier 1 suppliers, who are
mostly served direct by the manufacturers Rather,

the businesses supply into reparr, refurbishment and
upgrade programmes, as well as supplying to Tier 2
etectronics customers, where ex-stock availlability and
responsiveness are important The businesses therefore
are less exposed to cutbacks and postponements In
major defence prograrmmes as a result of the Strategic
Defence Reviews in the UK and Germany, though
Inevitably there will be some impact ionger term at

the sub-contractor and component supply level In
Commercial Aerospace, the businesses supply products
principally for the inihat installation and subsequent
upgrades of arcraft mtenors After falling back n 20085,
demand picked up In 2010 and as passenger numbers
continue to recover, the sector appears to be returning to
its long-term projected growth rate of ca S% pa

The businesses alsc supply to a range of specialised
technical applications in the General industnal market
The underlying market dnvers are the growth of the
industnial economies in Europe (in particular the UK
and Gerrnany), but demand tends to be more stable

in the specialised sub-sectors in which we operate In
Motorsport, activity increased sharply with a successful
F1 racing season and growth in the Indycar and Nascar
series In the US, the DTM series In Germany and the
World Rally Championship Medical Equipment 1S
another specialised market where demand has been
stable and in Energy. there has been strong demand
from the manufacturers of electncal generators and
commercial batteries The closure of the older nuclear
plants in Germany will also require infrastructure
investment in the power distnbution network

Hawco serves the Commercial Refngeration market
in the UK which continues to be buoyant, driven

by Investment by the major food retailers in new
convenience stores and In energy saving technologes
when refurbishing existing outlets

Acquisition Actmty

Over the last five years the Group has invested ca £91m
In acquisitions across the sectors and geographies - an
average of ca £18mp a The success in financial terms
can be measured broadly by the profit return on the total
investrment which currently stands at over 20% In 2011,
a total of E28 2m was nvested, mainly in the Canadian
Healthcare business in the acquisition of CMI and the
purchase of the 25% minority shareheldings in AMT

While the tme and effort invested in the acquisition
programme Is a sustained activity, the results can be
more rreqgular We find that most success tends to
come at times when the business cycle is changing
and creating uncertainty For example, when markets
are slowing down after an extended penod of growth
this may encourage owners to sell ahead of a market
downturn Alternatively, in the early stages of recovery,
when confidence s bullding in future projections
owners who have delayed selling dunng a downturn may
come back to the table With the performance of many
businesses having recovered since the 2009 recession,
but uncertainty remaining as to the sustainability of the
recovery we believe that there will continue to be good
opportunities for value adding acquisitions

Summary and Qutlook

The continued strong performance of the Group and
the resilience shown over the last five years gives us
confidence that we can mamntam the “GDP plus” levels
of underlying revenue growth over the business cycle
The Greup 1s well diversified by geography and business
area and the business model supports stable revenue
growth and sustainable, attractive margins Although
general economic uncertainty over the strength

of global markets continues to grow, we see good
opportunities for future development, both crganically
and through acquisition

Bruce Thompson
Chief Executive Officer
21 November 2011
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Sector Review

Sector Performance

Life Sciences

327

of revenues

Seals

557

of revenues

Controls

537

of revenues

Geography!
75% Canada
20% Europe

Geography!
70% North Amenca
15% Europe

Geography!
56% UK
39% Continental Europe

5% ROW 15% ROW 5% ROW
Customers Customers Customers
79% Chnical 42% Heavy Construction 28% Defence & Aerospace

9% Utibities

6% Industnal

4% Chemical & Petrochermical
2% Life Sciences Research

33% Industnal OEMs

16% General Industnal

5% Dump & Refuse Trucks
4% Logging & Agnculture

28% General industnal

18% Commercial Refnigeration
13% Motorsport

7% Energy & Utlities

5% Medical & Scientific

Products

68% Consumables
23% Instrumentation
9% Service

Products

62% Seals & Seal Kits
15% O-nngs

10% Attachment Kits
6% Gaskets

7% Cylinders & Other

Products

39% Wire & Cable

23% Connectors

19% Equipment & Components
11% Control Devices

8% Fasteners

223 employees worldwide 432 employees worldwide 245 employees worldwide
1 By destnaton
Geography!
Europe North America Rest of Warld
4 o O ; o
23% UK 22% US

20% Continental Europe

1 By destnaton
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Life Sciences

Sector Definition and Scope

The Life Sciences sector businesses supply a range of
consumables, Instrumentation and related services to
the healthcare and environmental industnes

The Diploma Healthcare Group (‘DHG”) in Canada
comprises three pnncipal operating businesses which
supply to the 500-600 hospitals across the country as
well as to private clinics Somagen Diagnostics
{"Somagen’) based in Edmonton, Alberta supplies a range
of consumables and instruments used in the diagnostic
testing of blood, tissue and other samples in hospital
pathology laboratones [t 1s also a leading supplier to the
growing assisted reproductive technology (ART")
market AMT Electrosurgery ("AMT"), based in Kitchener,
Ontario, supplies specialised electrosurgery equipment
and consumables for use in hospital operating rooms
Vantage Endoscopy ("Vantage”) supplies medical devices
and related consumables and services to Gl Endoscopy
suites in hospitals and private clinics Vantage combines
the former AMT Endoscopy business with Carsen
Medical Inc ("CMI") acquired in December 2010

DHG operates in Australia and New Zealand through Big
Green Surgical {"BGS”), located near Sydney, Australia
BGS 1s a smaller, more narrowly focused version of the
AMT business in Canada and shares a number of
common suppliers

The a1-group is a supplier to Environmental testing
laboratones and to Health & Safety engineers The
al-envirosciences business has locations in Dusseldorf n
Germany and Basel in Switzerland and also has sales and
service resources across Northem Europe [t supplies a
range of specialised analysers for detecting and
measunng specific elements in iguids, solids and gases
and also supplies a range of containment enclosures for
potent powder handiing The CBISS business, located In
Tranmerein the UK supplies equipment and services for
the monitoring and control of environmental emissions,
as well as a range of gas detection devices

Market Drivers

The DHG businesses in Canada supply into the
Healthcare sector which is mostly public sector funded
The pnncipal demand dnver 15 therefore the level of
healthcare spending by the Canadian Government

C$bn 2006 2007 2008 2009 2010

Public sector
healthcare
expenditure in

Canada 1058 1132 1211 1286 1351

Total healthcare
expenditure In

Canada 1513 1616 1718 1821 1916

Total health
expenditure as a

% of GDP na na 107% 119% 1U7%

Source Canadian Institute for Health Information

The Canadian Healthcare industry s a proven long-term
growth ervironment for medical device distnbution

A growing, aging and well-educated population
demands high standards of service delivery, helping to
ensure on-going growing demand Per capita healthcare
spending in Canada 15 in the top 20% of OECD countries
The Canadian Health Act ("the Act”} ensures unversal
coverage for all nsured persons for all medically
necessary services provided by hospitals physicians and
other healthcare providers The Provinces are responsible
for the delivery of the healthcare services, but the Federal
Governrnent controls delivery through Federal-Provincral
transfer payments, which represent the largest source of
revenues for the Provinces

The relative stability and consistency in funding by each
of the Provinces, guaranteed through the Act, ensures
that the market remains well funded through the
economic cycle Over many years, healthcare
expenditure has grown steadily in the range 6-7% p a
with annual vanations mostly dependant on the periodic
additonal tranches of funding provided by indnidual
Provinces Healthcare continues to be the single largest
budget category for Provincial governments and the
improved delivery of healthcare services hasa high
profile In recent and current election campaigns

Hospitals continue to represent the single largest
component of public sector healthcare spending,
accounting for over 40% of public healthcare spending In
2010, hospital spending increased by 6 2% and the trend
of hospital spending outpacing total healthcare spending
1s expected to continue, dniven by the aging population

The Healthcare market in Australia shares many of the
same attractive charactenstics as that of Canada While
privately funded healthcare 18 more prevatent, public
sector healthcare funding Is large and growing and
supported by a stable, resource based economy As with
Canada, there 1s a large geography to be covered, low
population density and purchasing processes that vary
by State These characteristics necessanly demand a
signifiicant investment by manufacturers in technical
sales and service resource which makes the specialised
distribution model very attractive as an efficient way to
serve the market

The al-group supplies to customers in the Environmental
Industry across Europe The market demand 1s largely
driven by Environmental and Health & Safety regulations
Growth In recent years has been driven by the need to
be compliant with a range of EU regulations including

« legislation or regulatory obligations relating to the
environment, pollutants or potentially hazardous
contaminants,

» the growing mportance to companies of protecting
the workforce frorm contact with potentially
hazardous matenals, and

« greater use of new technologies in process controt
and integrated pollution control

Since market demand is dniven by regulation this ensures
reasonably steady demand for essential consumable
products and service though customers do defer capital
expenditure dunng downturns in the economy
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Sector Review continued
Life Sciences continued

Sector Performance
Life Sciences statistics

201 2010
Revenue £744m E554m
Adjusted Operating Profit E17tm E118m
QOperating Margin 230% 215%
Free Cash Flow £11.6m £101m
Trading Capital Employed E775m E497m
ROTCE 231% 240%

The Life Sciences businesses increased revenues in 2011
by 34% to £E74 4m (2010 E55 4m) Sector revenues were
boosted by the contribution from the CMI business in
Canada, acquired in December 2010 and there were also
modest benefits on translation from a stronger Canadian
dollar relative to UK sterling After adjusting for the
acquisition and currency effects, underiying sector
revenues Increased by 127%

Adjusted operating profits which also benefited from
the CMI acquisition and the stronger Canadian dollar,
increased by 44% to £171m (2010 £11 9m} Adjusted
operating margins increased to 23 0% (2010 21 5%),
with the ncrease driven mainly by improved profitability
In the Environmental business following the prior

year restructuring

Capital expenditure in the sector was £0 8m, including
£0 4m invested in field equipment for placement by the
Canadian Healthcare businesses The balance was
invested in upgrading the IT environment for sales and
back office functions Free cash flow of £11 6mwas
generated In the sector (2010 £10 1m) reflecting the
strong after tax cash flow from trading

Revenues from the DHG businesses increased by 44% in
UK stering terms and by 41% in Canadian dollar terms
Revenues were boosted by the acquisition dunng the year
of CMI and a full year contribution from BGS and by the
recogntion of revenues for an exceptonal sale of face
shields After adjusting for these items, undertying
revenues increased by 12% in Canadian dollars

All of DHG's businesses in Canada expenenced an easing
of capital budgets, resulting in strong instrumentation
sales from various public tenders by the hospitals
Somagen increased revenues by 7%, with good success
in renewing longer term reagent rental contracts the
renewals were often linked to the sale or placement of
innovative new instruments from our ¢ore suppliers In
addition, Somagen has achieved good growth in newer
target markets including assisted reproductve
technology ("ART") fecal occult blood testing to screen
for colorectal cancer and non-clinical microbiology In
the food and pharmaceutical ndustnes

AMT increased revenues In its electrosurgery and surgical
products business by 19%, with underlying growth of
14%, before the exceptional face shield revenues AMT
expenenced product shortages from a key supplier in the
first half of the year but was able to manage the allocation
of products to customers to ensure that no operating
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procedures were affected This inewtably impacted the
resources that could be applied to other intuatives, but In
spite of this AMT managed to achieve strong double digit
growth in sales of its core electrosurgery and smoke
evacuation products BGS, a smaller version of AMT In
Australia, increased revenues by more than 20% on a
like-for-like basis Since its acquisiion, significant
investment has been made in BGS to mtroduce direct
sales resources to replace sub-distnbutors in Victona
Queensland, South Austratia and New Zealand

In December 2010, the acqussition was completed

of CMI, a leading distnbutor of medical devices,
consumables and services supplied to Gl Endoscopy
suites in hospitals and private clinics across Canada CMI
shares a commion custormer base with AMT's Endoscopy
business and the products are very complementary with
few overlaps The two businesses, operating indmvidually
during the year, performed strongly with aggregate
revenues increasing by 21% on a ike-for-like basis

With effect from the start of the new hinancial year,

the businesses have been combined under a singte
management team, with the new name of Vantage
Endoscopy and with plans to relocate to a new facility
Vantage Endoscopy now supplies a complete range of Gl
endoscopy products, including imaging and reprocessing
systems, therapeutic technologies and devices and

other related accessories and service support

The al-group increased revenues by 7%, with al-
ervirosciences revenues broadly similar to the prior year
and CBISS revenues growing by 20% In late 2010, the
decision was taken to consolidate the UK operations of
al-envirosciences into Germany and to exat from certain
lower margin export sales actvities The reorganisation
has been successful and has enabled al-envirosciences
to return to solid profitability with a clear focus on higher
margin opportunities In Germany the demand for
elemental analysers from the petrochemical and bulk
chemical Industnes remained very positive throughout
the year and in the UK, there were solid sales into the
petrochernical and water testing sectors In Switzertand,
sales of high value, custom stainless steel laboratory
enclosures remained positive and in Germany and
France, sales of the standard acrylic enclosures delivered
excellent growth

CBISS experienced strong growth across its product
range The continuous ermissions monitoring ("CEMS”)
business delivered significant growth as new power
stations came on line and operators replaced outdated
monitoring equipment in existing installabons The value
of active prospects remained high throughout the year
as funding became more readily available for alternative
power planits (waste, biofuels, syngas) and concerted
efforts were made to remove bottlenecks in the planning
process Service contract revenues also expanded as
the installed CEMS base grew In addition, CBISS had
significant success, through hughty focused marketing
campaigns, with an expanded range of consumable

and low-cost gas detection products




Seals

Sector Definition and Scope

The Seals sector businesses supply a range of hydraulic
seals, gaskets, cylinders, components and lats used In
heavy mobile machinery and specialised

industnal equipment

The Hercules Flurd Power Group ("HFPG) supplies to
the Aftermarket through the Hercules Bulldog and HKX
businesses and to Industrial OEM's ("Orniginal Equipment
Manufacturers’) and equipment dealers through the RT
Dygert and All Seals businesses

Hercules 1s the core Aftermarket business based in
Clearwater, Flonda and provides a next day delivery service
throughout the US, for seals, seal kits and cylinders used in
a range of heavy mobite machinery applications Hercules
in Canada offers the same range of products from its
two branch operations located in the provinces of
Ontanc and Quebec |In Europe, Hercules has centred its
operations in the Netherlands Bulldog based in Reno,
supplies a range of gasket and seal kits for heavy duty
diesel engtnes, transmissions and hydraulic cylinders
used in off road and marine applications HKX s based
near Seattle and supplies hydraulig kits used in the
installation of attachments on excavators

The Industnal OEM businesses in North America
compnse RT Dygert, with operations in Minneapolis and
Chicago and All Seals, based in Santa Ana Calfornia
Both companies supply seals, O-rings and custom
moulded and machined parts to a range of Industrial
OEM customers, cylinder manufacturers and sub-
distnbutors Applications range from spray painting guns
to water filtration to medical devices

FPE 15 based in the UK, with operations in Darlington and
Doncaster, and supplies a range of seals seal kits
cylinder parts and sealants to ram repairers, mobile and
heavy plant operators, mechamical handling and process
control companies

M Seals 1s a specialised distributor of O-nngs, moulded
parts, PTFE products and shaft seals, supplied to a range
of specialised Industrial OEM customers Products range
from the finest precision seals for heanng aids to large
heavy duty seals for wind power mills M Seals has
operations in Espergaerde in Denmark, Halmstad
Sweden and Tianpn in China

Market Drivers

The Aftermarket businesses supply sealing products to
support a broad range of mobile machinery in
applications ncluding heavy construction, logging
mining, agrculture material handling {(Wft trucks fork Ufts
and dump trucks) and refuse collection Products are
generally used in the repair and maintenance of
equipment after it has completed its tnival warranty
pernod or lease term, or has been sold on in the pre-used
market The main customers are machinery and cylinder
repair shops, engine and transmission rebuilders and

tractor parts distributors The principal market drivers are
the growth In the general industnal economy and In
particular, heavy construction

The customers of the Industrial OEM businesses are
manufacturers of a wide range of specialised industral
(and some retail) products The principal market driver In
the OEM sector 15 therefore general growth in the
industrial economy

2006 2007 2008 2009 2010

U5 real GDP

growth! +27% +19% +00% -26% 4+22%
Annual US

construction

spending Sbn? 1168 1151 1072 908 804
US mebite

hydraulic

shipments S 2766 2626 2913 1669 2515

Source

1 Bureau of Economic Analysis - US Department of Commerce
2 USCensus Bureau

3 National Fluid Power Association

In the Uruted States, the residential construction sector
has continued to be subdued, as has spending on
infrastructure construction However, shipments of mobile
hydraulic equipment, which among other items includes
pumps cylinders and seals, registered substantial increases
to levels which suggest a substantial degree of re-stocking
by customers in the US and increased exports driven again
by re-stocking, but alse by a relatively weak US dollar

In Canada, there was strong economic growth in 2010
resutting in a 3 4% increase in GDP Although overall
growth has slowed more recently, the overall
environment remains favourable In mainland Europe,
actvity levels were broadly mantained until the first
quarter of 2011 when sovereign debt concerns appear to
have put a halt to economic growth Most European
governments have been forced to implement austenty
programs but they are also looking at ways to stimulate
the economies It s not yet clear how these programs
will impact on future construction spending

In general, the Aftermarket businesses have experienced
enhanced demand for products as repair and refithing of
used equipment has continued well Into 2011 The
Industrial OEM businesses have continued to expenence
strong demand in an improved manufactunng
environment

Sector Performance
Seals statistics

2011 2010
Revenue E80Om E601m
Adjusted Operating Profit £149m E£89m
Operating Margin 186% 14 8%
Free Cash Flow £6 9m £79m
Trading Capital Employed £46 8m E£435m
ROTCE 31.8% 206%
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Sector Review continued
Seals continued

The Seals businesses saw revenues increase in UK sterling
terms by 33% to £80 Om (2010 E£60 1m) The results
benefited from a full twelve months contnbution from All
Seals, partly offset by currency translation losses After
adjusting for the All Seals acquisition and the impact of
currency translation, underlying sector revenues
increased by 26% Adjusted operating profits increased
by 67% t0 £149m (2010 £8 9m) and operating margins
increased to 18 6% (2010 14 B%), driven by operational
leverage as iIncreases in operating costs have lagged the
strong Increase In revenues

Capnal expenditure in the sector was £0 6m with the major
elements being investrment in two new custom seal
making machines and further iInvestment in completing
the warehouse automation project in Clearwater Free cash
flow of £6 9m was generated in the year compared with
E£79m in 2010, as working capital returned to historic levels
and tax payments increased sharply on higher profits

HFPG underying revenues, adjusted for the acquisition
of All Seals, Increased by 262 in US dollar terms The
Aftermarket businesses grew revenues by 27% and the
Industnal OEM businesses by 22% on a like-for-iike basis

Hercules US the core Aftermarket seal business which
services the US, Central and Scuth Amenca and other
selected export markets, iIncreased revenues by 19% The
recovery, which had gained momentum in the second
half of 2010, continued to strengthen in 2011 and
Hercules US made significant gains across all product
categories and all geographies The core seal products
recorded the most significant overall gains, boosted by
strong seal kits sales for construction equiprment

There was significant and sustained demand from the
core equipment repair customers in the US, who
continued to report heavy utilisation of their workshops
Hercules US aiso benefited from its superior stocking
profile and purchasing power, dunng a year in which
most seal manufacturers were etther unable to satisfy
demand or were quoting unacceptably long lead times
Although Hercules US itself had to manage supply
shortages, the company was able to take end-user sales
from competitors and to supply selected sub-distnbutors
with product that would normally be purchased directly
from manufacturers The South Amencan and other
export business grew by 27% with good gains across alt
geographies, including the Far East

Hercules Canada, Hercules Europe and Bulldog together
increased revenues by 26% Hercules Canada had
another excellent year and delivered sigrificant sales
growth from a wide range of customers across all
Provinces Hercules Europe based in the Netherlands,
continued to extend its reach into mainland European
countries through the development of sub-distributors
Bulldog sells its products through a worldwide network
of dealers that buy In relatively large quantities to take
advantage of volume discounting and lower,
consolidated, freight charges Bulldog delivered a
partcularly strong performance in international markets
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which account for ca B0?% of sales In the earlier part of
the year, orders from the Middle East were buoyant and
in the second half there was significant activity from
Malaysia, Australia and South Africa Bulldogs sales to the
highly competitive US domestic market also grew
steadily for the second consecutive year

HKX had an exceptional year, growing revenues by over
60% HKX s traditional customers are the North American
franchised dealers of the leading excavator
manufacturers Sales of new excavators collapsed in
2009 and HKX tock action to extend its business model
to target the retro-fit attachment sector and to expand
internationally Although still sigmficantly below the
histonical peak, sales of new excavators grew strongly in
2011, boosted by new environmental legislation in the
US HKX was well positioned to resume its leading
position n this sector as well as continuing to develop its
extended offering to a generally mare stable
construction market

In the Industrial OEM businesses, RT Dygert and All Seals
both delivered strong performances with combined
revenues growing by 22% on a lke-for-like basis The
results were achieved despite product shortages in early
2011 caused by capacity constraints at key suppliers and
raw matenal pnce and avalability 1Issues During the year,
RT Bygert continued to develop its sales reach and
acquired new customers In its target Industries, building
on the recavery that began in the second half of 2010
The sales momentum in the general industrial sector
continued throughout 2011 and further growth was
added with the recovery of the Mid-Western hydrautic
cylinder manufacturers

All Seals was acquired in September 2010 and delivered
good sales growth 1n 2011 The general industrial
customers again provided positive sales momentum and
the expanded sales team developed new opportunities in
the large Califorrian market Plans are under way to add
additional sales support and technical resources to allow
the business to build on its solid base and expand its
reach 1n the Western United States

The FPE and M Seals businesses in Europe both had
excellent years with aggregate revenues growing by over
25% Inthe UK, FPE made substantial gains in the sale of
standard seals cylinder parts and manufactured
products and export sales were also very strong as
sub-distnbutors continued to purchase in larger
quantiies M Seals continued to build on the recovery
that began in mid-2010 and delivered strong sales
growth from its traditonal industnal customers in
Denmark and Sweden as confidence returned in both
domestic and export markets In particular, there were
substantial ncreases in sales to the wind power market,
where M Seals Is a key supplier of large bearing seals 1o
the industry-leading players in Westermn Europe and the
US During the year M Seals established a wholly owned
foreign enterpnse ("WOFE?), registered in Tiaryin, China,
In order to trade directly with the key companies in the
developing Chinese wind power sector




Controls

Sector Definition and Scope

The Controls sector businesses supply specialised
wirnng, connectors, fasteners and control devices used
in a range of techrnically demanding applications

The I5-Group supplies high performarnce winng,
interconnect electro-mechamical and fastener products
for use in a range of technically demanding applications
in industnes including Defence & Aerospace, Motorsport,
Energy Medical and General Industnal The I5-Group
also supplies a range of its own manufactured products,
including flexible braided products for earthing and
lightning protection, power shunt connectors, and
mult-core cables

The IS-Rayfast Cabletec and Clarendon businesses are
located in the UK in Swindon, Weston-Super-Mare and
Leicester, respectively The businesses serve the UK
market, as well as supplying to other sub-distnbutors
across Continental Europe 1S-Connect is located in
Indianapolis to serve the Motorsport market in the US, as
well as other specialised technical applicatons A
representative office has also been established in Beipng,
China with an (nitial focus on Aftermarket requirements
in the Commercial Aerospace and Industnat sectors

The Sommer business s located in Stuttgart, Germany
and also supplies high performance winng and cther
interconnect products A range of value adding activities
enhances the customer offering including marking of
protective sleeves, cut-to-length tubing kitting and
prototype quantities of custormused multi-core cables

Filcon 1s located in Munich and supplies specialist
connectors principally Into the Defence & Aerospace
markets in Germany Ficon offers connector assembly as
a value-added service Hawco supplies a range of control
devices used in the sensing, measurement and control of
temperature and pressure Applications range from
chilled cabinets for supermarkets, bars and restaurants to
fire detection systems Mawco has its operations in
Guildford and Bolton, in the UK

Market Drivers

The Controls sector businesses focus on specialised,
technical applications in a range of industries including
Defence & Aerospace, Motorsport Medical Equipment,
Energy Commercial Refrigeration and General Industnal
The key market dnvers In Defence & Aerospace are
national defence budgets and commercial aerospace
passenger actvity

2006 2007 2008 2009 2010

Defence
equipment
budgets
UK ~ Ebn! 68 72 79 87 S0
Germany - €bn? 82 86 95 103 104

Commercial
aerospace
Market growth® +52% +72% +16% -20% +7%

Sources.

1 MOD UK Defence Statisixs

2 Federal Ministry of Finance - Germany

3 Boewng and Aubus market outlook - revenue passenger kifometres

The Defence equipment budgets in the UK and Germany
grew strongly until 2009 and, although growth slowed In
2010, spending remained at an histoncal high and
growth over the five year penod to 2010 averaged 7% p a
inthe UK and 6% p a in Germany Moving forward,
spending will inevitably be impacted by the Strategic
Defence Reviews in the UK and Germany

The IS-Group businesses in the UK and Sommer in
Germany focus pnmanly on refurbishment, upgrade and
maintenance programmes, as well as supplying to Tier 2
electronics suppliers The businesses typically only supply
to OEMs and the Tier 1 suppliers when ex-stock availability
and responsiveness are important they have therefore
been less exposed to cutbacks and postponements in
major defence programmes Filcon has a greater
involvernent in the major capital projects through its
supply of connectors However, Filcon has rts products
designed-in to a broad range of arr, sea and land
applications and 1s not overexposed to individual projects

In the Commercial Aerospace sector, the businesses
supply products pnncipally for the initial fit out of arcraft
intenors and then therr subsequent upgrade and
refurbishment The Commercial Aerospace market
declined in 2009 as a result of the global economic
downturn before recovering in 2010 and posting a
healthy 7% growth As passenger numbers continue to
recover, the sector appears to be returning to its long-
term projected growth rate of ca 5% p a

The businesses also supply to a range of specialised
technical applications in the General Industnal sector
where the underlying market dnivers are the growth of
the industnal economies

2006 2007 2008 2009 2010

UK real GDP

growth! +28% +27% -01% -49% +13%
UK production

index? 1000 1005 976 872 903
Germany real GDP
growth! +36% +28% +07% -47% +35%
Sources.

1 Crganisaton for Econormuc Co-operauon and Development {OECD)
2 The Office of Natonal Statistcs - Index &t Production for Manufactuning

In the UK, manufacturing demand has remamned
relativety stable through 2010 and into the first half of
2011 In Germany, there was a sharp recovery in 2010
and into the first quarter of 2011 but growth has
subsequently flattened out

In Motorsport, actmty increased sharply due to continued
competitiveness within F1 across the gnd, combined with
greater inancial stability in a number of teams In the
World Rally & DTM (Deutsche Tourenwagen Masters)
competittons changes to car specificabions and new
entrants such as Min have stimulated interest in these
senes The Medical Equipment market {particularty in
Germany) rernained stable and, in Energy, there was
strong demand from the manufacturers of electncal
generators and commercial battenes In Germany, the
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Sector Review continued
Controls continued

decision to close down eight of the older nuclear power
plants will require changes to be made to the power
distnbution network and infrastructure spending may
need to be increased in future years

The UK Commercial Refrigeration market continued to
be boosted by the rmajor retallers continuing to invest in
new, convenience stores and In energy saving
technologles when refurbishing existing outlets

Sector Performance

Controls statistics

2011 2010
Revenue E76 2m E6BOmM
Adjusted operating profit £132m E113m
QOperating margin 17 3% 16 6%
Free cash flow £98m £99m
Trading capital employed £300m £293m
ROTCE 44.0% 386%

The Controls businesses increased revenues in 2011 by
12% to £76 2m {2010 £68 Omj on a UK sterling basis,
with the same level of growth on a constant currency
basis Adjusted operating profits increased by 17%

to £13 2m (2010 E£11 3m) wath operating margins
increasng to 17 3% (2010 16 6%)

Capital expenditure in the sector was E0 3m mainly for
the completion of a new ERP system in the Sommer
operation Free cash flow of £9 8m (2010 £99m)
remained at a similar level to last year reflecting a small
increase in both working capital and tax payments

The 15-Group increased revenues by 16% with the UK
businesses growing by 18% and Sommer in Germany
growing by 12% In the UK, the I15-Group's sales to the
Defence sector showed a modest decline from the
historical high point achieved in the pnor year but there
was continuing demand from a wide range of customers
that build or repair ground vehicles, large field quns and
weapons systems The military marine sector benefited
from continuing work on Astute submannes and on
torpedo systems, while military aerospace sates included
components for the A340 landing gear and the Hawk jet
trainer Commercial Aerospace sales were positive as
confidence returned to the sector and arlines
commussioned the fit-out of new aircraft, in particular,
there was good demand for parts for economy and
premier class seating and for new galleys in new and
refurbished awcraft

Sales of electnical harness components and aerospace
grade fasteners to the Motorsport sector were
exceptionally strong in the year In a successful F1 racing
season the IS-Group benefited from increased demand
from the larger teams, boosted by the re-introduction of
KERS (Kinetic Energy Recovery System) and increased sales
of fastener products to the F1 teams based in matnland
Europe Sales to the two key US racing senes, IndyCar
and Nascar, also showed excellent growth in the year

Diptoma PLC Annual Report & Accounts 2011

The General Industnal sector in the UK delivered strong
growth with very positive demand across multiple
sub-sectors including rail, specialist automotive, leisure
marine, mining equipment and sub-sea actwvites The
Energy sector also delivered very significant sales growth
for the 1S-Group in 2011 with strong cabling and power
shunt sales to generator manufacturers and significantly
increased demand for components for battertes used in
Uninterrupted Power Supply {"UPS®) applicatrons

In Germany Sommer was well positioned to take
advantage of the sharp recovery in the General Industrial
base and enjoyed a very strong first hatf in 2011 with
buoyant sales to multiple segments including electronics,
motors, valves, harnessing and specialist automotive
Motorsport sales were also very strong as confidence
returned to the German auto industry and the key players
invested in engines and cars for the F1, DTM and Le Mans
senes Energy sales were buoyant and were boosted by
the contribution from Fischer, the small acquisiton made
in August 2010 Defence sales remained subdued as
concerns over the German defence budget caused
uncertainty and spending slowed Aerospace sales were
on a par with the prior year with good sales to the
satellite sector being mostly offset by a general
slowdown in sales to the manufacturers of smaller
arrcraft Medical sales were also at a similar level to the
high point achieved 1in 2010

Filcon has a reasonably concentrated customer base for
its high performance connector products wath its core
customers being the Tier 1 German Defence and
Aerospace OEMs The continuing review of German
defence spending delayed the commencement of
several projects and the quantity of components
supptied by Filcon to the EFA programme continued to
reduce as expected Despite this background, Filcons
sales were only modestly lower than in the prior year as
the company supplies to a wide range of ndvidual
applications including four separate helicopter projects
and other projects in the specialist military radio sector
Filcon also supplies its specialised connectors to the
Motorsport sector, where the buoyant Fi series ensured
strong sales throughout the year

Hawco continued to build on its positioning as a
specialist supplier of energy effictent components to the
UK commercral refnigeration sector A year of very solid
growth was again driven primarily by the major food
retailers opening new stores and refurbishing existing
locations Hawco also extended its reach into the
attractive fast food retall sector by offerng a range of
both cooling and heating components to match the
needs of indwidual franchises




Finance Review

Nigel Lingwood

Group Finance Director

Continued Strong Performance

In 2011 Diploma achieved very strong growth in
operating profits supported by robust cash generation
as demand continued to remain buoyant in each of the
Group s principal markets Revenue increased by 26% to
E2306m {2010 £183 5m) and adjusted operating profit
which is before acquisition related charges, increased by
41% to £45 2m (2010 £32 tm) The adjusted operating
margin increased to a record 19 6% from 17 5% in the
2010 financial year, demonstrating the hugh degree of
operational leverage In the Groups businesses and in the
North American Seals businesses in particular in the
medium term, this level of operating margin is likely to
fall back shghtly as new investment 1s made in the
businesses to add resource and upgrade the
infrastructure to support future growth inthe Group

Adjusted operating profit In the second half of the year of
E£23 im (2010 £175m) was 32% ahead of the
comparable period last year and represented 512 of

the full year's operating profit This compared with an
Increase in operating profits of 51% in the first half of

the year

These results demonstrate that the recovery in 2010
following the 2009 recession, continued to be strong
throughout much of 2011 Against increasingly
demanding comparatives, the growth rates moderated
slightly towards the end of the financial year

Substantial Increase in Underlying Operating Profits
Acquisitions completed dunng both 2010 and 2011
incrementally contributed £17 2rm and £3 2m to revenues
and adjusted operating profit respectively

The net impact on the Group's results from the
translation of the results of the overseas businesses to UK
sterling was much smaller than in previous years This
year Group revenues and adjusted operating profits were
reduced by £0 5m and ENil respectively, as the impact of
aweaker US dollar offset the benefit of a stronger
Canadian dollar On a transaction basis, a small gain to
the gross margin of the UK businesses, from the volatility
of the Euro durning the year was offset by a small net loss
to gross margins i the Canadian Healthcare businesses
from the effect of therr US doltar hedging programme

On an underlying basis, revenues and adjusted operating
profit increased by 17% and 31% respectively, after
adjusting for these items

Adjusted Profit, Earnings per Share and Dmidends
Adjusted profit before tax increased 39% to £44 Sm
(2010 £32 2m), after net interest expense of £0 3m
{2010 income of £0 1m} IFRS profit before tax which s
after acquisition related charges of £4 8m (2010 E£3 5m)
and fair value remeasurements of £0 9m (2010 £2 Crm)
was £39 2m (2010 £26 7m)

The Group's adjusted effective accounting tax charge
represented 28 7% (2010 29 2%} of adjusted profit before
tax which was also broadly consistent with the cash tax
rate of 27 6% This year s effective rate benefited from a
reduction in the statutory corporate tax rates in both the
UK and in Canada although this was somewhat offset by
the higher proportion of profits contnibuted by HFPG in
the US where the effective tax rate 1s ca 38%

Adjusted earnings per share increased by 48% to 279p,
compared with 18 9p last year, which was much larger
than the increase In adjusted profit This larger increase
reflected the iImpact of buying-cut the 25% minornty
interest In AMT duning the year IFRS basic earmings per
share increased to 24 Op (2010 14 6p)

In lght of the strong increase In earrings the Directors

have recommended an increase in the final dividend to
8 S5p per share this gives a total dividend for the year of
12 Op per share which represents an increase of 33% on
the prior year

The dvidend cover increases to 2 3 tmes which s larger
than previous years but reflects a degree of caution,
given the current uncertainty in the direction of

globai markets

Robust Free Cash Flow

The Group continued to generate strong free cash flow
of £25 0m in 2011, despite the return of werking caprtal
to more normal levels Last years free cash flow was
£29 8m, but this included £6 4m of proceeds from the
sale of the Anachem businesses Free cash flow Is before
expenditure on acquisitions or returns to shareholders

Diploma PLC Annuat Report & Accounts 2011
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Finance Review continued

Operating cash flow Increased to £40 3m (2010 £34 3m)
after investing £74m (2010 E0 1m reduction} i working
capital, mainly to rebulld inventones during the year to
support the current level of trading actiity The ratio of
working capital to revenues at 30 Septerber 2011 was
16 1% {2010 15 4%} which was still below the longer run
average of ca 17%

Group tax payments increased to £12 4m (2010 £9 3m)
n line with the Increase in taxable profits and £1 6m
{2010 EO 4m} was spent on funding the Employee
Benefit Trust to altow 1t to purchase ordinary shares in the
Company Capital expenditure increased to £1 7m (2010
£1 3m) but remained below the £2 1m charge for
depreciation The Canadian Healthcare businesses spent
£0 4m on acquinng feld equipment in support of their
customer contracts with Canadian hospitals In Seals
HFPG spent £0 3m on two new custom seal machines
and a further £0 2m on completing the warehouse
automation project in Clearwater Other capital
expenditure of £0 8m included enhancements to
existing facilities and further investment in the IT
infrastructure across the Group, iIncluding £0 2m on

a new ERP system in Sommer

The Group spent £28 2m (2010 £11 Om} of its cash
resources on acquinng businesses, iIncluding minonty
interests, during the year and £14 8m {2010 £10 2m)
on paying dmvidends to both Company and

minonty shareholders

Significant Reduction in Liabilittes to Minonty
Shareholders

Dunng the year the Group acquired the outstanding
25% minority shareholding in AMT, one of the Group s
Healthcare businesses in Canada, for E12 5m These
shares were acquired through the exercise of put/call
options, agreed at the time of acquistion in
September 2007

Following this transaction the lability retained by the
Group to purchase the remaining munonty shareholdings
has fallen significantly to £2 Om (2010 £13 2m) This
liability relates to minority shareholdings held in M Seals
and BGS and in HPS which 1s a small subsidiary of the RT
Dygert seals business, the majonty of this lability will be
payable In December 2012 to acquire the outstanding
10% minerity shareholdings in M Seals These hiabilites
anse under put/call options entered into at the time of
acquisition and are based on the Directors’ estmate of
the Earnings Before Interest and Tax (‘EBIT") of these
businesses when the options crystallise

Based on the expected performance of these businesses,
the Drrectors have reassessed the potential liability at

30 September 2011 to acquire the remaining outstanding
minernty interests The fair value remeasurement of
these options has led to a financial charge of £0 Sm
{2010 E2 Om) being made in the consolidated

Income Statement
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Value Enhancing Acquisitions

The Group spent £28 2m on acquisitions during the
year, ncluding £12 5m on acquiring the outstanding
25% munonty shares in AMT Expenditure of £14 8m was
paid during the year to acquire the Canadian heatthcare
business of CMI in December 2010 a provision of

E1 1m has also been made at the year-end for deferred
consideration relating to this acquisition These
acquistions Including those made towards the end of
the last financial year have made a strong contnbution to
eamings this year Dunng the year deferred consideration
of £0 9m was also paid In connection with three smaller
acquisitions completed last year

Acquisitton intangible assets of £9 3m were recognised
on completion of these acquisitions, as well as goodwill
of £20 4m reflecting the amount patd in excess of the
value of the net assets The acquisiion of the mincrity
interest In AMT accounted for E13 im of this goodwaill
and the balance of £7 3m compnised the value in CMI
relating to both the prospects for sales growth in the
future (from both new customers and new products) and
frorn operating cost synergies

Excellent Return on Trading Capital and Strong
Balance Sheet

The Group achieved an excellent return on trading
capital employed ("ROTCE") of 25 4% in 2011 (2010

22 1%} ROTCE I1s a pre-tax measure and includes all
gross histonc goodwill and intangible assets and
represents an indication of the profitability of the Group
This improved return arose from a combination of the
growth in profits and from strong management of
working capital across the businesses

In absolute terms, trading capital employed, which
represents the amount of operational assets held by the
businesses increased by £30 6m to £152 9m (2010

E122 3m) The majonty of this increase arose from the
acquisition of intangible assets with the balance being
contnbuted by investment in working capitat to meet the
stronger trading ervironment

The Group recogruses the importance of maintaining a
strong balance sheet, particularly dunng this penod of
uncertainty i the global inancial markets At 30
September 2011 the Group held net cash funds of

£12 2m wath £17 8m of cash balances offset by £5 6m of
borrowings The cash funds are generally repatnated to
the UK, unless they are required locally to meet certain
comumitments, including acquisitions




The Group borrowings of £5 6m at the year-end were
drawn from the Group’s £20m revolving credit facility to
help finance the purchase of the minority interests eartier
during the year The Group has an option to extend these
bank facilities to E40m, subject to market pncing, and
these facilities remamn available until November 2013

Land at Stamford

The Group continues to retain approximatety 150 acres
of farm and former quarry land In Stamford which relates
to a former legacy busines Thuis land s included in the
balance sheet at ENil and in the opinion of the Directors,
it 15 unlikely to be worth more than £0 5min its present
conditton The Directors anticipate that this land will
continue to be leased to a local farmer and there is no
intention to dispose of this land In the foreseeable future

Valuation of Merged Pension Scheme

The Group successfully completed the merger of its four
small ctosed defined benefit pension schemes at 30
Septermber 2010 and dunng 2011 finalised an actuarial
funding valuation of the merged Scheme as at that date
The funding dehcit in the newly merged Scheme was

E2 7m representing a funding level of 87% The
Cornpany has agreed with the Trustees to continue to
pay £320,000 into the Scheme each year {increasing by
2% p a) with the objective of ebiminating the dehcit within
ten years With the scheme merger now completed,
attention will be focused on explonng opportunities to
reduce the Group's pension liability through the use of
structured insurance products

On an accounting basis, the net pension liability
increased marginally at 30 September 2011 to £5 4m
{2010 E5 3m) The higher accounting dehcit reflects the
accounting requirement to value the liabilites at a more
conservative market discount rate, compared wath the
higher discount rate used in the funding valuation

Both the funding and accounting valuations have
benefited this year from HM Government’s decision
earber In the year to use the Consumer Price Index ("CPI")
instead of the Retail Pnce Index ("RPI") as the basis for
statutory inflation increases in certain pension benefits
The benefit to the accounting valuation from the change
to CPlis ca £14m and thisis included in the
consolidated Statement of Comprehensive Income

Pension benefits to existing employees, including the
Executive Directors, are provided through defined
contribution schemes at an aggregate cost in 2011 of
£0 Bm (2010 £0 7m)

Measunng Financial Performance

The Group continues to use a number of specific
measures to assess the performance of the Group and
these are referred to throughout this Annuat Report in
the discussion of the performance of the businesses
These measures are not defined in IFRS but are used
by the Board to assess the underlying cperational
performance of the Group and its businesses As such
the Board believes these performance measures are
important and should be considered alongside the IFRS
measures The alternative performance measures which
have been used in this Annual Report, are described in
note 2 to the consclidated hnancral statements

Reported performance takes into account all the factors
(including those which the Group cannot influence
pnncipally currency exchange rates) that have affected
the results of the Group s business and which are
reflected in the consolidated financial statements
prepared in accordance with International Financial
Reporting Standards ("IFRS"), as adopted by the

Eurcpean Urnion

There have been no new accounting or disclosure
requirements this year that have impacted the Group's

consolidated financial staternents
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Principal Risks and Uncertainties

Risk assessment and evaluation is an integral part of the Group's annual planning cycle and market specific nsks are

evaluated as part of the annual budgeting process

Each operating business 1s required each year to identify
and document the significant strateg:c, operational and
financial and accounting nsks facing the business For
each sigrnificant nsk, a number of scenarnos are mapped
out and an assessment 1s made of the lkelihood and
impact of each nsk scenano Finally, plans and processes
are established which are designed to control each nisk
and minirruse its potential irmmpact

Risk Strateqic
Downturn in major markets

The risk assessments from each of the operating
businesses are reviewed with the Executive Directors and
a consolidated nsk assessment Is reviewed by the Board

The principal risks and uncertainties which are currently
Judged to have the largest potential impact on the
Group's long-term performance are set cut below

Adverse changes in the major markets in which the
businesses operate can have a significant impact on
performance The effects will either be seen in terms of
stowing revenue growth due to reduced or delayed
demand for products and services, or pressure on
margins due to increased competitive pressures

A number of characteristics of the Group’s businesses

moderate the impact of econcmic and business cycles

on the Group as a whole

+ The Group's businesses operate in three different
sectors with different cyclical charactenstics and
across a number of geographic markets as set out
on page 10

Mitigation

« The businesses offer specialised products and
services, this offers a degree of protection against
customers quickly switching business to achieve a
better price

» Ahgh proportion of the Group's sales comprise
consurnable products and service contracts which
are purchased as part of customers’ operating
expenditure rather than through capital budgets

= In the majonty of cases the products are used in
repair, maintenance and refurbishment applications,
rather than onginal equipment manufacture

The businesses identify key market dnvers and monitor
the trends and forecasts, as well as maintaining close
relationships with key customers who may give an early

Loss of key supplier{s}

warning of slowing demand Changes to cost levels and
Inventones can then be made 1 a measured way to
mitigate the effects

For manufacturer-branded products, there are risks to
the business if a major supplier decides to cancel the
distnbution agreement or If the suppler 1s acquired by a
company which has its own distnbution channels in the
relevant market There s also the nsk of a supplier taking
away exclusivity and either settng up direct operations or
establishing another distnbutor

In times of rapid economic expansion in activity, such as

after a global recession the lead times to supply key
product can become very long

Mitigation

No supplier represents more than 15% of Group revenue
and only five suppliers represent more than 2% each of
Group revenue

Relationships with suppliers have normally been built up
over many years and a strong degree of interdependence
has been established The average length of the principal
supplier relationships in each of the sectors s over

ten years

Strength of relationship wath supplier and volume of
actmity generally ensures continuity of supply when
there Is shortage of product

Actions to mitigate the nsks include

« Long term, mutti-year exclusive contracts signed
with suppliers with change of control ¢lauses, whete
possible, included n contracts for protection or
compensation in the event of acquisiton

+ Collaborative projects and relationships mantained
with indwviduats at rmany levels of the supplier
organisation together with regular review meetings
and adherence to contractual terms
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= Regular review of inventory levels

« Bundlng and kitting of products and provision of
added value services

« Periodic research of alternative suppliers as part of
contingency planning




Risk Strategic continued
Loss of major customer(s)

The loss of one or more major customers can be a
matenal nsk

Mitugation

The nature of the Group's businesses I1s such that there

1s not a high level of dependence on any indmdual
customers and no customer represents more than 5% of
sector revenue or more than 2% of total Group revenue

Specific large cusiomers are important to indvidual
operating businesses and a high level of effort 1s invested
N ensuring that these customers are retained and
encouraged not to switch to another supplier

Product hability

In addition to providing high levels of customer service,
close integration is established where possible with
customers’ systems and processes

There s a nsk that products supplied by a Group business
may fail i service, which could lead to a clam under
product labiity The businesses, in their Terms and
Conditions of sale with customers, will typicatly mirror
the Terms and Conditions of sale from the suppliers

In this way the lability can be imited and subrogated

to the supplier

However if a legal clairn 1s made it will typicalty draw in our
business as a party to the claim and the business may be

Mrigation

exposed to legal costs and potential damages if the clam
succeeds and the supplier fails to meet its liabilities for
whatever reason Product iability insuranice ¢an be
lmited in terms of its scope of insurable events, such as
product recall

Dunng 2011, the Group settled a small claim received
from a customer in respect of product faillure which it
was unable to recover from the supplier However, there
have been no similar claims during the past ten years

Technically qualified personnel and control systems are
in place to ensure products meet quality requirements
The Group has also established Group-wide product
liability insurance which provides worldwide umbrella
Insurance cover of E10m in all sectors

Loss of key personnel

The Group's businesses may also elect not to supply
products If they are not fully conhdent that the products
will meet the dermands of the operating environment

The success of the Group 1s built upon strong
self-standing management teams in the operating
businesses, committed to the success of their respective
businesses As a result, the loss of key perscnnel can
have a significant impact on performance, at least for
atime

Mitigation

Average age of our senmor managers making up the
self-standing management teams in the operating
businesses 1s 43 with an average length of service of
ten years

As set out on page 43 the average length of service for
all personnel in the Group 1s over five years

Contractual terms such as notice penods and non-
compete clauses can mitigate the nsk in the short term
However more successful intiatives focus on ensuring a
challenging work ervironment with appropriate reward
systems The Group places very high importance on
planning the development, motivation and reward for
key managers in the operating businesses such as
+ Ensuring a challenging working environment where
managers feel they have control over, and
responstbility for thetr businesses

= Estabhshing management development programmes
to ensure a broad base of talented managers

« Offering a balanced and competitive compensation
package with a combination of salary, annual bonus
and leng-term cash incentive plans targeted at the
indnadual business level

= Gving the freedom, encouragement, financial
resources and strategic support for managers
to pursue ambitious growth plans
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Principal Risks and Uncertainties continued

Risk Operational
Major damage to premises

The Groups businesses mostly operate from combined
office/warehouse facllities which are dedicated to each
business and not shared with other Group businesses

Major damage to the facilibes from fire, mabicious
damage or natural disaster would impact the businesses
for a penod until the damage s repaired or alternative
facilities have been established

Mitigation

However, the Group has not suffered any major damage
to premises in recent years and 1in Clearwater, Flonda
there has been no signifiicant hurricane actvity for at
least the last three years

The business where the nisk Is greatest 1s Hercules in
Clearwater Flonda which 1s most at nsk from an
environmental disaster caused by a hurncane or tornado
The building structure has been designed to withstand
150mph winds and a specific disaster plan has been
drawn up and Is regularly reviewed

This includes

« Backup power generator

+ Materials on hand to secure the facility

« Communications rercute to other branches or interim
locations

+ T recovery plan using backup server in separate
location

+ Regular bullding inspection and weather monitoring

» Plans to drop-ship product from suppliers direct
o custormers

Loss of Information Technology (“IT") systems

The other businesses have also developed plans to
prevent incidents, including fire and secunty alarms and
reqular fire dnils Insurance policies are also in place
including property, contents and business interruption
cover which would mitigate the financial mpact

However, the pnority in such an event is to become
operational as quickly as possible to mirtmise disruption
to customers Plans to ensure a quick and orderly
recovery have been developed by the businesses and
are penodically reviewed

Computer systems are critical to the businesses since
their success is built on high levels of customer service
and guick response A compilete failure of IT systemns,

Mitigation

with the loss of trading and other records, would be
more damaging to the businesses than major physical
damage to facilities

Business interrugtion insurance cover Is held across the

Group and contingency plans have been drawn up in all

businesses The recovery plans differ by iIndividual

business, but will include some or all of the following

elements

« Fult data backups as a matter of routine and backup
tapes stored in a fireproof safe
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= Backup servers identified and communication reroute
options identified

« Service contracts with {T providers with access to
replacement servers

+ Uninterruptible power sources and backup generators
where required

» Virus checkers and firewalls




Risk Financial and Accounting

The Group s activities expose (t 1o a varety of financial
and accounting nsks, including foreign currency liguidity,
interest rate and credit The policies for managing these
financial nsks, as well as the management of capital nsks
are set out In note 18 to the consolidated financial
statements The pnncipal financial and accounting

nsks are summansed below The Group’s overall
management of these nsks is carned out by a central
treasury team (Group treasury} under policies and

Foreign currency nsk ~ Translational exposure

23

procedures which are reviewed and approved by

the Board Group treasury identifies evaluates and
where appropnate hedges financal nsks in close
co-operation with the Group’s operating businesses

The Group treasury team does not undertake speculative
foreign exchange dealings for which there 1s no
undertying exposure

Foreign currency nisk is the nsk that changes in currency
rates will affect the Group s results The Group operates
internationally and 1s exposed to foreign exchange risk
ansing from various currency exposures, primanly with
respect to the US dollar, the Euro and the Canadian
dollar The Group alsc has operations outside the UK
whose net assets are also exposed to foreign currency
translation risk

During the year ended 30 September 2011, ca 75% of
the Group s revenue and operating profits were earned in
currencies other than UK sterling In comparison to the
prior year, the net effect of currency translation was to
increase revenue by EQ 5m and to ncrease operating
profit by ENil It 1s estimated that a strengthering of UK
sterling by 10% against atl the currencies In which the
Group does business, would reduce operating profit

Mitigation

before acquisition related charges and tax, by
approximately £3 4m (7 5%) due to currency transtation

Currency exposures also anse from the net assets of the
Group's foreign operations At 30 September 2011, the
Group's non-UK sterling trading capital ermployed in
overseas businesses was £130 9m (2010 £103 1m), which
represented 86% of the Group’s trading capital employed
It1s estimated that a strengthening of UK sterling of 10%
against all the non-UK sterling capital employed would
reduce shareholders funds by £12 6m

Detalls of average exchange rates used in the translation
of overseas earnings and of year end exchange rates,
used in the translation of overseas balance sheets, for
the principal currencies used by the Group, are shown
In note 28 to the consolidated financial statements

The Group does not hedge translatonal exposure

Foreign currency - Transactional exposure

The Group s UK businesses are also exposed to foreign
currency nsk on purchases that are denormnated in a

currency other than therr local currency, prncipally US
dollars, Euro and Japanese yen The Group's Canadian

Mrtigation

and Australian businesses are also exposed to a similar
nsk as the mayonity of therr purchases are denominated
in US dollars

The Group's businesses may hedge up to 80% of
forecast (being a maximum of eighteen months) foreign
currency exposures using forward foreign exchange

Risk Accounting
Inventory obsolescence

contracts The Group classifies its forward foreign
exchange contracts, hedging forecasted transactions,
as cash flow hedges and states them at fair value

Working capital management 1s cntical to success in
specialised distribution businesses as this has a major
impact on cash flow The pnnaipal nsk to working capital,
1S In Inventory obsolescence and write-off

Mibgation

The charge against operating profit in respect of old or
surplus inventory 1s generally ca £0 7m per year but
Inventones are generally not subject to technological
obsolescence

Inventory write-offs are controlled and muinimised by
active management of inventory levels based on sales
forecasts and regular cycle counts Where necessary

a provision 18 made to cover excess inventory and
potential obsolescence
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Board of Directors and Advisors

John Rennocks (66) %
Non-Executive Chairman

Bruce Thompson (56)
Chief Executive Officer

Nigel Lingwood (52)
Group Finance Director and
Company Secretary

Appointed Jotned the Board in July
2002 and appointed Charrmann
January 2004

Shkills and expenence Johnisa
Chartered Accountant with over
40 years of expenence in commerce
and industry, including nearly 20
years as the Finance Director of
FTSE 100 compantes He has been
a non-Executive Director of many
comparues 1n the past 17 years,
including as Chairman of six other
public or private companies across
several iIndustnal or support
service sectors

External appointments John s
currently Chairman of Intellgent
Energy PLC and the Senior
Independent Director of Inmarsat
PLC and Babcock Internationat
Group PLC
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Appointed Joined the Board in 1994
as a Group Director and appointed
Chuef Executive Officer n 1596

Skills and expenence Bruce started
his career in the automotive industry,
first as a design engineer and then

in product marketing He then spent
three years in international marketing
with a construction matenals
company developing new markets
in Europe, the Middle East and North
Afnca Pnorto joining Diploma, he was
a Director with Arthur D Little Inc

the technolegy and management
consuting firm, initially in the UK

and then as Director of the firms
Technology Management Practice
based in Cambndge, Massachusetts

External appointments None

Appointed Joined the Company 1n
June 2001 and appointed Group
Finance Director in July 2001

Skills and expenence Prior to
Joining the Company Nigel was the
Group Financial controller at Unigate
PLC where he gained expenence of
working in a large multi-national
environment and on a number of
large corporate transactions Nigel
qualified as a Chartered Accountant
with Price Waterhouse London

External appointments None

Member of

1 the Remuneraticn Commuttee
2 the Audit Commuttee

3 the Normnation Committes




John Matthews (67)223
Non-Executive Director

lan Grice (58) 23
Non-Executive Director

lain Henderson {55)
Chief Operating Officer

Appomnted Joined the Board in 2003

Skills and expenence Johnisa
Chartered Accountant and a former
Managing Directeor and Head of
Corporate Finance at County
NatWest Subsequent to this he

was Deputy Chairman and Deputy
Chief Executive at Beazer plc,

an international cvil engineenng,
construction house bulding and
aggregates group He has also been
Charrman of Crest Nicholson plc and
Regus plc and a non-Executive
Director of a number of listed and
private companes

Appointed Joined the Board in
January 2007

Skills and expenence A chartered
engineer with over 35 years
expernence in the Support Services
and Construction sectors, in the UK
and Internattonal markets lan held
senicr roles in several Industnal
groups before joiring the board of
Alfred McAlpine plc in 1995 where he
was Chief Executive Officer from
2003 w0 2008

External appointments lanis
currently a member of the
Supervisory Board of Arcadis NV, and

Appointed Joined the Board as a
Director in 1998 and appointed
Chief Operating Officer in 2005

Skilis and experience lain qualified as
a chartered management accountant
and began his career in the food
Industry, progressing to be an
operations general manager with H J
Heinz Since 1988, lan has specialised
in the acquisttion and development of
small to medium sized enterprises
("SME"} within group structures This
was firstly within the privately owned
Bricom MBO, where he ran ANC
Holdings and from 1994 1n a public
compary ervironmenit as a Director

External appointments John s a non-Executive Director of three of Glenchewton plc and then
currently a member of the Board of  private companies Diploma PLC
SDL plc and Aurelian Ol & Gas plc
and a member of the Advisory Board External appointments None
of Alexander Proudfoot
Advisors
Investment Bankers Auditor Corporate Stockbrokers
Lazard Deloitte LLP Numis Secunties
50 Stratton Street 2 New Street Square 10 Paternoster Square
London W13 8LL London EC4A 3BZ London EC4AM 71T
Bankers Solicitors
Barclays Bank PLC HSBC Bank plc Ashurst
1 Churchill Place City Corporate Banking Centre Broadwalk House
London E14 SHP 60 Queen Victoria Street 5 Appold Street
London EC4 4TR London EC2A 2HA
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Corporate Governance

John Rennocks
Chairman

This section of the Annual Report & Accounts sets out
how the Board and its Committees discharge their duties
and how we apply the pninciples of good governance set
out In the new UK Corporate Governance Code

The Board has always been committed to the highest
standards of corporate governance approprate to a
company of the size and complexity of Diplorna PLC

The new Code which is applicable to the Company

from 1 October 2010 has introduced a number of new
obligations on larger companies, some of which have not
yet been adopted i Diploma, as permitted by the Code

These obligations include the requirement that more
than half the Board should comprise independent
directors, that the directors should be subject to annual
re-election and that the Board should have externally
facilitated performance evaluations As a smaller
company, | have always considered that it was more
Impoertant that the Board operated within the spint of
the prninciples of corporate governance, rather than
necessarily following regmented rules

| firmly believe that good governance comes from

a robust and effective Board which provides strong
leadership to the Company and engages well with

both management and shareholders Throughout my
tenure as Chairman, the Board has been made up of a
good balance of Executive and non-Executive Directors
whose skills have been carefully balanced and which has
fostered an enwronment whereby constructive challenge
and open debate 15 actively encouraged at all meetings

Over the ten years that | have been on the Board of
Diploma, the Company has been very successful and
has grown substantially to the point that the Company
was recently promoted to the FTSE350 The Board
recognises that with greater size comes greater
accountability and | therefore intend with the support

of the Board, to focus over the next eighteen months

on developing the Board and its governance procedures
so that it will be able to meet the higher standards set for
large companies
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Number of Board Meetings

Directors and attendance 2011
John Rennocks (Chairman) 615
John Matthews 6/6
lan Grnice 6/5
Bruce Thompson 6/6
lain Henderson 6/6
Nigel Lingwood 6/6

With both myself and John Matthews having served

on the Board for a number of years now, this process
will include the addition of two further non-Executive
Directors to the Board A key element of our approach
to Board structure has been and will be to seek to have a
broad spread of skills blending together, so that we have
a Board for which the overall strength is greater than
“the sum of the parts” We will ensure that the process
takes account of the findings of the Davies Report on
Boardroom diversity and recent amendments to the
Code by the FRC

Meanwhile | remain satisfied that the Board 15 well
suited to our business and that the Board will continue
to have the appropriate balance of skills, expenence,
independence and knowledge of the Company to
enable the Directors to discharge their duties and
responsibilities effectively

Finally | would like to encourage all shareholders to find
the time to join us at our AGM on 18 January 2012 as it
provides an excellent opporturity to meet all members
of the Board

John Rennocks
Chairman

Compliance Statement

The Governance report on pages 26 to 41 1s
designed to provide shareholders with a clear
summary of the Group'’s governance arrangements
by reference to the UK Corporate Governance Code
{"the Code”), published in June 2010 as it applied to
the Company in 2011 Throughout the accounting
penod to which this report relates the Directors
believe that the Company has complied with all of
the relevant Provisions set out In Secttons A to E of
the Code




Report on Corporate Governance

Compliance with the UK Corporate Governance Code
As a UK-listed company Diploma PLC is required to state
whether it has complied with the Main Principles of the
UK Corporate Governance Code (the Code”) published
by the Financial Reporting Council in June 2010
throughout the year in review and, where the provisions
have not been complied with to provide an explanation
Diploma PLC 15 also required to explan how it has applied
the Main Principles of the Code and this 15 set out below

Leadership

The Company’s governance structure 1s based on the

leadership principles set out In the Code The core

actvities of the Board and its Committees are planned
oh an annual basts and this forms the basic structure
within which the Board operates The Board has adopted
formal terms of reference which reflect the pnnciples
contained in the Code, and cover the following

« Strategy — reviewing and agreeing strategy

+ Performance — monttonng the performance of the
Group and also evaluating its own performance,

= Standards and values - setting standards and values
to guide the affairs of the Group,

« Qversight — ensunng an effective system of internal
controls 1s 1n place, ensunng that the Board receives
timely and accurate information on the performance
of the Group and the proper delegation of authonty
and

» People - ensunng the Group 1s managed by mdividuals
with the necessary skills and expenence and that
appointments to the Board are managed effectively

The terms of reference also sets out the separate and
distinct roles of the Chainman and the Chief Executive

The Board appomts the Chief Executive and monitors his
performance in leading the Company and providing
operational and performance management in delivering
the agreed strategy Specifically he 1s responsible for
developing, for the Board's approval, appropnate values
and standards to guide all activities undertaken by

the Company

The approval of acquisiions for the most part 15a
matter reserved for the Board save that it delegates to
the Chief Executive the responsibility for such activities to
a specified level of authonty Similarly, there are authonty
levels covenng capital expenditure which can be
exercised by the Chief Executive Beyond these levels of
authority, projects are referred to the Board for approvat

Other matters reserved to the Board include treasury
policies internal control nsk management and the
appomntment or removal of the Company Secretary
The Company mamtains appropriate insurance cover
with respect to legal action against its Directors

To ensure that non-Executve Directors can constructvely
challenge and help proposals on strategy, the Board has
adopted a process of reviewing and approving the agreed
strategy for the Cormpany on a two yearly basis In 2010,
the Board members undertook a formal strategy
development review at the Group’s business in Edmonton,
Canada The next strategy meeting will be held in 2012

Effectiveness

The Board

The Board comprises three non-Executive Directors
ncluding the Chairman, and three Executive Directors,
providing an appropriate range of skill and experience
The biograptucal details of the Board members are set
out on pages 24 and 25 The Board has six scheduled
meetings each year and meets more frequently as
required [t met on six occasions dunng the year under
review and attendance at these meetings 1s set out in the
chart opposite

The non-Executive Directors are appomnted for specified
terms and the deta:ls of their respective appointments
are set out In the Remuneration Report on page 41

The non-Executive Directors are determined by the
Board to be iIndependent in character and jJudgement
and there are no relationships or circumstances which
could affect, or appear to affect, a Director s jJudgement
The Chairman, John Rennocks was considered
Independent by the Board both at the time of his
appomntment as Director on 12 July 2002 and as
Chairman on 7 January 2004 and in accordance with the
Cede, the ongoing test of independence for the
Chairman 1s not approprate John Matthews s the
Senior Independent Director

All non-Executive Drrectors are advised of the lkely time
commitments at appointment The ability of individual
Directors to allocate sufficient ime to the discharge of
their responsibilities 1s considered as part of the Directors’
annual evaluation process overseen by the Chairman
Any 1ssues conceming the Chairman’s bme commitment
are deait with by the Nominations Committee, chaired
for this purpose by the Senior lndependent Director

Non-Executive Directors are required to inform the
Board of any changes to therr cther appointments

There are three standing Committees of the Board to
which various matters are delegated Membership of the
Committees is set out on pages 24 and 25 and terms of
reference of each the Committees are set out on the
Company s website iwww diplomaplc com) In order to
ensure that undue reliance 1s not placed on particular
indmiduals, the Board has decided that all its ndependent
non-Executive Directors should serve on all Committees
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Corporate Governance continued

Report on Corporate Governance continued

Dunng the year the Chairman has also held meetings
with the non-Executive Directors, without the Executive
Directors present

Appointments to the Board

The Board has established a Nomination Committee
which leads the process for Board appomtments and
makes recommendations to the Board The members of
the Nomination Committee are John Rennocks, who s
the Chairman, and the two non-Executive Directors The
Committee would be chaired by the Seruor independent
Director on any matter concerning the chairmanship of
the Company The Cornpany Secretary 1s the Secretary
to the Committee

The Nomination Committee has written terms of

reference which are avallable on the Company’s website

covenng the authonty delegated to it by the Board In

carrying out its duties, the Commuttee will

« Take responsibitity for identifying and nominating, for
the approval of the Board, candidates to fill Board
vacancies as and when they anse

« Before making an appointment evaluate the balance
of skills knowledge and experience on the Board and
in the light of this evaluation, prepare a description of
the rote and capabilities required for a particular
appolntment

« [nidentifying suitable candidates consider candidates
on ment and against objective critena and will take
care that appointees have enough time available to
devote to the position

« Consider candidates from a range of backgrounds,
both internally and externally and may use the
services of external advisors to facilitate the search

The Nomination Commuttee met once dunng the year
under review at which proposals for development of the
Board were discussed

Information and professional development

An induction programme s agreed for all new directors
aimed at ensunng that they are able to develop an
understanding and awareness of the Company’s core
processes, Its people and businesses This process
includes visits to vartous operating businesses [n addition
to the induction programme that all directors undertake
on joimng the Board, a programme of director
awareness of the businesses has been developed
through penodic visits to the principal business locations
and presentations by senior management of the
businesses to the Board
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The Charman wath the assistance of the Chief Executive
and Company Secretary 1s responsible for ensuring that
Directors are supplied with information in a tirmely
manner that 1s 1in a form and of a quality appropnate to
enable them to discharge their duties In the normal
course of business, the Chief Executive makes an oral
report to the Board at each meeting and information is
provided and reported through formal Board Reports
that include information on operational matters and
strategic developments There are also reports onthe
performance of Group operations, financial performance
relative to the Budget, business development and
investor relations

The training needs of the Directors are periodically
discussed at meetings with briefings as necessary on
various elements of corporate governance and
regulatory 1ssues

The Company Secretary acts as an adwvisor to the Board
on matters concerning governance and regulatory issues
and ensures compliance with Board procedures All
Directors have access to his advice and a procedure also
exists for Directors to take independent professional
adwvice at the Company's expense No such advice was
sought during the year The appomtment and removal of
the Company Secretary and his remuneration are
matters for the Board as a whole

Histoncally, because of the relatively smali size of the
Company and to lrmit its costs the Board has decided
that the role of the Company Secretary should be
combined with that of the Group Finance Director As
the Group continues to grow In both size and
complexity this appointment will be reviewed again by
the Board in the new financial year

Board evaluation

The Board's annual evaluations of effectiveness are
completed internally using specifically designed
evaluation forms and under the direction of the
Chairman This exercise encompasses an evaluation
of the performance of the Board as a whole, as well as
of the Committees and individuals Feedback on Board
performance 1s presented to a meeting of the Board
which agrees actions and objectives for the

following year

Re-election

All Directors to the Board are subject to election by the
shareholders at the first Annual General Meeting
following their appomtrnent by the Board The Board has
decided to adopt the provision of the new UK Corporate
Governance Code, whereby all Directors will be subject
to re-election annually commencing from the Annual
General Meeting on 18 January 2012




Remuneration

The Board has delegated to the Remuneration
Committee responsibility for agreeing remuneration
policy and the remuneration of the Executive Directors
The Committee 1s formed exclusively of Independent
non-Executive Directors and the Report of the
Remuneration Committee I1s set out on pages 32 to 41

Accountability

The Board 1s committed to providing shareholders with
a clear assessment of the Company s financial position
and prospects This 1s achieved through this Annual
Report & Acccunts and through other pencdic financial
statements and announcements

The arrangements established by the Board for the
application of risk management and internal control
principles are set out on page 31 The Board has
delegated to the Audit Committee oversight of the
Group's corporate reporting, management of the
relabonship with the auditors and review of the
Company's nsk management and internal control
procedures, further details of which can be found in the
Audit Committee report on page 30

Relations with Shareholders

The Company has a well developed investor relations
programme managed by the Chief Executive and Group
Finance Birector Through this programme the Company
rmamtains regular contact with major sharehotders to
communicate clearty the Group's objectives and
monitors mevements in significant shareholdings

Mast shareholder contact 1s with the Chief Executive
Officer and Group Finance Director through
presentations made twice a year on the operating and
financial performance of the Group and its longer term
strategy The Chuef Executive Othcer and Group
Finance Director generally deat with questions from
indwidual shareholders

All financial and trading announcements are published
immediately on the Company's website www
diplomaplc com, including copies of the presentations
made to analysts and key shareholders

The non-Executive Directors are given regular updates as
to the views of Institutional shareholders and an
independent insight 1s sought through research carned
out twice a year by the Company's advisors

Through these processes, the Board 1s kept abreast of
key 1ssues and the opportunity for shareholders to meet
the Chairman or Serior Independent Director, separately
from the Executive Directors, is available on request

29

Notice of the Annual General Meeting 1s sent to
shareholders at least 20 working days pnior to the
meeting and includes a separate resolution oneach
substantially separate 1ssue All shareholders have the
opportunity to put questions at the Company's Annuat
General Meeting when the Chairman and Chief
Executive Officer give a statement on the Group s
performance during the year, together with a statement
on current trading condiions The Chairman of the
Board and of the Remuneration and Audit Committees
will normally be avalable to answer questions at

the meeting

In the absence of a poll being called, proxy votes cast are
declared after each resolution dealt with on a show of
hands The results of the AGM resolutions are published
on the Company's website
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Corporate Governance continued
Audit Committee

John Matthews

Number of Committee Meetings

Dlrectors and attendance 201
John Matthews (Chairman) 77
John Rennocks 77
lan Grice 717

Chairman of the Audit Committee

The Audit Committee compnses John Matthews
(Chairman), John Rennocks and lan Grice Both John
Matthews and John Rennocks are chartered
accountants who have recent and relevant finangial
experience as required by the Code

The meetings of the Committee are normally attended
by the Executive Directors and the external auditor In
addtion, the Chairman of the Committee meets privately
with the external auditor at least twice each year The
Secretary to the Committee is Nigel Lingwood

Role of the Committee

The main roles and responsibilities of the Committee are

set out In wnitten terms of reference which are available

on the Company's website (www diplomaplc com)

They are as follows

« to monitor the iIntegnty of the financial statements of
the Group and any formal announcernents relating to
the Group’s financial performance, reviewing
significant inancial judgements contained therein,

» 1o review the Groups internal controls systerns and
nsk management procedures,

+ to make recommmendations to the Board, for it to put
to shareholders for approval In general meeting, In
relation to the appointment, re-appointment and
removal of the external auditor and to approve the
terms of engagement of the external auditor,

« to review and monitor the external auditor s
independence and objectivity and the effectiveness of
the audit process taking mnto consideration relevant
UK professional and regulatory requirements,

« to develop and mplement policy on the engagement
of the external auditor to supply non-audit services,
taking into account relevant guidance regarding the
provision of non-audit services by the external
auditor,

« 1o report to the Board, identifying any matters in
respect of which it considers that action or
improvemnent 1s needed and making
recommendations as to the steps to be taken, and

+ to consider annually whether there 1s a need for a
formal internal audit function and make
recommendation to the Board
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in addition, the Audit Committee has an important role
to play through its responsibility for, and oversight of, the
audttor relatronship and auditor independence The
Comnmittee reviewed the audit engagement in 2008 and
following an audit tender process, recommended to the
Board the appointment of Deloitte LLP as audrtor to the
Company and Group

The Committee has also established a set of guidelines
covering the type of non-audit work that can be
assigned to the external auditor These relate to further
assurance services — where the auditor s detailed
knowledge of the Group s affairs means that they may
be best placed to carry out such work This extends to,
but s not restricted to, shareholder and other circulars
regulatory reports, and on occasions, work In
connection with disposals Work in connection with
acquisitions, Including due diligence reviews, 1s generally
not provided by the auditor, butis placed with other irms

Taxation services are generally not provided by the
auditor, a separate firm is retained to provide tax
advice, Including any assistance with tax compliance
matters generally, except in Canada and Denmark,
where the auditor provides some assistance on the
tax computations

In other circumstances proposed assignments are
put out to tender and decisions to award work taken
on the basis of demonstrable competence and

cost effectiveness

The Committee recerves an annual report which provides
details of any assignments and related fees carried out by
the auditor in addition to thetr normal audit work, and
these are reviewed against the above guidelines

The Commuttee has also formally reviewed and approved
the arrangements by which Company employees may. In
confidence, raise concerns about possible irregulanies in
financial reporting or other matters (so called
“whistleblowing” procedures})




Activities During the Year
The Audit Commuttee assists the Board in assuning the
integnty of the financial statements and related disclosures

Dunng the current year the Committee carried out the

following work

» atits meetings N May and November, the Committee
reviewed the Intenm Report and the Annual Report &
Accounts respectively On both occasions, the
Committee receved reports from the Group Finance
Director and from the external auditor identifying any
accounting or jJudgemental 1ssues requinng its
attention,

» In September the Comrmittee met with the external
auditor to discuss their audit plan process,

» inJanuary and August the Committee met to approve
formal Interim Management Statements which were
released to the market, in accordance with the
Disclesure and Transparency Rutes, and

« the Committee met on two further occasions durning
the year to review Trading Updates which the
Company 1ssued to the market

During the meetings, the Committee reviewed the
information ncluded in the Annual Report & Accounts
to ensure that the information provided a far review
of the Group’s business It also rewiewed the external
audit management letter and the procedures designed
to ensure that the external auditor was aware of all
“relevant audit information”, as required by the
Companies Act 2006

The Commuttee also assessed the effectiveness of the
external audit process and the report on the external
auditor's own quality control procedures This
assessment covers all aspects of the audit service
provided by the Company s external auditor

Risk Management and Internal Control

The Committee is responsible for reviewing the
effectiveness of the Group s system of internal control
The system of internal control 1s designed to manage
rather than elimmate the nisk of failure to achieve
business objectives and can only provide reasonable and
not absolute assurance against material misstatement
orloss

The Board has established a clear organisational
structure with defined authonity levels The day to day
running of the Group’s business is delegated to the
Executve Directors of the Company The Executive
Directors visit each operating unit on a regular basis and
meet with both operational and finance management
and staff

Key financial and operational measures are reported ona
weekly and/or monthly basis and are measured agamnst
both budget and intenm forecasts which have been
approved and reviewed by the Board Cn an annual
basis, each business unit I1s required to prepare a nisk

assessment process on the key strategic operational,
financial and accounting nsks to dentify evaluate and
manage the sigruhicant nsks to the Group s business
They include common definitions of nsk and ensure, as
far as practicable, that the policies and procedures
established by the Board are appropnate to manage the
perceved nsks to the Group These assessments are
supplemented by a detalled evaluation of the key
financial controls of the business units which are critically
reviewed by the Group s internal auditor The Committee
will annually review the results of these assessments and
wdentify the key strategic and operating risks of the
Group Dunng the year, the nsk assessment process
revealed no significant nsks of which the Board was not
previously aware

The risks and uncertainties which are currently judged to
have the largest potential iImpact on the Group's long
term performance are set out on pages 20 to 23

The Committee has reviewed the effectiveness of the
Group's nsk management and internal control systems
Taking Into account the processes that have heen
designed and implemented for 2011, the Board, with the
adwvice of the Committee, has reviewed the effectiveness
of the nsk management and internal control systems for
the penod from 1 Octeber 2010 to the date of this report
and 1s satisfied that the Group has in place effective nsk
management and internal controt systems

Internal Audit

The Group's finance department includes a full ume
internal auditor and a full programme of internal audit
visits has been completed dunng the year The scope of
work catried out by internal audit generally focuses on
the internal inancial controls and nsk management
procedures operating within each business Written
reports are prepared on the results of each visit which
sets out weaknesses identsfied dunng the work, together
with recommendations to improve the control
environment These reports are reviewed and discussed
with the Executive Directors

At the conclusion of the year the internal auditor reports
to the Commuttee on the results of the audit work carned
outn the year and agrees an audit plan for the following
financial year There were no significant weaknesses
identified dunng these audits, but a number of
recommendations were made to improve internal review
processes and nsk management procedures, particularly
in businesses where the opportunity to segregate duties
was lmited

The Committee continues to keep under review the
need for a fully ndependent internal audit function in the
Group The Committee remains sausfied that the Group s
system of internal control 1s appropnate for a group of
the size and nature of Diploma PLC and the Committees
current view 1s that a separate formal iIndependent
nternal audit function s not necessary
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Corporate Governance continued
Remuneration Report

lan Grice

Number of Committee Meetings

Drrectors and attendance 2011
lan Gnee (Chairman) 414
John Rennccks 4/4
John Matthews a/4

Chairman of the Remuneration Committee

On behalf of the Board | am pleased to present the
report on remuneration for 2011 for which the Board will
be seeking approval from shareholders at the Annual
General Meeting

Diploma PLC's remuneration policy continues to be
focused on attracting, retaining and motivating the
executive talent required for the delivery of the Group's
growth strategy in a competitive iInternational market,
while ensuring that remuneration is inked to the
long-term performance of the Group

The Committee pays attention to the evolution of best
corporate governance practice In the design of its
remuneration framework and believes that the Group's
overall remuneration policy continues to be appropriate

There continues to be a strong emphasis on
performance related awards and the Commuttee took
the opportunity to enhance this element of
remuneration in adopting replacement long-term
Incentive arrangements earlier this inancial year

The Committee was satisfied that the previous Long
Term Incentive Plan ("LTIP*} which was due to expire in
2011, had been very effective \n dnving performance and
that it provided an appropriate incentive for achieving
upper quartile performance versus peers, however the
Committee took the vtew that there should be some

Histoncal TSR performance

The graph opposite shows Diplomas TSR
performance for the five year perniod ended
30 September 2011 (calculated In accordance
with the Directors’ Remuneration Report
Regulations 2002 {the “Regulations”)) agamnst
the FTSE 250 index

TSR 15 defined as the return on investment obtained from holding a
company s shares overa penod Itincludes dvidends pad the change

n the capital value of the shares and other payments 1o or by shareholders
within the perod
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tougher targets, but also an incentive to deliver
performance beyond this level

The Committee, having taken advice from its
independent adwisers, Kepler Associates, decided to
adopt a new Performance Share Plan ("PSP"} wath a
structure similar to the previous LTIP, with performance
measured against earnings per share {"EPS’) and total
shareholder return {"TSR") However it was felt
approprate to introduce tougher EPS targets and to link
the TSR target to an absolute return above the median
performance of the FTSE 250 Index

The Committee also decided to mtroduce a Share
Matching Plan {("SMP") to expand the range of
performance which is incentivised and to further align
the interests of Executive Directors with those of
shareholders by requinng Executive Directors to invest
further in the Company’s shares

Having consulted with shareholders on these proposals,
the Committee was pleased to receive approval from
shareholders for the new PSP and SMP collectively the
"new LTIP", earlier this year at the Annual General Meeting

There have been no further changes made to the
Company s remuneration policies during this current year

lan Gnice
Chairman

Growth in the value of a hypothetical ELG0 holding over five years




Remuneration Committee

The Committee s prnincipal responsibiities are

« setting, reviewing and recommending to the Board
for approval the Group's overall remuneration policy
and strategy

« setting, reviewing and approving individual
remuneration arrangements for the Chief Executive
and Executive Directors, including terms and
condibons of employment and any changes,

» reviewing and monitoring remuneration
arrangements for the senior managers of the
operating businesses, iIncluding terms and conditions
of employment and any policy changes, and

« approving the rutes and launch of any Group share-
based incentive plan, and the granting of awards
under any such ptan

The full terms of reference of the Committee can be found
on the Diploma PLC website iwww diplomaplc com) and
copies are avallable on request

Bruce Thompscn, Chief Executive, attends meetings by
the invitation of the committee to provide advice to the
Committee to help it to make informed decisions Niget
Lingwood Company Secretary, attends meetings as
Secretary to the Committee

The Committee also holds meetings without
management and recenes information and independent
executive remuneration advice from Kepler Associates,
an external consultancy appomnted by the Committee
Ounng 2010, Kepler Associates provided advice to the
Commuttee on incentive schemes and other
remuneration issues Kepler Associates does not advise
the Group on any cther issues

Ashurst LLP also provides legal advice to the Committee
on executive Incentive schemes (as well as providing
other legal services to the Group}

Executive Directors

Remuneration policy

In defining the Group's remuneration policy the
Committee takes into account advice receved from
external consultants and also the prninciples and best
practice guidelines set by regulators and institutional
shareholder bodies including the Associatron of British
Issuers {"ABI") The Committee has also followed the
pnnciples of Section D of the UK Corporate Governance
Code that relate to remuneration

The current ntention i1s that the frarmework of this
remuneration policy will apply for future years

Performance based rewards

The Company has a well-developed Group-wide

performance management systern which ensures that

senior managers are rewarded based on performance

For Executive Directors, the Company operated the

following performance-related incentive arrangements

in 2011

+ an Annual Performance Bonus Scheme ~ designed to
focus executives on the business priorties of the
financial year and to reinforce individual and Group
performance objectives, and

* Long-Term Incentives ~ designed to reward and retain
Executives over the longer term while also aligning
their interests with those of the Company's
shareholders For awards made in January 2011,
Executive Directors received grants of PSP and SMP
awards These awards aim to motivate partcipants to
rmaximise Adjusted EPS and TSR as measured against
the FTSE mid-250 Index, excluding Investment Trusts
{the "FTSE 250 index"}

The two incentive arrangements complement each
other and enable the measurement and reward of both
short and long-term performance In particutar, the
Committee considers that these complementary
ncentive arrangements take appropnate account of
business nsk and align the reward arrangements of the
Executive Directors with the delivery of sustamned returns
to shareholders The Committee continues to consider
that the three-year vesting peniod for its long-term
Incentives 1s appropriate

The FTSE 250 index was chosen because this 1s a

recognised broad equity market index of which the
Company is now a member
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Corporate Governance continued
Remuneration Report continued

Shareholding guidelines

The Committee has adopted guidelines for Executive
Directors, to encourage substantial long-term share
ownership These specify that, over a penod of five years
from the date of appointment, the Chief Executive
should build up, and then retain, a holding of shares with
a value eguivalent to 2007% of base salary The guideline
holding for other Executive Directors should be 100% of
base salary The guidelines alsc require that in relation to
the long-term incentive awards vested shares (net of tax)
should be retained by the indmidual until the required
shareholding level 1s reached

Shareholdings at 30 September 2011 agalnst guldet

| Gudelne holdings
B Actual holdings

The chart above sets out the percentage of base
salary held in shares by each of the Executive Directors,
as compared with the guidelines

Components of remuneration
The table on page 35 summanises the components of
reward for Executive Directors of Diploma PLC

The current remuneration package for Executive
Directors comprises fixed and vanable components

The vanable components are the incentive arrangements
referred to above and the fixed components are base
salary and benefits (including pensions entitlements}

The average proportion of total remuneration that was
performance-related in 2011 s llustrated by the chart
shown below This shows that a significant proportion
of each Executive Director’s total remuneration 1s
performance-related at the target performance level
For stretch performance, the proportion of total
remuneration that 1s performance-related 1s higher sull
In estimating the relative contrnbution of those elements
of remuneration that are performance related and those
that are not {as required by Regulations), a number of
assumptions have had to be made about the Company s
share price growth over the next three years and TSR
performance relative to the FTSE 250 index

Composition of remuneration package for E hve Di ]
As an average % of total remuneration at target and stretch performance

B Vvanable cash and share-based incentrves
B Fixed Dase salary benefits and pension
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Senior executives betow the Executive Directors

The policies and practices with regard to the
remuneration of seruor executives below the Executive
Directors are generally treated consistently wath the
Executive Directors These semior executives all have a
significant portion of their reward package inked to
perforrmance Annual bonuses are linked to short term
financial targets which are similar to the targets for the
Executive Directors They also participate in cash based
long-term incentive plans which are focused on the
operating proht growth of therr businesses over rolling
three year penods The Committee reviews and monitors
the senior executive remuneration arrangements

Executive Directors’ base salanes

Executive Directors salanes are reviewed each year, with
any changes normally taking effect from 1 October This
review takes into account market competitiveness,
indmvedual performance and expenence

The base salary increases for the Executive Directors
which took effect from 1 Cctober 2010 are summarised
in the table below The salary increases awarded to the
Executive Directors were in line with the average
percentage base salary increases awarded across

the Group

Basesalaryat Basesalaryat
30Sep2011 30 Sep 2010

Executive Director £000 E Q00 % Increase
Bruce Thompson 360 345 43
lain Henderson 220 210 48
Nigel Lngwood 230 220 45

The Commuttee has regard to reward levels and practices
In the Company’s businesses when determining
remuneration levels for Executive Directors In
determining the annual base salary increases which
applies from 1 October the Committee also considered
the range of salary increases applying across the Group

Annual performance bonus

The annual performance bonus i1s a cash based scheme
designed to reward Executive Directors for meeting
stretching shorter term performance targets At the start
of the year (1 October), the Board sets stretching financial
performance targets relating to Adjusted EPS operating
margins, free cash flow and return on trading capital
employed ("ROTCE") Individual objectives are also set for
the Chief Operating Officer and the Group Finance
Director relating to factors including operational
perforrmance and business development actvities

At the end of the financial year, the Comrmittee meets to
assess the performance of each Executive Director
against the financial and indmvidual objectives Bonuses
are paid in cash in December




Components of Remuneration

Summiary of Reward components of Executive Directors

Component

Aim

Descriptlon

Further detal

Fixed Base Salary

Attract and retain talent
by ensuning that salaries
are competitive

Reftect the indmidual’s
expernence and role within
the Group

Benchmarked agamnst levels
of pay awarded elsewhere
in sector and FTSE index

Paid menthiy incash

Rewviewed annually with
incraases taking effact from
1 Qctober

Benefits Core

Designed to be competitive
withtn the market

Core benehts include pensicn
contributions {or cash
alternative) life assurance
annual leave and medical
nsurance

Pension contributions pasd at
20% (2010 20%) of base salary
and paid directly into personal
savings schemes or as cash
alternative

Addittonal

These Include cash in leu
of a company car and cash
bonuses in leu of dvidends
forgone on unexercised but
vested 2004 LTIP awards

Vanable Annual
Performance Bonus

Designed to focus Executive
Directors on achieverment of
the annual budget and other
business priornites for the
financial year

Maximum 100% of salary for
the Chief Executive Officer
and 80% for other Executive
Directors

On target bonus 1s 60% for the
Chief Executive Officer and
50% for the other Executive
Directors

Dependent on specified
financial metrics of the Group
for the Chief Executive Officer

For other Executive Directors
75% 15 based on the financial
metncs of the Group wath
the rematning 25% subject
to achievement of specific
personal objectives

Long Term Incentives -
Share Awards

Incentivise Executive Directors
to achieve supertor returns
and leng-term value growth

Algn the interests of the
Executve Directors and
shareholders through building
a shareholding

Performance assessed
over rolling three-year
performance penods

The final award under

the 2004 LTIP was made
on 18 November 2009

No further awards wili be
made under the 2004 LTIP

The 2008 awards vested on
30 September 2011, as set out
on page 39

The outstanding 2004
LTIP awards will vest on
30 Septernber 2012

The 2004 LTIP was replaced
by the new LTIP following
approval by sharehotders at
the AGM on 12 January
2011 The first awards under
the new LTIP will vest on

30 Septernber 2013

Awards are discretionary

Awards do not vest until the
third anruversary of the date
of grant

If employment ceases dunng
three-year vesting penod,
award will normally lapse
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Corporate Governance continued
Remuneration Report continued

Long-term incentive plans

The Company operates long terrm incentive
arrangements for Executive Directors These are
designed to reward and retain Executive Directors over
the longer term, while alsc aligning their interests with
those of Diploma PLC shareholders

The Diploma PLC LTIP ("2004 LTIP), having beenin
operation over a number of years expired in 2011 It was
replaced by the new LTIP comprising two incentive
schemes, the Diploma PLC 2011 Performance Share Plan
("PSP7} and the Diploma PLC 2011 Share Matching Plan
(*SMP"), following approval by the shareholders at the
Company's annuat general meeting on 12 January 2011

The 2004 LTIP and the PSP which replaces t, operate In
a similar way for Executive Directors of the Company
They both provide for a grant of condibonal awards of a
specified number of ordinary shares in the Company, or
an option to acquire a specified number of shares at an
exercise price determined by the Commuttee (which may
be nil or a nomnal amount) No payment s required for
the grant of an award

The SMP also operates for Executive Directors of the
Company and again provides for a grant of condiional
awards of a specified number of ordinary shares in the
Company Inthe case of the SMP however, an Executive
Director must accept an invitation from the Committee
to personally acquire or pledge shares for a pencd of
three years These acquired or pledged shares are held
by a norminee for an Executive Director and will be
released at the end of the three year performance pericd
applying to the awards

Awards, which are normally granted annually, must
generally be made within 42 days after the announcement
of the Company’s annual results When malung the
decision on the tevel of award, the Committee takes into
consideration a number of factors, including the face
value of the award and plan dilution imits

The face value of an award 1s equal to the number of
shares, or shares under option multiplied by the relevant
share pnce The relevant share price will be the mid-
market closing share price on the day before the award
{however for the 2004 LTIP the share price was the
average share price for the 30 days immedately
preceding the award} A face value imit of 100% of base
salary apphes to each PSP or 2004 LTIP award to
Executive Directors in normal circumstances A face
value imit of up to 100% of base salary 1s applied In
respect of SMP awards

All awards will normally vest three years after the date of

grant The vesting of awards 15 conditional on

+ continued employment,

+ the Company's growth in Adjusted EPS over a three
year performance pencd and

« the Company's TSR performance over a three year
performance perod
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The latter two performance conditions apply to each
award so that the vesting of 50% of the award s based on
growth in Adjusted EPS and 50% of the award is based on
the relative TSR performance Each performance
condition 1s measured over a three year period
commencing con the first day of the financial year in
which the award 1s made There 15 no retesting of either
performance metnc

The first performance condition 1s that the average
annual compound growth in the Company s Adjusted
EPS over the three consecutive financial years, following
the year prior to the grant, must exceed the annual
compound growth rate in the UK Retail Price Index
("RPI") over the same period as set out below

% of awards vesting

New LTIP
Adjusted EPS growth fover 3 years) PSP SMP  2004LTIP
RPI+15% pa or above 100 200 100
RPI+12¥% pa 100 100 100
RPI+5%pa 455 455 100
RPI+3%pa 30 30 30
BelowRPl + 3% pa NIL NIL NIL

Where the Company s Adjusted EPS performance 1s
between these percentage bands, vesting of the award is
on a straight kne basis

For the purposes of this conditton, EPS will comprise
adjusted EPS as defined in note 2 to the consolidated
financial statements The dehnition of adjusted EPS
remams consistent with the definiion of EPS approved
by the Remuneration Committee in previous years

The second performance condition compares the
growth of the Company's TSR over a three year penod
to that of the companies in the FTSE 250 index as set
out below

% of awards vesting
TSR relative to FTSE 250 Index New LTIP
(over 3 years) psp SMP 2004 LTIP
Median + 15% pa or greater 100 200 {a)
Median +12%pa 100 100 )]
Median 30 30 30
Below Median NIL NIL NIL

(3) Under the 2004 LTIP the TSR condition 15 based on the rankng of the
Company’s performance n the comparator group rather than on absolute
performance Where the Company $ TSR performance ranks in the top quarule
of the comparator group 100X of the awards will vest

Where the Company’s relative TSR performance I1s
between the median and the maximum performance
condition, vesting of the award 1s on a straight bine basis

At 30 September 2011, the award made under the 2004
LTIP on 17 December 2008 crystalised and 100% of the
award vested as nil paid options These options are
exercisable by each indvidual at a pnce of £ up until 17
December 2018 An award made under the 2004 LTIP
on 18 November 2009 remains outstanding and will




crystallise at the end of the performance period at 30
September 2012 Awards under the PSP and SMP were
made on 24 and 27 January 2011 respectively, to Bruce
Thompseon, lain Henderson and Niget Lingwood The
amount of shares that vest under these Awards will be
determined at the completion of the three year
performance period at 30 September 2013 Full details of
all of these awards are set out on pages 38 and 39

Dilution

In any ten-year period the number of shares which may
be issued or placed under option under any executive
share plan established by the Company may not exceed
5% of the 1ssued ordinary share capital of the Company
from time to time 1n any ten-year penod, the aggregate
number of shares which may be issued or placed under
option, under all share plans established by the
Company, may not exceed 10% of the 1ssued ordinary
share capital of the Company, from tme to tme

Change of control

In the event of & change in control, vesting of award
shares under the Company’s long-term incentive plans 15
not automatic and would depend on the extent to which
performance conditions had been met at that time Time
pro-rating will apply if the Committee considers it
appropnate, given the circumstances of the change

of control

Dnadend accrual

The Committee may decide on or befare the grant of
an award, that on exercise of the award, the participant
may receive In addition to the shares to which he then
becomes entitled, a payment equal In value to the
aggregate amount of the dividends (excluding any tax
credit) which would have been paid to the partcipant n
respect of those shares between the date on which the
award vests and the option period commences and the
date on which the opticn 1s exercised, as If they had been
henefcially owned by him over that period The payment
may be rmade in cash or in an equivalent number

of shares

Pensions
The pension arrangernents for Executve Directors are
set out on page 40

Service contracts

The Executive Directors’ service contracts, including
arrangements for earty termination are carefully
considered by the Cormmittee and are designed to
recruit, retain and motvate directors of the quality
required to manage the Company The Committee
considers that a rolling contract with a notice penod of
one year IS appropnate

The Executive Directors’ service contracts contain
provisions for compensation in the event of early
termination or change of control, equat to the value of
salary and contractual benefits for the notice period

However when calculating terrmination payments, the
Commuttee takes into account a vanety of factors,
including individual and Company performance, the
obligation for the Director to rrutigate his or her own loss
{for example, by gaining new employment) and the
Director s length of service Further details of the
Executive Directors’ service contracts can be found on
page 40

The Committee considers that these provisions assist
with recrutment and retention and that therr mclusion 1s
therefore in the best interests of shareholders
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Corporate Governance continued
Remuneration Report continued

The following section of this Report provides details of the remuneration, service contracts or letters of appointment
and share interests of all the Directors for the year ended 30 September 2011

Executive Directors’ remuneration
Indmidual remuneration for the year ended 30 September 2011

Fixed emoluments Performance
Taxabte bated 2011 2010
Salary benefity™ bonus™ Total Total
E000 E0DD EODO E0DQ E00D
Bruce Thompson 360 19 360 739 704
lain Henderson 220 14 176 410 389
Nigel Lingwood 230 16 184 430 408

{2} Taxable benefts include madical nsurance tife assurance cash allowance in leu of a car and a dvidend entitlement on 2004 LTIP shares whsch have vestad
{b) The performance based bonus represent amounts payabie only in respect of the 2011 incentve year and will be pad in December 2011

Executive Directors’ interests in shares under the Diploma PLC 2011 Performance Share Plan

Shares
cover which Shares
Market awards over which
pnce at granted End of awards
date of during performance held as at
award the year period  Vestingdate  30%ep 2011
Bruce Thompson
24 January 2011 292 50p 123077 30S%ep 2013 Nov 2013 123,077
lain Henderson
24 January 2011 292 50p 75214 30Sep 2013 MNov 2013 75,214
Nigel ingwood
24 January 2011 292 50p 78632 30Sep 2013 Nov 2013 78,632

fa} Executve Directors receved grants of Performance Share Plan awards in January 2011 in the form of nil-cost options Under normal circumstances. the awards will not
vest and the aptions will nat becorme exercisable until after the end of the three-year vesting penod which began on the first day of the financal year in which the
award is made following assessmenit of the performance conditions ang prowded the Director remains (n employment Options are exercisable unul the tenth
anniversary of the award date The level of vesung i1s dependent on the achievernent of specified performance critana at the end of the three-yaar perfermance period
The performance conditions for the 2011 awards are set out on page 36

Executive Directors’ interests in shares under the Diploma PLC 2011 Share Matching Plan

Shares
over which Shares
Markeat awards overwhich
pnca at Pledged granted End of awards
date of Irvestrment during performance held 2s at
award shares the year period  Vestingdate  30Sep 2011
Bruce Thompson
27 January 2011 292 50p 30154 123077 30 5ep 2013 Nov 2013 123,077
lain Henderson
27 January 2011 292 50p 18427 75214 30Sep 2013 Nov 2013 75.214
Nigel Lingwood
27 January 2011 292 50p 19 265 78632 30Sep 2013 Nov 2013 78,632

fa) Executive Duectors recesved grants of Share Matching Plan awards in January 2011 in the form of nil-cost opticns Under normal circumstances the awards will not
vest and the options will nat become exercisable untl after the end of the three-year vestng penad which began on the first day of the financial year in which the
award ts made foliowing assessment of the performance conditions and provided the Director remains in employment. Options are exercisable until the tenth
anniversary of the award date The level of vesting 15 dependent on the schievement of specified performance critena at the end of the three-year performance penod
The performance conditrons for the 2011 awards are set ouk on page 35

(b} Under the Share Matching Plan Execttrve Directors are reguired to pledge shares for a minimum peniod of three years These shares are pledged on an alter tax basis
awards are made on a pre-lax basis
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Executive Directors’ interests in shares under the Diplema PLC 2004 Long Term Incentive Plan

39

Sharesin
Shares respect Shares
overwhich of which over which
Market price awards awards End of awards
atdateof held as at vested at  performance held a3 at
award 10ct2010 30 Sep2011 period Vestingdate 30Sep 2011
Bruce Thompson
17 December 2008 1230p 276423 276,423 30Sep 201l Nov 2011 -
18 November 2009 168 5p 204748 — 30Sep 2012 Nov2012 204,748
lain Henderson
17 Decemnber 2008 1230p 168293 168,293 30Sep 2011 Nov 2011 -
18 November 2009 168 5p 124629 — 30Sep 2012 Nov2012 124,629
Niget Lingwood
17 December 2008 1230p 168293 168,293 30Sep 2011 Nov 2011 -
18 Novernber 2009 168 5p 130564 ~ 30Sep 2012 Nov 2012 130,564
@} Executive Directors were granted 2004 LTIP awards in December 2008 and Novermnber 2009 in the farm of nil-cost optians Under normal arcumstances the awards

(b

e

will not vest and the opuons will not kecame exercisable unul after the end of the three-year vesng penod which bagan on the first day of the bnancial year n which
the award 1s made following assessment of the perfarrnance conditions ard prowided the thrector remairs in employment Opbons are exercisabie until the tenth
anrrersary of the Award prowided the Diractor remains in emnplayment. The level of vesting 1s dependent on tha achiavement of specified parformance ¢riteria at the
end of the three-year performance penod The performance conditions for the 2008 and 2009 awards are set out on page 36
The award which vested as at 30 September 2011 represented 100% of the LTIP award which was granted on 17 December 2008
» Under the first performance condiion the average annual compound growth rate in the Company s adjusted £PS las defined on page 50) over the three year penod
ended 30 September 2011 was 20 4% pa this compares with an annual compaund growth rate in RPI +5 0% over the saome penod of 79% pa Accordingty LOOX of
the shares relating to this award (reprasenting S50% of the total award) vested unconditionally
+ Linder the second performance concition the Company s TSR grew 139 1% over the three year penod ended 30 September 2011 this growth gave the Company a
ranking of 12 in the comparator group and put the Company in the 94 percentile The median TSR was 61 7% and the lower threshold of the upper quartile was
96 6% Accordingly 100X of the shares relating to this part of the award (representing 50% of the total award) vested uncondiionalty
Awargs vest in the form of nil paid options to acquire shares in the Compary for aggregate consideration of £1 Set out in the table below are the number of options
held by each Director which have not yet been exercised The closing pnee of an ordinary share at 30 September 2011 which :5 the date the awards vested was 319 0p

Executive Directors’ interests in options over shares which have vested under the Diploma PLC 2004 Long Term
Incentive Plan

Earlest

Options as at Exercised Vested Options as at Exercize nomal
10ct 2010 inyear inyear  30Sep2011 price exercisedate  Expbydate
Bruce Thompson 178,225 (61,539} - 116,686 £1 Nov2010 Nov201t7
- - 276423 276,423 £1  Nov20it Dec 2018
lain Henderson 106715 (37606 - 69,109 £1 Nov2010 Nov2017
- - 168293 168,293 £l Nov20ll Dec 2018
Nigel ngwood 106715 (393169 - 67,399 £l Nov2010 Nov2017
- - 168293 168,293 El  Nov20ll Dec2018

{al The market price on 27 January 2011, the date of exercise was 276 Op the total gain before tax was £169 848

b}
(ck
(d)
]

The market price on 27 January 2011, the date of exgreise was 276 Dp, the total gan before tax was £103 792

The market pnce an 27 January 2011, the date of exercise was 276 Op the total gain before tax was £108 512

The closing prce of an ordinary share an 30 September 2011 was 319 Op {2010 284 5p)

On 27 January 2011, a total of 70 615 shares which were sulyect 1o these exercises were sold to cover the tax labiity [together with associated dealing costs!
due on exercise The markel price at that ume was 276 Op

The closing price of an ardinary share on 30 September 2011 was 319 Op {2010 284 5p) The range during the year
was from 414 2p (high) to 259 2p {low) All market price figures are denved from the Daily Official List of the London
Stock Exchange

Executive Directors’ interests in ordinary shares
The Executive Directors’ interests in ordinary shares of the Company at the start and end of the financia! year were

as follows
Interestin ordinary shares
Asat Asat
305ep2011  30Sep2010
Bruce Thompson 1155154 1125000
lain Henderscn 470,031 416640
Niget Lingwood 194,265 150000
@) Interests include investment shares pledged under the Company s 2011 Share Matching Plan and shares heid through personal saving vehicles

As of 12 Novernber 2011 there have been no changes to these interests in ordinary shares of the Company
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Corporate Governance continued
Remuneration Report continued

Pensions
The Executive Directors receive pension contributions from the Company which they may pay directly into personal
savings vehicles or take as additional salary, subject to Income tax

Pension contributions, which are equivalent to 20% {2010 20%) of base salary were as follows

2011 2010

£000 £000

Bruce Thompsen 72 69
lain Hendersen 44 42
Nigel Lingwood 46 a4

No pension contributions were paid as additional salary during the year (2010 Nil)

In September 2010, the Company established an unregistered retirement benefits scheme known as the Diploma
Holdings PLC Employer-Financed Retirement Benefits Scheme (the Scheme”) The Scheme was established for
Executive Directors and higher paid UK employees in the Group as an alternative to the employees’ current pension
arrangements and contains all the key features of a conventional registered pension plan Duning the year, £111,000
of pension contributions receved from the Company were paid Into the Scheme relating to 2011 and earlier years
No contributions have been paid into the Scheme since 5 April 2011

Executive Directors’ service contracts
Detalls of the service contracts of the Executive Directors who served dunng the year are set out below

Compensation

payable

upon earty

Executive Directors Contractdate  Unexpired term Notice pericd termination
Bruce Thompson 13 Juty 2000 Rolung 1yr lyr 1yr
lan Henderson 1 August 2000 Rolung 1yt lyr lyr
Nigel Lngwood 3 July 2001 Rolung tyr lyr Iyr

Non-Executive Directors

The Board arns to recruit non-Executive Directors of a high calibre, with broad commercial, internationat or other
relevant expenence Non-Executive Directors are appointed by the Board on the recommendation of the
Nomination Committee Their appointment is for an initial term of three years, subject to election by shareholders at
the first general meeting following therr appointment and commencing from 2011, subject to annual re-election
thereafter The terms of engagement of the non-Executive Directors are set out in a letter of appointment

The basic annual fee paid in 2011 to non-Executive Directors 1s £35,000 (2010 £35,000) There are ne additional fees
payable for membership of, or chairing, 8 Committee of the Board or for acting as Senior Independent Director

The current remuneration policy for non-Executive Directors requires that fees are reviewed every two years by

the Board, taking into account time commitment, competition for high-quality non-executive directors and

market movements

Non-Executive Directors are not eligible to participate in any of the Company s share schemes, incentive schemes or
pension schemes

Chairman

John Rennocks was appomted as a non-Executive Director of the Company with effect from 12 Juty 2002 and as
Chairman with effect from 7 January 2004 He was re-appointed for a three-year term with effect from 14 January
2009, at which point his fee was increased to £70,000 per annum In line with all Directors John Rennocks
appointment will now be subject to annual re-election by shareholders at the annual general meeting There i1s no
notice penod and no provision for payment in the event of earty termination
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Chairman and non-Executive Directors’ letters of appointment
Date of

appointment or
re-etection Expiry of term
John Rennocks 14 Jan 09 Juty 14
John Matthews 133an 10 Juty 12
lan Grice 12Janl Jan 13

The non-Executive Directors’ letters of appointment do not contam any notice penod or provision for compensation

in the event of early termination of therr appointment

Non-Executive Directors’ remuneration

Individual remuneration for the year to 30 September was as follows

Salary/fees
2011 2010
£000 E000
John Rennocks 70 70
John Matthews 35 35
lan Grice 35 35

Non-Executive Directors’ interests in ordinary shares

The non-Executive Directors interests in ordinary shares of the Company at the start and at the end of the financial

year were as follows

Interests In ordinary shares

Asat Asat
305ep 2011 10ct2010

John Rennocks
John Matthews
lan Grice

103,766 73776
12,420 -
20,000 20000

Audit notes

In accordance with Section 421 of the Companies Act 2006 and the Regulations, the following sections of the
report have been audited Executive Directors’ remuneration, Executive Directors’ interests in the Diploma PLC 2011
Performance Share Plan, Executive Directors’ interests in the Diploma PLC 2011 Share Matching Plan, Executive
Drrectors’ interests in the Diploma PLC 2004 Long Term Incentive Plan, Executive Directors’ interests in options over
shares which have vested under the Diploma PLC 2004 Long Term Incentive Plan, Executive Directors’ interests in
ordinary shares, non-Executive Directors’ remuneration non-Executve Directors’ interests in ordinary shares, and
the tables and notes in the Pensions section of the report The remaining sections are not subject to audit

By order of the Board

lan Grice
Chairman of the Remuneration Committee
21 November 2011

Diploma PLC Annual Report & Accounts 2011

41




42

Other Statutory Information

This section contains additional information which the Directors are required by law and regulation to include within the

Annual Report & Accounts

Shareholders

Incorperation and pnincipal actiity

Drplorna PLC 1s dormiciled i England and incorporated in
England & Wales under Company Number 38995848 At
the date of this Report there were 113,239 555 ordinary
shares of 5p each in 1ssue all of which are fully paid up
and quoted on the London Stock Exchange

The principal activity of the Group 1s the supply of
specialised technical products and services A description
and review of the activities of the Group dunng the
financial year and an indication of future developmentsis
set out on pages 4 to 23, the Review of Group
Performance incorporates the requirements of the
Comparuies Act

Annual General Meeting

The Annual General Meeting will be held at midday on
18 January 2012 in the Brewers Hall, Aldermanbury
Square, London EC2V 7HR A Circular setting out the
proposed resolutions including a resolution to re-
appoint Deloitte LLP as the auditor, will be set out in the
MNotice of the Annual General Meeting which 1s a separate
document which wilt be sent to all Shareholders and
published on the Group s website

Substantial shareholdings
At 18 November 2011 the Company had been notified,
pursuant to the Financtal Service Authority’s Disclosure
and Transparency Rules, of the following notifiable voting
nghts in its ordinary share capital

Percentage

of ordinary

share capital

F&C Asset Management plc 827
Ameriprise Financial Inc 639
Mondnan Investment Partners Limited 602
IG International Management Limited 500
Newton Investment Management bmited 439
Legal & General investment Management Limited 393

As far as the Directors are aware there were no other
notihable interests

Share capital

The rights attaching to the Company’s ordinary shares,
as well as the powers of the Company's Directors,

are set out In the Company’s Articles of Association
copies of which can be obtained from the Company
Secretary and are available on the Company’s website at
www diplomaplc com

The Company Is not aware of any agreements between
shareholders that may result in restnictions on the
transfers of securnties and/or voting nghts, other than
those relating to the Company s Share Matching Plan
described further below No person holds secunties in
the Company carrying special nghts with regard to
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control of the Company The Company's Articles of
Association may be amended by special resolution of the )
Company's shareholders

In accordance with the Listing Rules of the Financial
Services Authonty, all employees are required to seek
approval of the Company hefore dealing in s shares

Restnctions on transfer of shares
The Directors may refuse to register a transfer of a
certificated share that s not fully paid prowided that
the refusal does not prevent dealings in shares in the
Company from taking place on an open and proper
basis, or where the Company has a lien over that share
The Directors may also refuse to register a transfer of
a certificated share unless the instrument of transfer 1s
(1} lodged, duly stamped (if necessary), at the registered
office of the Company or any other place as the Board
may decide accompanied by the certificate for the
share(s) to be transferred and/or such other evidence as
the Directors may reasonably require to show the nght of
the transferor to make the transfer, () in respect of only :
one class of shares, (i) in favour of a person who s nct a !
minor, infant, bankrupt or a person of unsound mind, or :
{rv} In favour of not more than four persons jointly |
|

Transfers of uncertificated shares must be carrned out
using CREST and the Directors can refuse to register a
transfer of an uncertified share in accordance with the
regulations governing the operation of CREST

Participants in the Company s Share Matching Plan
pledge Investment shares to a nominee for a period of
three years, dunng which penod these shares cannot be
transferred There are no other restnctions on the transfer
of ordinary shares i the Company except certain
restrictions which may from time to tme be imposed

by laws and regulations (for example insider trading laws)
or where a shareholder with at least a 0 25% interest

in the Company’s certified shares has been served with

a disclosure notice and has falled to prownide with the
Company with information concerning interests in those
shares Other than these shares held by participants of
the Company s Share Matching Plan, the Directors are
not aware of any agreements between holders of the
Company s shares that may results in restrictions on the
transfer of secunities or on voting nghts

Shares held by the Diploma Employee Benefit Trust
Whilst ordinary shares are held wathin the Diploma
Employee Benefit Trust, the voting nghts in respect of
those shares are exercisable by the trustees

in accordance with therr iduciary duties The Trustee of
the Diploma Employee Beneht Trust also waves
dividends on all shares held for the purposes of the
Company's long-term incentive arrangements




Share allotment

A general allotment power and a imited power to allot
shares In specific arcumstances for cash otherwise than
pro-rata to existing shareholders, were given to the
Directors by resolutions approved at the Annual General
Meeting of the Company held on 12 January 2011 These
powers will expire at the conclusion of the 2012 Annual
General Meeting and resolutions to renew the Directors’
powers are therefore included within the Notice of the
2012 Annual General Meeting

Authority to make market purchases of own shares

An authonty to make market purchases of shares was
given to the Directors by a special resotution at the
Annual General Meeting of the Company held on

12 January 2011 In the year to 30 September 2011 the
Company has not acquired any of its own shares This
authonty will expire at the conclusion of the 2012 Annual
General Meeting and a resolutron to renew the authority
15 therefore iIncluded within the Notice of the 2012
Annual General Meeting

Employees

Employees

Building and developing the skills, competencies,
motivation and teamwork of employees s recognised by
the Board as being key to achieving the Group's business
objectives The stability and commitment of the
employees 15 demonstrated by the average length of
service being 6 3 years (2010 6 4 years) as shown in the
chart below In addibon the number of working days

lost to sickness is tess than 1% a year (2010 1%) These
measures remain consistent across each of the

Group s sectors

Key employee statistics

2011 2010 2009
Number of employees 910 814 823
Females as % of total 32% 34% 34%
Length of service {years} 63 64 64
Average staff turnover 16 3% 150% 183%
Sick days lost per person 19 28 36

The Group values the commitment of Its employees and
recognises the iImportance of communication to good
working relationships The Group keeps employees
informed on matters relating to therr employment, on
business developments and on financial and econormic
factors affecting the Group This 1s achieved through
management bnefings, internal announcements, the
Group's website and by the distnbution of Prelminary
and Interm Announcements and press releases Coples
of the Annual Review and Annual Report & Accounts are
also made avarlable in the operating businesses This
commurtcation programme enables employees to gain
a better understanding of the Group's business objectives
and ther roles in achieving them

Both employment policy and practice in the Group are
based on non-discnmination and equal opportunities
Ability and aptitude are the determining factors in the
selection, training career development and promaotion
of all ermployees The Group remains supportive of the
employment and advancement of disabled persons
Applications for employment by disabled persons are
always fully considered, beanng in mind the respective
apttudes and abilities of the applicants concerned If an
employee 15, or becomes disabled dunng therr penod of
employment, the Group will, If necessary and to the
extent possible adapt the work envircnment to enable
the employee to continue In their current position or
retrain the employee for duties suited to their abiliies
following disablement At 30 September 2011 the
Group's employees included six who were disabled and
two who were on long term sick leave

Employment policies throughout the Group have been
established to comply with relevant legislation and codes
of practice relating to employment health and safety and
equal opportunities The Group provides good quality
working environments and facilities for employees

and tramning and development appropriate to each of
their roles

Health and safety

The Group ptaces a great deal of mportance on the
provision of clean, healthy and safe working condiions
In addibon to compliance with all local regulations, the
Group promotes working practices which protect the
health and safety of its employees Health and Safety
matters are kept under reqular review by local
management who report on such matters to the Chief
Operating Officer Dunng 2011, 16 employees (2010 5)
were reported as having suffered minor injunes at work,
none of these munes resulted in absence from work for
more than three days One employee (2010 1) suffered a
senous injury dunng the year and was absent from work
for four days

Health and safety traiming i1s part of the induction process
for new employees Specific traintng i1s given where
relevant, for example regarding forklift truck operation
and chemical handling as well as general fire safety and
first aid matters

Emaronmental

The Group regards compliance with relevant
environmental laws as an important part of its
responsible approach to the environment and is
committed to good environmental management
practices throughout its operations The Managing
Directors, appointed by the Board have responsibility
for the environmental performance of therr operating
businesses and each subsidiary 1s required to Implement
Inibatives to meet their responsibilities
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Other Statutory Information continued

Community

Relationships with suppliers, customers and

other stakeholders

The Group recognises the obligation it has towards the
parties with whom it has business dealings including
customers, shareholders, employees, suppliers and
advisors Dealings with these groups depend upon the
honesty and integnity of the Group’s employees and
every effort 1s made to ensure that a high standard of
expertise and business principles 1s maintained in such
dealings Where appropnate, trainmng 1s given to mamtan
and to raise standards

The Group s policy towards suppliers is that each
operating company 1s responsible for negotiating the
terms and conditions under which they trade with
their suppliers

The Group does not have a formal code that it follows
with regard to payments to suppliers Group companies
agree paymenit terms with their suppliers when they
enter into binding purchasing contracts for the supply of
goods and services

Suppliers are, In that way, made aware of these terms
Group companies seek to abide by these payment terms
when they are satisfied that the supplier has provided the
goods or services in accordance with the agreed terms
and conditions At 30 September 2011 the amount of
trade creditors shown In the Group balance sheet
reprasents 51 days (2010 51 days) of average purchases

Community impact and involvement

The Group contributes to local worthwhile causes and
charnties and ensures that the Group's operations cause
minimal negative iImpact within the community

In common wath all companies, the Group has limited
rescurces and the amount of money available for
chantable purposes varies over time

The Group made donations for chantable purposes
during the year which amounted to £26 050 (2010
E25,950} No poliical donations were made

Directors

Conflicts of interest

From 1 October 2008, the Directors became subject to a
statutory duty under the Act to avoud a situation where
they have or could have, a direct or indirect interest that
conflicts, or possibly could conflict, with the Company s
interests The Act allows directors of public companies to
authonse conflicts and potental conflicts where
appropnate, If the Articles of Association contain a
provision to this effect The Act also allows the Articles to
contain other provisions for dealing with directors’
conflicts of interest to avold a breach of duty At the 2009
AGM, revised Articles that contained such provisions
were adopted
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Directors’ and officers’ liability insurance and indemnity
The Company has purchased insurance to cover its
Directors and Officers against the costs of defending
themselves in legal proceedings taken against them in
that capacity and in respect of any damages resulting
from those proceedings

The Company also indemnifies its Directors and Officers
to the extent permitted by law Neither the insurance nor
the indemnity provides cover where the Director or
Cfhcer has acted fraudulently or dishonestly

Statemnent of disclosure of information to the auditor

Each of the Directors has reviewed this report and

confirmed that so far as he 1s aware, there 1s no relevant

audit information of which the Company s auditor 1s |
unaware and that he has taken all the steps that he ought \
to have taken as a Director in order to make humiself ‘
aware of any relevant audit information and to establish

that the Company’s auditor 1s aware of that information

Financial

Results and dividends

The profit for the financial year attributable to
shareholders was £270m (2010 £21 5Sm) The Directors
recommend a final dividend of 8 5p per ordinary share
{2010 6 2p), to be paid, if approved, on 25 January 2012
This together with the intenm dividend of 3 5p per
ordinary share paid on 16 June 2011 amounts to 12 0p
for the year (2010 S Op)

The results are shown more fully in the ¢consolidated
financial statement on pages 46 and 73 and summarssed
in the Financial Review on pages 17 to 19

Directors’ assessment of going concern

The Group’s business actvities, together with the factors
likely to affect its future development, performance and
position are set out In the section of the Report that deals
with Group Performance on pages 4 to 23 The financial
postton of the Group, its cash flows biqurdity position
and borrowing faciliies are described in the Finance
Review on page 18 [n addition pages 58 to 60 of the
Annual Report & Accounts includes the Groups
objectives, policies and processes for managing its
capital, its financial nsk management objectives, details
of its finanoial instruments and hedging activities, and its
exposures to credit nisk and hquidity nisk

The Group has considerable financial resources together
with a broad spread of customers and suppliers across
different geographic areas and sectors often secured
with longer term agreements As a consequence, the
Orrectors believe that the Group s well placed to
manage its business nisks successfully, despite the current
uncertain economic outtook




After making enquiries, the Directors have a reasonable
expectation that the Company and the Group have
adequate resources to continue In operational existence
for the foreseeable future Accordingly, they continue to
adopt the going concern basis in preparing the Annual
Report & Accounts

Statement of Directors’ responsibilities for preparing
the financial statements

The Directors are responsible for preparing the Annual
Report & Accounts, including the Group and Parent
Company financial statements, in accordance with
applicable law and regulations

Company law requires the Directors to prepare Group
and Parent Company financial statements for each
financia! year Under that law the Directors are required
to prepare Group financial statements in accordance
with IFRSs as adopted by the European Union ("EU) and
Article 4 of the IAS Regulations and have elected to
prepare the Parent Company financial statements in
accordance with United Kingdom Generally Accepted
Accounting Standards (UK Accounting Standards)

The Group financial statements are required by law and
{IFRSs as adopted by the EL to present fairty the financial
position and the performance of the Group, the
Companies Act 2006 provides in relation to such
financial statements, that references in the relevant part
of that Act to financial statements gning a true and farr
view are references to thewr achieving a fair presentation

In prepaning each of the Group and Company financial

statements, the Directors are required to

« Select suitable accounting policies and then apply
them consistently

« Make judgements and estimates that are reasonable
and prudent

« For the Group financial statements state whether
they have been prepared in accordance with I[FRSs, as
adopted by the EU

« Forthe Parent Company financial statements, state
whether applicabte UK Accounting Standards have
been followed, subject to any material departures
disclosed and explained in the Parent Company
financial statements

+ Prepare the financial statements on the going
concern basis, unless 1S mappropnate to presume
that the Group and the Parent Company will continue
In business

The Directors are responsible for keeping proper
accounting records that disclose with reasonable
accuracy at any bme the iinancial posiion of the Parent
Company and enable them to ensure that its inancial
statements comply with the Comparues Act 2006 They
have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of

the Group and to prevent and detect fraud and

other irregularities

The Directors are responsible for the maintenance and
integrity of the corporate and financial infermation
included on the Company s website Legislation in the
UK governing the preparation and dissermination of
financial statements may differ from legisiation in
other jurisdictions

Directors’ Responsibility Statement

The Directors confirm that to the best of their

knowledge

« the Groups consolidated financial statements,
prepared In accordance with IFRSs as adopted by
the EU and the Parent Company financiat
statements, prepared in accordance with UK
Accounting Standards, give a true and fair view of
the assets, labilihes financial position and profit
of the Group and Parent Company and the
undertakings included in the consclidation taken
as awhole and

+ the Annual Report & Accounts includes a fair
review of the development and performance of
the business and the pesition of the Group and
the undertakings included in the consolidation
taken as a whole, together with a description of
the principal nsks and uncertainties faced by
the Group

This responsibility statement was approved by the

Board of Directors on 21 November 2011 and 1s

BM Thompson
Chief Executive Officer

signed on its behalf by

NP Lingwood

Group Finance Director !
Registered office ;
12 Charterhouse Square

London

EC1IM 6AX

Diploma PLC Annual Report & Accounts 2011

43




% Consolidated Income Statement
For the year ended 30 September 2011

2011 2010
Continuing businesses Note Em Em
Revenue 34 2306 1835
Cost of sales {1427 {1155)
Gross profit 879 680
Distnbution costs (55 (44)
Administration costs {42.0) (350)
Operating profit 3 404 286
Financial expense net 6 12} {19)
Profit before tax 392 267
Tax expense 7 (1L6) (88)
Profit for the year from continuing businesses 276 179
Profit from discontinued businesses - 51
Profit for the year 276 230
Attributable to
Shareholders of the Company 270 215
Minonty interests 20 a6 15
276 230
Earmings per share 9
Basic and diluted earnings — continuing 24 0p 14 6p
Basic and diluted earnings — discontinued - 45p
Basic and diluted earnings - continuing and discontinued 24 0p 191p
Alternative Performance Measures (note 2)
2011 2010
Note £m Em
Operating profit 404 286
Add Acguisition related charges 48 i5
Adjusted operating profit 34 45.2 321
{Deduct)/add Net nterest [expansel/income 6 (03 01
Adjusted profit before tax 49 322
Adjusted earmings per share 9 279 18%9p

The notes on pages 50 to 73 form part of these financial statements
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Consolidated Statement of Comprehensive Income
For the year ended 30 September 2011

2011 2010
Note Em Em
Profit for the year 276 230
Exchange rate adjustments on foreign currency net investments (02) 1.9
Gains/(losses) on farr value of cash flow hedges 12 04)
Actuanal losses on defined benefit penston schemes 25 (06) (18)
Deferred tax on iterns recognised (n equity 13 03 06
Other comprehensive income for the year 07 03
Total comprehensive income for the year 283 233
Attnibutable to
Shareholders of the Company 277 218
Minority interests 06 L5
283 233
- . ¥ .
Consolidated Statement of Changes in Shareholders’ Equity
For the year ended 30 September 2011
Shere  Translation Hedging Retalned
caphtal reserve reserve camings Total
Note €m Em £m £m £m
At1October 2009 57 187 03 967 1214
Total comprehensive iIncome - 19 {04 203 218
Share-based payments 5 - - - 05 05
Purchase of minorty interests 19 - - - 25 25
Future purchase minonty interests i9 - - - (06) {06)
Purchase of own shares - - - {04) 04
Dimdends 8 - - - 91 91
At 30 September 2010 57 206 oL 1099 1361
Total comprehensive Income - 02 L2 267 277
Share-based payments 5 - - - 07 07
Purchase of mincrity interests 19 - - - 121 121
Purchase of own shares - - - {L6) (L6)
Dnadends 8 - - - (t09) (109)
At 30 September 2011 57 204 11 1369 1641

The notes on pages 50 to 73 form part of these financial statements
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Consolidated Statement of Financial Position

As at 30 September 2011
2011 2010
Note £Em Em
Non-current assets
Goodwill 10 871 673
Acquisitron intangible assets 1 273 227
Qther intangible assets 1 07 06
Property plant and equipment 12 107 111
Deferred tax assets 13 28 24
1286 1041
Current assets
Inventories 14 384 320
Trade and other receivables 15 363 305
Cash and cash equivalents 17 178 301
925 926
Current liabilities
Trade and other payables 16 (352 (32 3)
Current tax Labilities 2.4) 20}
Other liabilittes 19 [{+3:3] (30
Borrowings 24 56 -
{440) 473)
Net current assets 485 453
Total assets less current labilities 1771 1494
Non-current babiities
Retrement benefit cbligations 25 54 53
Other liabitities 19 23 L2
Deferred tax ltabilities 13 (4 8) (3N
Net assets 1846 1392
Equity
Share capital 57 57
Translation reserve 204 206
Hedging reserve 11 oun
Retained earnings 1369 1099
Total shareholders’ equity 1641 1361
Minority interests 20 05 31
Total equaty 1646 1392

The consobdated financial statements were approved by the Board of Directors on 21 November 2011 and signed on its behalf by

BM Thompsen
Chuef Executive Officer

NP Lngwood

Group Finance Director j/ @

The notes on pages 50 to 73 form part of these hnancial statements
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Consolidated Cash Flow Statement
For the year ended 30 September 2011

2011 2010
Continuing businesses Note Em Em
Cash flow from operating activities
Cash flow from operations 23 403 343
interest {paid)frecerved net (05) 01
Tax paid (12 4) 93)
Net cash from operating activities 274 251
Cash flow from investing activities
Acquisiion of subsidranes {net of cash acquired) 21 {14 8) 81
Disposal of subsidiaries (net of cash disposed) 22 09 64
Deferred consideration pawd 15 {0 9) {04)
Purchase of property plant and equipment 12 (13) (L2
Purchase of other intangible assets 1u {04) 01
Net cash used in Investing activities {16 5) (34)
Cash flow from financing activities
Acquisition of minonty interests 20 (12 5) {25)
Dwidends paid to shareholders 8 {10 9) {91
Dividends paid to minority interests 20 (39 (11
Purchase of own shares {L6) {04)
Proceeds from borrowings 24 54 -
Net cash used in financing activities (23 5) (131)
Net cash used in discontinued businesses - 05
Net {decrease)/increase m cash and cash equivalents (12 6} 81
Cash and cash equivalents at beginning of year 301 213
Effect of exchange rates on cash and cash equivalents 0.3 o7
Cash and cash equivalents at end of year 17 178 301
Alternative Performance Measures (note 2)

201 2010
Em [23

Free cash flow
Net ([decrease)/increase in cash and cash equivalents {12 6) 81
Add/(deduct} Dwidends paid to shareholders 109 91
Diidends paid to minornity interests 39 11
Acquisition of subsidianes/minority interests 273 106
Deferred consideraton paid 09 04
Proceeds from borrowings (54 -
Free cash flow = continuing and disconunued businesses 250 293
Add Free cash flow = discontinued businesses - 05
Free cash flow — continuing businesses 250 268

Net funds

Cash and cash equivalents iz7e 301
Borrowings (56) -
Net funds 122 301

The notes on pages 50 to 73 form part of these financial statements
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Notes to the Consolidated Financial Statements
For the year ended 30 September 2011

1 General Information

Diploma PLC is a public imited company registered and dormiciled in England and Wales and listed on the London Stock Exchange The address of the
registered office 15 12 Charterhouse Square London ECIM 6AX The consolidated financial staternents comprise the Company and its subsidiaries
{together referred to as the "Group”) and were authonsed by the Directors for publication on 21 November 2011 These statements are presented in UK
sterling with all values rounded to the nearest one hundred thousand, except where otherwise indicated

The consolidated financial staterments have been prepared in accordance with International Financial Reporting Standards {"IFRS") as adopted by the
European Union and in accordance with the Compantes Act 2006 as applicable to companies reporting under [FRS The financial statements of the
Parent Company Diploma PLC have been prepared in accordance with "UK GAAP”, and are set out in a separate section of the Annual Report &
Accounts on pages 74 to 75

2 Alternative Performance Measures

The Group uses a number of alternative {non-Generally Accepted Accounting Practice ('non-GAAP)) financiat measures which are not defined within
IFRS The Directors use these measures in order to assess the underlying operational performance of the Group and as such these measures are
important and should be considered alongside the IFRS measures The following non-GAAP measures are referred to in thus Annual Repaort & Accounts

2 1 Adjusted operating profit

At the foot of the consolidated income statement, “adjusted operating profit® 1s defined as operating profit before amertisaton and impairment of
acquisition intangible assets, acquisition expenses and adjustments to deferred consideration {collectively “acquisition related charges”) The Directors
believe that adjusted operating profit Is an important measure of the underlying operational performance of the Group

2 2 Adjusted profit before tax

At the foot of the consoldated income statement, “adjusted profit before tax™ 1s separately disclosed being defined as profit before tax and before the
costs of restructuring or rationatisation of operations the profit or loss relating to the sale of property fair value remeasurements under IAS 32 and IAS 39
in respect of future purchases of minority interests and acquisiton related charges The Directors believe that adjusted profit before tax 1s an important
measure of the underlying performance of the Group

2 3 Adjusted eamings per share

"Adjusted earrings per share” Is calculated as the total of adjusted profit less income tax costs but excluding the tax impact on the items included in the
calculation of adjusted profit and the tax effects of goodwill in overseas jurisdictions less profit attributable to minority interests divided by the weighted
average number of ordinary shares in 1ssue during the year The Directors believe that adjusted earrings per share provides an important measure of the
underlying earning capacity of the Group

2 4 Free cash flow

At the foot of the consolidated cash flow statement “free cash flow™ 1s reported being defined as net cash flow from operating acuwvities after net capital
expenditure on fixed assets and including proceeds recewved from business disposals but before expenditure on business combinations and dradends
paid to both minority shareholders and the Company s shareholders The Directors believe that free cash flow gives an impertant measure of the cash
flow of the Group available for future investment

2 5 Trading capital employed

In the segment analysis in note 3 "trading capital emptoyed™ 15 reported being defined as net assets less cash and cash equivalents and after adding back
retirement benefit obligations deferred tax amounts in respect of future purchases of minonty interests and adjusting for goodwill In respect of the
recognition of deferred tax on acquisiton intangible assets Return on trading capital employed i1s defined as the adjusted operating profit divided by
trading capital employed plus all histonc goodwill and adjusted for the tming effect of major acquisiuons and disposals Return on trading capital
employed at the sector level does not include historic googwill The Directors believe that return on trading capitat employed 1s an important measure of
the undertying performance of the Group

3 Business Segment Analysis

For management reporting purposes the Group 1s organised into three main business segments Life Sciences Seals and Controls These segments
form the basis of the primary reporting format disclosures below The principal activities of each of these segments 15 described in the review of Group
Perforrmance on pages 4 to 19 Segment revenue represents revenue from externat customers there I1s no inter-segment revenue Segment results
assets and babilities inctude items directly attnbutable to a segment, as well as those that can be allocated on a reasonable basis

Ufe Sclences Seals Controls Total
2011 2010 2011 2010 2011 2010 201 2010
Em £m £m Em £m £m Em £m
Revenue - existing businesses 654 554 800 601 762 680 2216 1835
— acquisitions 20 - - - - - 90 -
Revenue 744 554 800 601 762 680 2306 1835
Adjusted operating profit = existing businesses 151 ne 149 89 152 13 432 321
~ acquisiions 20 - - - - - 20 -
Adjusted operating profit 171 1n9 149 89 152 n3 452 321
Acquisition related charges {note 11) 27 6 (17) (L5 {04 {04) (48) 35
Operating profit 144 103 132 74 128 109 404 286
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3 Business Segment Analysis continued

Segment assets exclude cash and cash equivalents deferred tax assets and corporate assets that cannot be allocated on a reasonable basis to a business

segment Segment Liabibties exclude reurement benefit obligattons deferred tax liabrlises and corporate babilites that cannot be allocated on a
reasonable basis to a business segment These iterns are shown collectively In the following analysis as “unallocated assets” and “unallocated liabitities”

respectively
Life Sciences Seals Controls Total
2011 2010 2011 2010 2013 2010 2011 2010
Em Em Em £m £m Em £m Em
Operating assets 218 176 320 271 278 259 826 706
Goadwill 580 382 142 142 149 149 871 673
Acquisition intangible assets 166 99 98 us 09 13 273 227
964 657 570 528 436 421 1970 1606
Unallocated assets
- Deferred tax assets 28 24
- Cash and cash equivalents 178 301
- Corporate assets 35 26
Total assets 2211 1967
Operating liabilities {11.9} mz) 89 (80) (130) (122 (338) (315)
Unallocated labiities
- Deferred tax Labilities (48) (37
~ Retirement benefit obligations {54) {53
- Future purchases of minonty interests (2.0 (132)
- Borrowings (56) -
- Corporate labilities 49 (38)
Total habilties (56 5) (575)
Net assets 1646 1392
QOther segment iInformation
Capital expenditure 1]} o7 06 as 0.3 01 17 13
Depreciaton (including software) 10 o8 o8 09 03 04 21 21
Alternative Performance Measures (note 2)
Ufe Sciences Seals Controls Total
o1 2010 2011 2010 2011 2010 201 2010
£m £m £m Em Em £m £m £m
Net assets 1646 1392
Add/(less)
- Deferred tax net 20 13
- Retirement benefit obligations 54 53
- Future purchases of minonty interests 20 132
— Cash and cash equivalenits (178) (300
- Borrowings 56 -
- Adjustment to goodwill (70) 47 (L3) (L3 {06) e 89 (66)
Group trading capital employed 1529 1223
Corporate liabtlities, nat 14 Q2
Segment trading capital employed 775 497 468 435 00 293 1543 1225
4 Geographic Segment Analysis by Ongin
Revenue Adjusted operating profit Gross assets Trading capital employed Caprtal expenditure
2011 2010 201 2010 2011 2010 2011 2010 2011 2010
£m £m Em £Em Em Em Em Em Em £m
United Kingdom 618 559 109 84 482 500 220 192 02 03
Rest of Eurcpe 408 351 58 45 349 332 198 196 03 01
Narth America 1280 925 285 192 1380 n3s 111 835 12 09
2306 1835 452 321 2211 1967 1529 1223 17 13
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Notes to the Consolidated Financial Statements continued

For the year ended 30 September 2011

5 Group Employee Costs

The key management of the Group are the Executive Directors who have authority and responsibility for planning and controlling all significant actwviues
of the Group The Directors emoluments and interests in shares of the Company are given in the Remuneration Report on pages 32 to 41 The charge
for share-based payments of E0 7m relate to the Groups share schemes descnbed in the Remuneration Report The fair value of services provided as
consideration for part of the grant of the LTIP awards has been based on a predicted future value model and was £0 2m (2010 £0 2m})

Group staff costs including Directors emoluments are as follows

201 2010
Em Em
Wages and salanes 383 321
Social secunty costs 34 29
Pension costs — defined contnbution 08 07
Share-based payments 07 05
432 362

The average number of employees including Executive Directors dunng the year were

2011 2010

Number Number

Life Sciences 223 199
Seals 432 371
Controls 245 234
Corporate 10 10
Number of employees — average 910 814
Number of employees - year end 954 B47
6 Financial Expense, net

2011 2010

£m Em

Interest and ssmilar income
- Interest receivable on shert-term deposits 01 02
- net finance income from defined beneft pension scheme (note 25) 0.2 01

03 03
Interest expense and similar charges
= bark facility and commitment fees {03) {01
- unwinding of discount on provisions - 01}
— interest payable on bank borrowings {03) -

(086) {02}
Net interest (expense)/income {03 01
— fair value remeasurement of put options (note 19) 0% 20
Financial expense, net (12) (L9)

The far value remeasurement of E0 9m (2010 £2 Om) includes £0 1m (2010 £1 1m) which relates to the unwinding of the discount on the babslity for

future purchases of minonty interests
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7 Tax Expense

2011 2010
£m £m
Current tax
The tax charge 1s based on the profit for the year of the contnuing businesses and comprises
UK corporation tax 31 22
Qverseas tax 97 70
128 92
Adjustments in respect of prior year
Overseas tax - 01
- 01
Total current tax 128 91
Deferred tax
The deferred tax credit based on the ongination and reversal of tming differences compnses
Uruted Kingdom 02 oy
Overseas {1.0) 02
Total deferred tax 12 03
Total tax on profit for the year e 28

In addiben to the above charge for deferred tax included in the consolidated Income Statement deferred tax relating to retrement benefit schemes and
share-based payments of £0 3m (2010 £0 6m) was also charged directly to equity

Factors affecting the tax charge for the year
The difference between the total tax charge shown above and the amount calculated by applying the standard rate of UK corporation tax to the profit
before tax 15 as follows

2011 2010
Em £m
Profit before tax 392 267
Tax on profit at UK effective corporation tax rate of 27% (2010 28%) 106 75
Effects of
Higher tax rates on overseas earnings 06 10
Adjustrnents to tax charge in respect of previous years - oy
Fair value remeasurements 02 06
Other permanent differences 02 02
Total tax on profit for the year une a8

The Group earns its profits in the UK and overseas The UK corporation tax rate reduced from 28% to 26% on 31 March 2011 however as the Group
prepares its inancial statements for the year to 30 September the effective tax rate for UK corporation tax in respect of the year ended 30 September
2011 was 27% (2010 28%) and thss rate has been used for tax on profit in the above reconciiation The Group s overseas tax rate s higher than that in the
UK prnmanly because the profts earned in North America are taxed at rates varying from 26% to 40% The tax relating to the discontinued businesses 1s
ENIL{2010 £0 2rn credit) as set out in note 22

8 Dindends
2011 2010
pence pencs 2011 2010
pershare pershare Em Em
Intenm dwvidend paid in June 35 28 39 31
Final dividend of the prior year paid in January 62 53 70 &0
97 81 109 91

The Directors have proposed a final dvdend in respect of the current year of 8 5p (2010 6 2p) which will be paid on 25 January 2012 subject to
approval of shareholders at the Annual General Meeting on 18 January 2012 The total divdend for the current year subject to approval of the final
drvidend will be 12 Op (2010 90p)

The Diploma Employee Benefit Trust holds 1,094 512 (2010 732 973) shares which are not eligible for dividends
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Notes to the Consolidated Financial Statements continued
For the year ended 30 September 2011

9 Earnings Per Share

Basic and diluted earnings per share

Basic and dituted earnings per ordinary Sp share are calcutated on the basis of the weighted average number of ordinary shares in 1ssue dunng the
year of 112 423 842 (2010 112 577,283} and the profit for the year attnbutable to shareholders of £270m (2010 £21 5m} There were no potentalty
dilutive shares

Adjusted earnings per share
Adjusted earnings per share whichis defined in note 2 Is calculated as follows

2011 2010
pence pence 2011 2010
pershare per share £m fm
Profit before tax = continuing businesses 392 267
Tax expense {1L6) 88
Minority interests (06) (L5)
240 146 270 164
Profit from discontinued businesses - 45 - 51
Earnings for the year attnbutable to shareholders of the Company 240 191 270 215
Acquisttion related charges 43 31 48 35
Fair value remeasurements 08 18 09 20
Tax effects on goodwill acquisition intangible assets and fair value remeasurements (1.2) 06 1.3) e
Profit from discontinued businesses - (45) - 51
Adjusted eamings — continuing businesses 279 189 314 213
10 Goodwill
Life Sciences Seals Controts Total
£m £m £m Em
At 1 October 2009 325 120 151 596
Acquisitions 37 25 - 62
Adjustment to prior year goodwall - ©2 - 02
Exchange adjustments 20 (01 2 17
At 30 September 2010 382 142 149 673
Acquisitions (note 20 and 21) 204 - - 204
Exchange adjustments (06) - - 06)
At 30 September 2011 580 142 149 871

The Directors carry out an imparrment test on all goodwill generally twice a year Goodwill 1s ascribed to a business which for the purpose of these
impairment tests, 1s referred to as a cash generating unit The impairment test requires each cash generating unit to prepare “value In use” valuations
from discounted cash flow forecasts The cash flow forecasts are based on the annuat budgets prepared by each business and by five year strategic
plans prepared at a Group level

The key assumptions used to prepare the cash flow forecasts relate to gross margin growth rates and discount rates The gross margins are assumed to
rematn sustainable which is supported by histornical expenence growth rates generally approximate to the long-term average rates for the markets in
which the business operate, unless there are particular factors relevant to a business such as start-ups The annual growth rates used in the cash flow
forecasts in respect of the next five years vary between 2% and 5% in each of the sectors these annual growth rates then trend down towards 2 0% over
the longer term

The cash How forecasts are discounted to determine a current valuation using a pre-tax discount rate of ca 13% (2010 13%) Ths rate 1s based on the
charactenstics of lower nisk nan-technically dnven distnbution businesses with robust capital structures which is broadly consistent with each of the
Groups businesses

Based on the criteria set out above no Impairment In the value of goodwill was identified

The Directors have also carrned out sensitivity analysis on the key assurmnptions to determine whether a “reasonably possible change” in any of these
assumptions would result in an impairment of goodwill This analysis indicates that a “reasonably possible change” in these key assumptions would be
unlikely to give nse to an impairment charge to goodwall In any of the businesses in the Life Sciences or Seals segments However in the Controls sector
a reduction of 2% in revenue growth in the medium term in some of the businesses 1n this sector would result in an impairment charge of up to £0 2m
The headroom in the cash flow valuation before any sensitvites and based on the onginal assumptons in respect of these businesses in the Controls
sectoris £0 7m In the prior year the sensitivity analysts indicated that a reduction of 2% 1n revenue growth in the medium term in the Seals sector would
have resulted 1 an impairment of £E1 Om The headroom before sensitivities in respect of these businesses in the Seals sector was £2 Om
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11 Acquisition and Other Intangible Assets

Total
Trade acqgutsition Other
Custormer Supplier names and imangible Intangible
relationships  retationships databases assets assets
£m Em Em Em Em
Cost
At 1 October 2009 163 100 26 289 21
Additions - - - - 01
Acquisittons 45 - - 45 -
Exchange adjustments 01 03 - 04 -
At 30 September 2010 209 103 26 338 22
Additions - - - - 04
Acquisitsions {note 21) 29 64 - 93 -
Exchange adjustments - 02 - 02 -
At 30 September 2011 238 165 26 429 26
Amortisation
At 1 October 2009 44 27 06 77 13
Charge for the year 19 11 03 33 03
Exchange adjustments - 01 - 01 -
At 30 September 2010 63 39 09 1 16
Charge for the year 23 17 03 45 03
At 30 September 2011 88 56 12 156 19
Net book value
At 30 September 2011 150 109 14 27.3 07
At 30 September 2010 146 64 17 227 o6
Acquisition related charges are £4 8m (2010 £3 5m) and comgrise £4 5m (2010 £3 3m) of amertisation of acquisition intangible assets and E0 3m
(2010 £0 2m) of acquisiticn expenses
Acquisition intangible assets relate to items acquired through business combinations which are amortised over ther useful economic life
E ic
I:Dﬂo';h
Customer relationships 5-15 years
Supplier relationships 7-10 years
Databases and trade names 5-10 years

The amount in respect of customaer relatonships was valued using a discounted cash flow meodel the databases were valued using a replacement cost
model, the amount in respect of suppler relationships and trade names were valued on a relief from royalty method

Other intangible assets comprise computer software that s separately identifiable from plant and equipment and includes software licences
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Notes to the Consolidated Financial Statements continued
For the year ended 30 September 2011

12 Property, Plant and Equipment

Freehold Leasehold Plant &
properties properties equipment Total
£m Em Em Em
Cost
At1October 2009 as 11 145 244
Additions - - 12 12
Disposals - - {03) (05)
Exchange adjustments - - 14 14
At 30 September 2010 88 11 166 265
Additions - a1 12 13
Acquisitions - - 03 03
Disposals - 01 05 {05}
At 30 September 2011 88 11 176 275
Depreciation
At 1October 2009 20 06 102 128
Charge for the year 01 01 16 18
Disposals - - ©5) (05)
Exchange adjustments - - 13 13
At 30 September 2010 21 07 126 154
Charge for the year o1 01 16 18
Disposals - 01 (03) 04
At 30 September 2011 22 o7 139 168
Net book value
At 30 September 2011 66 04 37 107
At 30 Septermber 2010 67 04 40 1ni
Land included above but not depreciated, 1s £2 0m (2010 £2 Om) Capital commitments contracted but not prowvided were ENIL (2010 ENiY)
Freehold properties includes ca 150 acres of land at Stamford ("the Stamford land”) which compnises mostly farm land and former quarry land in the
Directors opinicn the current value of this land 15 £0 5m {net book vatue £Nil) (2010 £0 5m and ENIL, respectively)
13 Deferred Tax
The movement on deferred tax is as foltows
2011 2010
£m Em
At 1October (1.3 20)
Credit for the year (note 7} 12 03
Acquisitions 23 -
Accounted for in equity 03 06
Exchange adjustments 01 02)
At 30 September (20 L3)
Deferred tax assets and liabilities are only offset where there (s a legally enforceable nght of offset and there is an intention to settle the balances net
Assets Liabilities Net
2011 2010 2011 2010 2011 2010
£m Em £m Em Em Em
Property plant and equipment 04 03 (06) 09 (G2 02)
Goodwill and intangible assets - - (55) (4 6) (55) (46}
Retirement beneft obligations 14 14 - - 14 14
Inventones o8 07 - - 08 07
Share-based payments [4}:] 01 - - 08 01
Qther temporary differences 09 13 {02) - 07 13
43 38 63 51 (20) (L3}
Set off of deferred tax (1.5) (14) 15 14 - -
28 24 (48) (37) (20) (L3}

No deferred tax has been provided for unremitted earnings of overseas Group comparnes as the Group controls the dividend pelicies of its subsidianes
Unremitted earnings may be liable to overseas taxation {after allowing for double taxation relief) if they were to be distributed as dvidends The aggregate
amount for which deferred tax blabilities have not been recognised in respect of unremitted earnings was £1 2m {2010 £1 2m)
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14 Inventones

2011 2010
£m £m
Finished goods and goods held for resale 384 32¢

Inventaries are stated net of iImpairment provisions of £3 ém (2010 £3 6m} Duning the year £0 5m {2010 £1 Om) was recognised as an expense relating

to the write-down of inventory to net realisable value

15 Trade and Other Recervables

2011 2010
£Em Em
Trade recevables 330 285
Less impairment provisicn {0 5) 06
325 279
Other receivables 22 14
Prepayments and accrued income b 12
363 305
The maximum exposure to credit nsk for trade receivables at the reporting date by currency was
2011 2010
£m £m
Stering 104 100
US dollars 86 68
Canadian dollars 95 70
Euro 27 28
Other 18 19
330 285
Trade recevables before impairment provisions are analysed as follows
2011 2010
£m £m
Not past due 262 231
Past due but not mpaired 62 46
Past due but partally impaired 06 08
330 285
The ageing of trade recevables classed as past due but notimpaired 15 as follows
2011 2010
Em £m
Up to one manth past due 47 35
Between one and two menths past due 11 08
Between two and four months past due 03 g2
Over four months past due 01 01
62 46
The movernent tn the provision for impairment of trade recevables is as follows
2011 2010
Em Em
At 1 Qctober 06 05
Charged aganst profit net 02 02
Utilised by write off {03 on
At 30 September 05 06
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Notes to the Consolidated Financial Statements continued
For the year ended 30 September 2011

16 Trade and Other Payables

2011 2010
£m Em
Trade payables 196 165
Other payables 23 28
Other taxes and social security 15 12
Accruals and deferred income us 18
352 323

The maximurm exposure to foreign currency nisk for trade payables at the reporting date, by currency was
2011 2010

£m
Sterling 54 56
US dollars 84 67
Canadian dollars 12 04
Euro 37 31
Other 09 07
i96 165
17 Cash and Cash Equivalents

2011 2010
Sterling uss cs Eure Total Sterling uss Can$ Eure Total
£Em £m Em Em £m £m £m Em £m Em
Cash at bank 27 33 38 32 130 27 35 15 14 g1
Short-term deposits 37 - - 11 48 77 - 122 11 210
64 33 38 43 178 104 35 137 25 301

The short-term deposits and cash at bark are both interest beaning at rates inked to the UK Base Rate or equivalent rate

18 Rinancial Instruments

The Group s principal financial Instruments other than a imited number of forward foreign contracts compnse cash and short-term deposits trade and
other receivables and trade and other payables and cther labilities Trade and cther recevables and trade and other payables anse directly from the
Group $ day © day operations

‘The financial risks to which the Group Is exposed are those of credit Liquidity foreign currency interest rate and capital management An explanation
of each of these nsks, how the Group manages these risks and an analysis of sensitivities 1s set out below or on page 23 within Principal Risks and
Uncertainties which has been audited

a) Credit nsk

Credit nsk s the nsk of financial loss to the Group if a customer or counterparty to a inancial instrument fails to meet its contractual obligations
this anises principally from the Group s trade and other recevables from customers and from cash balances (including deposits) held with
financial Institutions

The Group is exposed to customers ranging from government backed agencies and large public and private wholesalers to small privately owned
businesses and the undertying local economic risks vary throughout the werld Trade recevable exposures are managed locally in the operating units
where they anse and credit imits are set as deermed appropriate for the customer

The Group establishes an allowance for impairment that represents its estimate of incurred losses In respect of specific trade and other recevables
where it 15 deemed that a recesvable may not be recoverable When the receivable 1s deemed irrecoverable the allowance account 1s written off against
the underlying receivable The Group has not had any matenal rrecoverable trade recevables in the past five years but the economic environment in
some of the Group s principal markets has deteniorated during the current year

Exposure to financial counterparty credit nsk 1s controlled by the Group treasury team in estabbshing and monitonng counterparty brnits Centrally
managed funds are invested entirely with counterparties whose credit rating 1s "AA” or better
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18 Financial Instruments continued
The Group s maximum exposure to credit nsk was as follows

Camyung amount
2051 2010
£m Em
Trade recesvables 325 279
Qther recewvables 22 14
Cash and cash equivalents 178 301
525 594

There 15 no ratertal cifference between the carrying amount of the financial assets and therr fair value at each reporting date An anatysis of the ageing
and currency of trade recevables and the associated provision for impairment s set out in note 15 An analysis of cash and cash equivalents is set out in
note 17

b) Liquidity risk

Liquidity nisk 1s the risk that the Group will not be able to meet its financial obl:gations as they fall due The Group continually monitors net funds and
forecast cash flows to ensure that sufficient faciities are in place to rmeet the Group's requirernents in the short medium and long term and n order
todo so arranges borrowings Additionally compliance wath debt covenants are rmonitored and during 2011 all cavenants have been fully complied with

The Group (s highly cash generative and uses monthly cash flow forecasts to monitor cash requirements and 1o optimise its return on investments
Typically the Group ensures that it has sufficient cash on hand to meet foreseeable aperational expenses but the Group also has 3 committed £20m
revolving bank faciity which expires in Novermber 2013 with an option to increase it's faciity 1@ E40m subject to market pricing Interest on this facility
1s payable at between 150 and 195 bps over LIBOR depending on the ratio of net debt to EBITDA At 30 September 2011 £5 6m of the facility had been
drawn down

The undrawn commutted facilities available at 30 September are as follows

2011 2010
Em Em
Expinng within one year - 200
Expinng after one year but within two years 144 -
The Groups financial liabilities are as follows
Carrying amount
2011 2010
Em Em
Trade payables 196 165
Other payables 23 28
Cther babilites 31 142
Borrowings 56 -
306 335
The matunties of the undiscounted financial labilives are as follows
Less than one year 227 323
One-twa years 77 -
Two-five years 06 14
310 337
Less Discount (04) ©2
306 335

There is no matenal difference between the carrying amount of these financial labilities and their fair value at each reporting date

¢) Currency nsk

The Group s currency sk comprises translational and transactional nsk from its exposure to movernents in US dollars, Canadian dollars and Euros The
transactional exposure anses on trade recevables, trade payables and cash and cash equivalents and these balances are analysed by currency innotes
15 16 and 17 respectively Net foreign exchange gains of £0 1m (2010 ENii) were recognised in profit for the year

The Group holds forward foreign exchange contracts to hedge forecast transactional exposure in certan of the Group s businesses to movements in the
US dollar and Euro These forward foreign exchange contracts are classified as cash flow hedges and are stated at farr value The net fair value of forward
foreign exchange contracts used as hedges at 30 September 2011 was a £0 6m asset (2010 £0 7m lability) The amount remaoved from equity and taken
to the consolidated Income Staterment in cost of sales during the year was £1 Om credit (2010 £0 1m charge) The farr value of cash flow hedges taken to
equity duning the year was £1 2m credit (2010 EO 3m charge)

The currency nsk arnising from both translattonal and transactional nisks are described further on page 23 within Pnncipal Risks and Uncertainties
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Notes to the Consolidated Financial Statements continued
For the year ended 30 September 2011

18 Financial Instruments continued

d) Interest rate nsk

Interest rate risk is the risk that changes in interest rates will affect the Group s results The Group s interest rate nisk anses primarily from its cash funds
and borrowings

The Group does not undertake any hedging of interest rates All cash deposits held in the UK and overseas are held on a short-term basis at floating
rates or overmight rates based on the relevant UK Base Rate or equrvalent rate

Surplus funds are deposited with commercial banks that meet the credit criteria approved by the Board for periods of between one to six months at
rates that are generally fixed by reference to the relevant 'K Base Rate or equivalent rates It 1s estimated that an increase of 1% in interest rates weuld
ncrease the Groups profit before tax by a maximum of £0 1m

An analysis of cash and cash equivalents at the reporting dates 1s set out In note 17

el Fair values
There are nc matenal differences between the carrying value of financial assets and liabilities and their far value The basis for deterrmining fair values are
as follows

Derwvatives
Forward exchange contracts are valued at year end spot rates adjusted for the forward points to the contract s value date and gains and losses taken to
equity No contract s value date 1s greater than 24 months from the year end (Level 1 as defined by IFRS 7 Financial Instrurnent  Disclosure}

Trade and other recevables/payables
As the majonty of recevables/payables have a remaining ife of less than one year the nominal amount 1s deemed to reflect the fair value

Other liabilities
The carrying amount represents a discounted value of the expected lability which 1s deemed 1o reflect the fair value

f) Capital management nsk

The Groups policy 1S to maintain a strong capital base so as to mamntain investor suppber and market conhdence provide strong returns to shareholders
and to support the future development of the business The capital structure of the Group consists of cash and cash equivalents, debt, which includes
borrowings and equity attributable to equity holders of the parent, compnising 1ssued share capitat reserves and retained earnings

The Group 1s not subject to externally imposed capital requirements There were no changes in the Group s approach to capital rmanagement during
the year

In order to maintain or adjust the capital structure the Group may adjust the amount of dividends paid to sharehaolders return capital to shareholders,
1ssue new shares or increase bank borrowings

19 Other Liabilities

2011 2010
Em Em
Future purchases of minonty Interests 20 132
Deferred consideration 11 10
31 142
Analysed as
Due within one year 08 130
Due after one year 23 12
The rnovernent in the Lability for future purchases of mincnty interests is as follows
201 2010
Em Em
At 1 October 132 131
Released to retained earnings on acguisition (121) 25
Put options entered into dunng the year - 06
Unwinding of discount o1 11
Fair value remeasurements 08 09
At 30 September 20 132

The Group retains put/call options to acquire the cutstanding minornty shareholdings Dunng the year, the Group acquired the outstanding 25% minonty
shares in AMT as exptained in note 20 On acquissthon of the rmunonty interest shares the liability of E12 1m recogrused in the consolidated Statement of
Financial Position at 30 September 2010 has been released to retained earnings At 30 September 2011, the Group retains minonty interests in BGS HPS
and M Seals and the put options to acquire these minority interests are exercisable between 1 October 2012 and 31 December 2017

At 30 September 2011 the estimate of the inancial habtlity to acquire the outstanding minonty shareholdings was reassessed by the Directors based on
therr current esumate of the future performance of these businesses and to reflect foreign exchange rates at 30 September 2011 Thisled to a
remeasurement of the fair value of these put options and the kability was increased by £0 8m (2010 £0 9m) The charge for the bability together wath the
charge from unwinding the discount on the liability was in aggregate £0 9m {2010 £2 Om) and has been charged to the consoldated Income Staterment

At 30 September 2011 deferred consideration of £1 1m s payable to the vendors of CMI Deferred consideration of £0 7m was paid on 7 March 2011 to
the vendors of All Seals in final settlement of their performance payment and on agreement of net assets acquired, £0 1m was paid on 19 Octaber 2010
to the vendors of BGS on agreement of net assets acquired and £0 1m was paid to the vendors of Rischer
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20 Minonty Interests

£m
At 1October 2009 27
Purchase of minority interest {01)
Share of profit for the year 15
Dmdends paid (VB }]
Exchange adjustments 01
At 30 September 2010 31
Purchase of minonty interests 07
Share of proftt for the year 06
Dmadends paict (39)
At 30 September 2011 05

Dunng the year the Group acquired the outstanding 25% share capital n AMT Vantage Group Inc ("AMT) held by the munority shareholders for
consideration of £12 5m (C519 7m) including expenses pursuant to put/call optron agreements entered into at the tme of the origmnal acquisition in
August 2007 The consideration for this acquisiion was paid in cash and met from the Group s existing cash and borrowing resources

These shares were acquired In two tranches 4% of the ordinary share capital of AMT was acquired on 7 January 2011 for £2 Om {CS$3 1) and the
remairing 21% was acquired on 28 February 2011 for £10 4m (C516 4m) Acquisition expenses of £0 1m (C50 2m) were incurred on this acquisiion and
were charged to the consoldated Income Staternent Goodwill of £13 1m arose on the acquisition of these minonty interests which will not be allowable

for a tax deduction in future years

21 Acquisition of Subsidianes

On 2t December 2010 the Group acquired 100% of Carsen Medical Inc ("CMI”) for a maximum consideration of £16 5m (C$25 9m) including
expenses The iniba! cash pard on acquisiuon was £14 3m {C$22 5m) and a further £0 9rm (C51 4m) of deferred consideration was pard dunng the year
The final tranche of deferred cansideration of £1 1m (C$1 8m) s payable n December 2011 depending principally on the operating profit of CMIin
the year ending 30 September 2011 Acquisition expenses of £0 2m (CS0 3m) were incurred on this acquisition and expensed to the consolidated

Income Statement

The consideration for this acquisiion was paid in cash and met from the Group s existing cash and borrowing resources

Set out below 1s an analysis of the net book value and fair value of the net assets acquired and the consideration payable In respect of this acguisition

Book value Failr value
£m Em
Acguisition intangible assets 03 93
Property plant and equipment 04 0a
Inventories 08 Q7
Trade and other recevables 24 23
Trade and other payables (20 20
Deferred tax (01 23
Net assets acquired 18 84
Goodwll 73
157

Satisfied by !
Cash pad 152
Cash acquired {08
Net cash paid, before acquisition expenses 146
Provision for deferred consideration payable 11
Total consideration 157

Goodwall of £7 3m which arose on the acquisition of CMI represents the product know-how held by employees prospects for sales growth from new
customers and operating cost synergies Goodwill and acquisition intangible assets relating to this acquisition of E16 6m wall not be allowable for a tax

deduction in future years

From the date of acqussition to 30 September 2011, the newty acquired businesses of CM! contnbuted £9 Om to revenue and £2 Om to adjusted
operating profit. If the acquisition of this business had been made at the beginning of this financial year this business would have contnbuted £11 5mto
revenue and £1 7m 1o profit after tax Profit after tax should not be viewed as indicative of the results of this business that would have occurred, if this

acquisiion had been completed at the beginning of the year
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22 Discontinued Businesses

In January 2010 the Group completed the disposal of the Manual Liquid Handlng business of Anachern Lmited for a maximum consideration of £8 5m
before disposal costs Initial cash proceeds of £7 7m were receved of which EQ 7rm were held in escrow and up to a further £0 8m was recevable
depending on tha revenues for the year ended 31 December 2010 The revenues during the year ended 31 December 2010 were not sufficient to

meet the critena for the performance payment and as such no payment was received Dunng the year the Group receved £0 7m on release of the
escrow money

The remainder of the business in Anachem Limited which comprised the Anachem Instrurnents dvision was transferred to a separate legal entity which
was then sold in Apnl 2010 for a maximum consideration of £0 4m before disposal costs Initial proceeds of £0Q 2m were received with a further £0 2m
recerved in January 2011 in final settlement

Anachem Limited and Anachem Instrumants Limited were both classified as discontinued businesses in the prior year and their results for that period
until therr disposal are set out below

2010

Em
Revenue 53
Cost of sales (43)
Gross profit 10
Distnbution costs @2
Admunistration costs (L4}
Loss before tax 086
Tax credit 02
Loss after tax {04)
Profit on disposal 55
Profit attnbutable to discontinued businesses 51
23 Reconcihation of Cash Flow from Operating Activities
2011 2010
£m Em
Profit for the year from continuing businesses 276 179
Depreciation/amortisation of tangible and other intangible assets 21 21
Acquisition related charges 48 35
Share-based payments expense Q7 05
Financial expense net 12 19
Tax expense 1ne 88
Operating cash flow before changes in working capital 480 347
Increase in Inventories {55} (32
Increase in trade and other receivables 33 40
Increase in trade and other payables 14 73
Cash paid into defined benefit schemes note 25) (03) (05)
Cash flow from operating actnties 403 343
24 Net Funds
The movement in net funds duning the year Is as follows
2011 2010
£m £m
Net (decreasa}/increase in cash and cash equivalents {12 6) 81
Increase in borrowings (54) -
{180) 81
Effect of exchange rates 01 07
Movement in net funds {179) 88
Net funds at beginring of year 301 213
Net funds at end of year 122 301
Compnsing
Cash and cash equivalents 178 301
Borrowings (56) -
Net funds at end of year 122 301

The Group has a committed £20m revolving bank facilty which expires on 18 November 2013 At 30 September 2011, the Group had utiised £5 6m of
this facibity Interest on this facility 1s payable at between 150 and 175 bps over LIBOR depending on the ratio of net debt to EBITDA
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25 Retirement Benefit Obligations

The Group maintains several legacy definad benefit pansion schemes in the UK which at 30 September 2010 were merged into a single scheme which
was renamed Diploma Holdings PLC UK Pension Scheme ("the Scheme"} The Scheme Is closed to future accrual and the assets of the Scheme are held
in separate trustee admiristered funds The Scheme 1s funded tn accordance with rates recommended by an independent qualified actuary on the basis
of tniennizl or shorter period reviews using the projected unit method

Prior to the merger on 30 September 2010 the two principal defined benefit pension schemes were the Diploma Holdings PLC Permanent Staff Pension
and Assurance Scheme and the Anachem Limited Retirement Benefits Scheme the merger comprised these two schemes and two smaller legacy
schemes The two smaller schemes which at 30 September 2010 had aggregate assets of £2 5m and aggregate hiabiltes of £2 9m have in 2011 been
inctuded int the anatysis set out below

Pension deficit included in the Consolidated Statement of Financial Position

2011 2010
Em £m
Market value of Scheme assets
Equities 138 129
Bonds 42 34
Cash g2 -
182 163
Present value of Scheme liabilities (23 6) (21.6)
{54) (53)
Amounts credited to the Consolidated Income Statement in respect of defined benefit schemes
2011 2010
£m Em
Charged to operating profit - -
Interest cost L2 (10
Expected return on Scheme assets ia 11
Credited to financial ncome (note 6} 02 01
02 01
Amounts recognised in the Consolidated Statement of Comprehensive income
2011 2010
£m £m
Addition of two smaller schemes 0 -
Experience adjustments on Scherne assets (18) 03
Changes in assumptions on Scheme labilibies 21 22
Experience adjustments on Scheme liabiliies {05 01
Actuanal loss on Scheme habibties {0 6) {18)

The ¢hanges in assumptions on the Schemaes babilities includes a reduction of EX 4m ansing from the change in the inflaton measure applied for the
pension increases and revaluations, from RPI to CPI in accordance wath legislation enacted in January 2011

The cumulative amount of actuarial losses recognised in the consolidated Statement of Comprehensive Income since the transition to [FRS 1s £4 5m
(2010 E£3 9m)

Analysis of movement in the pension deficit

2011 2010

£m £m

At 1 October 53 47
Addition of two smaller schermes 04 -
Amounts credited to Income Staterment (02) [(sph]
Contnbutions paid by employer (03) (11
Actuanal loss 02 i8
At 30 September 54 53

Analysis of the movements in the present value of the Scheme babilities

201 2010

£m £m

At 1 October 216 188
Addiron of two smaller schermes 29 -
Interest cost 12 10
Actuanal loss/(gain) 05 o
{Gain¥/loss on ¢changes in assumptions [P 1] 22
Benefits paid (05) (0 3)
At 30 September 236 216

Diploma PLC Annual Report & Accounts 2011

63




64

Notes to the Consolidated Financial Statements continued
For the year ended 30 September 2011

25 Retirement Benefit Obligations continued
Analysis of the movements 1n the present value of the Scheme assets

2011 2010
Em Em
At 1 Cctober 163 141
Addition of two smaller schemes 25 -
Expected return on assets 14 11
Actuanial floss)gam {18) 03
Contnbutions pa:wd by ermnployer 03 11
Benefits paid (05) {03)
At 30 Septernber 182 163
The actual return on Scheme assets durning the year was a EO 4m loss (2010 gain £1 4m)
Prnincipal actuanal assurmptons for the Schemes at balance sheet dates
2011 2010 2009
Inflation rate = RPI 32% 32% 34%
-CPI 25% - -
Expected rate of pension increases — RPI 32% 32% 34%
-CPl 25% - -
Discount rate 51% 50% 55%
Number of years a current pensioner Is expected to live beyond age 65
Men 223 221 221
Women 246 250 250
Expected return on Scheme assets
Analysed as
Equities ao0% 80% 80%
Bonds I8% 50% 55%
Cash 10% 1.0% 20%
Demographic assumptions
Basic mortality table used SINA
Year the mortality table was published CM1 2010
Allowance for future iImproverments in longewty Year of birth projections with a long-term improvement rate of 1 25%
Allowance made for members to take a cash lump sum on retirement Members are assumed to take 100% of their maximum cash sum (based
on current commutation factors}
Sensitivities
Sensitvity of 2011 pensicn liabilities to changes In assumptions are as follows
Impact on pension Uabillties
Estimated Estimated
Increase Increase
Assumption Assumption % Em
Discount rate Decrease by 0 5% 93 22
Expected rate of pension increase  Increase by 0 5% 38 09
bife expectancy Increase by 1 year 13 03

1  The expected returm far each ¢lass of scheme assets s based on a combination of histoncal performance current market yields and advice from investment managers.
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25 Retwrement Benefit Obligations continued

Cash funding

Accounting costs do notimpact on the incidence or amount of ¢cash contributions for defined benefit plans Future cash contnbutions are determined
based upon tnennial actuanal valuatons

Date of last forrmal funding valuation 30 September 2010

Deficrit £2,682 000

Funding level 87%

Funding approach Assumes that Scheme assets will outperform Government 20 year fixed
interest gilt yield by 2 90% pa pre-retirement and O 80% pa post-retirement

Post reurement mortality table SINA

Post retirernent mortality projections CMI 2010 wath long term improvement rate of 1 25% pa

Contributions per annum to remove the deficit £320000

Pertod over which the deficit 15 expected to be removed 1 October 2010 - 30 September 2021

Expected contributions during FY2012 £326 400

Currentinvestment strategy 80% Equities/20% Bonds

Nurnber of deferred members at date of actuanal valuation 344

History of expenence gains and losses
All experience adjustments are recognised directly in equity net of related tax

201 20100 2009 2008 2007
Experience adjustments ansing on Scheme assets
Amount {Em) 04 03 Q7 (34} 03
% of Scheme assets 2% 2% 5% 27% 2%
Changes in assumptions ansing on present value of Scheme ltabitities
Amount (Em) 21 (22) {38} 30 23
% of present value of Scheme labilities 9% 10% 20% 21% 14%
Expenence adjustments arsing on present value of Scheme labibties
Amount (Em) (05 o1 - oy 01
% of present value of Scheme tabilties 2% - - 1% 1%
Present value of Scheme liabilities (23 6) (216) {188} (14 2} (164)
Market value of Schemne assets 182 163 141 125 148
Deficit {54) (53) 47 (L7} {L.6)

1 Amcunts relate only 1o the two pringipsl schemes

26 Commitments
At 30 September 2011 the Group has total lease payments under non-cancellable operating leases as follows

Land and Buildings

2011 2010
£m £m

Lease payments due
Within one year 14 13
Within two to five years 23 23
After five years 06 -
Total payable at 30 Septernber 43 36

Operating lease payments made in respect of land and bultdings dunng the year were £1 4m (2010 E£1 3m)
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27 Audit Fees
During the year the Group recewved the following services from the auditor

2011 2010

Erm Erm

Fees payable to the auditor for the audit of
- the Company's annual report 01 01
- the Company's subsidiaries pursuant to legislation 02 01
Total audit fees 03 g2

Non audit fees of £11 000 {2010 £7 000} for taxation advisory services provided in Canada and Denmark and £10 500 {2010 £10,000) in connection

with the Half Year Announcement were paid to the Group s auditor

28 Exchange Rates
The following exchange rates have been used to translate the results of the overseas businesses

Average Clasing
2011 2010 2011 2010
US dollar 161 156 156 158
Canadian dollar 159 163 162 162
Euro 115 115 116 115

Diploma PLC Annual Report & Accounts 2011




67
Group Accounting Policies

For the year ended 30 September 2011

The consolidated financial staterments have been prepared In accordance with International Financtal Reporting Standards ("IFRST) as endorsed by the
European Union and in accordance with the Companies Act 2006 as applicable to companies reporting under IFRS The accounting policies set out
below have been consistently applied in 2011 and the comparative period The following new standards amendments and interpretations to existing
standards have been published and have been endorsed by the EtJ, these are mandatory for the first time for the year ended 30 September 2011

«  Amendment to IFRS 2 "Share-based Payments™ cash settled share-based payment transactons

«  Armendment to 1AS 32 “Financtal Instruments Presentation” classification of nghts issues and

« Annual lmprovements to IFRSs issued Apnl 2009 and May 2010

The introduction of these amendments has had no iImpact on the resutts Ainancial position or presentation of the financial statements

1 Group Accounting Policies

1 1 Basis of preparation

The consolidated financial statements have been prepared under the histoncat cost convention except for denvative fiinancial instruments which are
held at fair value The consclidated financial statements have been prepared on a going concern basis as discussed on page 44

1 2 Basis of consolidation

The censolidated financial statements Incorporate the financial statements of the Company and entities controlled by the Company (its subsicianes)
Control exists when the Company has the power to govern the financial and operating polcies of an entity so as to obtain benefits from its activites The
results of subsidianes acquired or disposed of durnng the year are included in the consoldated Income Statement from the effective date of acquisihon or
up to the effective date of disposal as appropriate

Where necessary adjustments are made to the inancial statements of subsidiaries to bning theirr accounting policies into ine with those detailed herein
to ensure that the Group financial statements are prepared on a consistent basis All intra-group transactions balances income and expensas are
eliminated in preparing the consoldated financial statements

Non-controling interests dehned as mimonty interests in the net assets of consolidated subsidianes are identified separately from the Group's equity
therein Minority interests consist of the amount of those interests at the date of the onginal business combinatton and the minority s share of changesin
equity since the date of the combination

1 3 Dwestments
The results and cash flows of major ines of businesses that have been divested have been classified as discontinued businesses

1 4 Revenue recognition

Revenue I1s measured as the fair value of the consideration receved or recewvable for goods supplied and services rendered to custorners after deducting
sales allowances and value added taxes Revenue is recogrised when the nsk and rewards of ownership transfers te the customer, which depending on
individual customer terms 15 at the tme of despatch delivery or upon formal customer acceptance Provision Is made for returns where appropriate
Service revenue received in advance 1s deferred and recognised over the penod of the contract

1 5 Employee benefits
The Group operates a number of pension plans both of the defined contribution and defined beneft type The defined benefit schemes are closed to
the accrual of future benefits

{a) Defined contnbution pension plans Contnbutions to the Groups defined contribution schemes are recognised as an employee benefit expense
when they fall due

(b) Defined benefit pension plans The deficit recogrused in the alance sheet for the Group s defined benefit pension schemes Is the present value of
the defined benefit obligatren at the balance sheet date less the fair value of the scheme assets The defined benefit obligation 1s calculated by
Independent actuaries using the projected unit cost method and by discounting the estimated future cash flows using interest rates on fugh quatity
corporate bonds The pension expense for the Group s defined benefit plans 1s recognised as follows

(i} Within prefit before tax
«  Gains and losses ansing on settlernents and curtadments — where the item that gave nse to the settlement or curtailment 1s recognised in
operating profit
» Interest cost on the liabilites of the schemes - calculated by reference to the scheme Labibbies and majer assumptions including the discount
rate at the beginning of the year and
« Expected return on the assets of the schemes — calculated by reference to the scheme assets and long-term expected rate of return at the
beginning of the year
{1} Withun the Statement of Comprehensive Income
« Actuanal gains and tosses anstng on the assets and hiabiliies of the schemes ansing from actual expenence and any changes in assumptons at
the end of the year

The Group has adopted a policy of recognising all actuanal gains and losses for all of its defined benefit schemes in the period in which they
oceur, outside the Income Statement in the consolidated Staternent of Comprehensive Income
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Group Accounting Policies continued
For the year ended 30 September 2011

1 Group Accounting Polictes continued

{c) Share-based payments
The Executive Directors of the Group recerve part of therr remuneration in the form of share-based payment transactions whereby the Directors
render services in exchange for shares in the Company or rights over shares {"equity-settled” transactions)

Equity-settled transactions are measured at farr value at the date of grant The fair value determined at the grant date takes account of the effect of
market based measures, such as the Total Shareholder Return ("TSR’) targets upon which vesting of part of the award is conditional, and 1s expensed
to the Income Staternent on a strasght ine basis over the vestng pertod with a correspondting credit to equity The cumulative expense recogrised I1s
adjusted to take account of shares forfeited by Executives who leave during the performance or vesting penod and 1n the case of hon-market related
performance conditions where it becomes unlikely that shares will vest For the market based measure the Directors have used a predicted future
value model to determine farr value of the shares at the date of grant

The Group operates an Employee Benefit Trust for the granting of shiares to Executives The cost of shares in the Company purchased by the
Employee Benefit Trust are shown as a deduction from equity

1 6 Foreign currencies

The ndmdual inancial staterments of each Group entity are prepared in their functional currency which is the currency of the primary economic
environment In which that entity operates For the purpose of the consolidated financial statements, the results and financial position of each entity are
transiated into UK sterling which 15 the presentational currency of the Group

{a) Reporting foreign currency transactions in functional currency

Transactions in currencies other than the entity s functional currency {foreign currencies) are initratly recorded at the rates of exchange prevailing on

the dates of the transactions At each subsequent balance sheet date

() Foreign currency monetary items are retranslated at the rates pravailing at the balance sheet date Exchange differences arising on the settlement
of retranslation of monetary items are recognised in the income Statement,

(1} Non-monetary items measured at historical cost in a foreign currency are not retranslated and

() Non-monetary items measured at fair value in a foreign currency are retranslated using the exchange rates at the date the far value was
determined Where a gain or loss on nen-monetary items 1s recognised directly in equity, any exchange component of that gain or loss (s also
recogrised directly in equity and conversely where a gain or loss on a non-monetary iterm is recogrused in the Income Statement, any exchange
component of that gain or loss is also recognised in the Income Statement

{b) Translation from functional currency to presentaticnal currency

When the functional currency of a Group entity (s different from the Group s presentational currency its results and financial position are translated

into the presentational currency as follows

(1} Assets and liabilities are translated using exchange rates prevailing at the balance sheet date

(n Income and expense items are translated at average exchange rates for the year except where the use of such an average rate does not
approximate the exchange rate at the date of the transaction in which case the transaction rate 1s used, and

(m) All resulting exchange differences are recogrised n translation reserves as a separate component of equity these cumulative exchange
differences are recogrised in the Income Staterment in the penod in which the foraign operation 1s disposed of

{c) Netinvestment in foreign operations
Exchange differences arising on a monetary item that forms part of a reporting entity s net investrment in a foreign operation are recognised in the
Income Staternent in the separate financial statements of the reporting entity or the foreign operation as appropriate In the consolidated Group
accounts such exchange differences are intially recognised in translation reserves as a separate component of equity and subsequently recognised in
the Incorne Staterment on disposal of the net nvestrment

17 Taxation
The tax expense relates to the sum of current tax and deferred tax

Current tax s based on taxable profit for the year which differs from profit before taxation as reported in the Income Statement Taxable proft excludes
iterns of Income and expense that are taxable (or deductble) in other years and also excludes iterns that are never taxable or deductible The Groups
liability for current tax including UK corporation tax and overseas tax, 1s calculated using rates that have been enacted or substantively enacted at the
balance sheet date

Deferred tax 1s accounted for using the balance sheet bability method Deferred tax is recognised on differences between the carrying amounts of assets
and labibiies in the financial statements and the corresponding tax bases used in the computation of taxable profit Deferred tax labilties are generally
recogrised for all taxable temporary differences and deferred tax assets are recognised to the extent that it 1s probable that taxable profits wall be
avallable against which deductible temporary differences can be utilised Temporary differences anse primarity from the recognition of the deficit on the
Group s defined benefit pension schemes the difference between accelerated capual allowances and depreciation and for short-term tming
differences where a provision held against recenvables or stock 1s not deductible for taxation purposes However, deferred tax assets and Yabilities are not
recognised If the temporary difference anises frorm goodwilt or from the initiat recognitton (other that In a business combination) of other assets and
labilities in a transaction that affects neither the tax profit nor the accounting profit
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1 Group Accounting Policies continued

Deferred tax habilities are alsc recognised for taxable temporary differences ansing on investments in subsidiaries except where the Group 1s able to
control the reversat of the temporary difference and it 1s possible that the temporary difference wilt not reverse in the foreseeable future No deferred tax
1s recognised on the unrermitted earnings of overseas subs:dianies as the Group controls the dvidend policies of its subsidiaries

Deferred tax Is calculated at the tax rates that are expected to apply to the penod when the asset 1s realised or the liability is settled Deferred tax is
charged or credited to the Income Statement, except when the item on which the tax or charged 1s credited or charged directly to equity in which case
the deferred tax 15 also dealt with In equity The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the extent
that 1t 15 no longer probable that sufhcient taxable profits will be availabte to allow all or part of the assets to be recovered Tax assets and labilities are
offset when there s a legally enforceable nght to enforce current tax assets against current tax labiittes and when the deferred income tax relates to the
same fiscal authonity

1 8 Property, plant and equipment

Freehold land 15 carmed at cost less accumulated impairment losses QOther items of property plant and equipment are carried at cost less accumulated
depreciation and accurmulated impairment losses Cost comprnises the purchase price plus costs directly incurred in bnnging the asset into use, but
excluding interest Al other repairs and maintenance expenditure 1s charged to the Income Statement in the penod inwhich itis incurred

Freehold land s not depreciated as it has an infinte life Depreciation on other tems of property plant and equipment begins when the asset 1s avallable
for use and 1s charged to the Income Statement on a straight-line basis so as to wnite off the cost less residual value of the asset over its estimated useful
Iife as follows

Freehold property  — between 20 and 50 years

Leasehold property  ~ term of the lease

Plant and equipment - plant and machinery between 3 and 7 years
— IT hardware between 3 and 5 years
- fixtures and fittings between 5 and 15 years

The depreciation method used residual values and estmated useful lives are reviewed and changed if appropriate at least at each financial year end
Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets or where shorter over the term of
the relevant lease An asset s carrying amount Is written down immediately to its recoverable amount if the asset s carrying armount 1s greater than its
estimated recoverable amount Gains and losses ansing on disposals are determined by comparing sales proceeds with carrying amount and are
recogrised In the Income Statement

1 9 Intangible assets
Allintangible assets excluding goodwill ansing on a business combination are stated at their amortised cost or fair value less any provision for
impairment

{a) Research and development costs
Research expenditure Is written off as iIncurred Development costs are wntten off as incurred until it can be demonstrated that the conditions for
capitalisation as descrnbed in 1AS 38 (Intangible Assets} are met At which point further costs are capitalised as intangible assets up until the intangible
asset Is readily available for production ang amortised on a straight-line basis over the asset s estimated useful ife

Costs are capitalised as intangible assets unless physical assets such as tooling exist when they are classified as property plant and equipment

[b] Computer software costs
Where computer software 1s not integral to an item of property plant or equipment its costs are capitalised as other intangible assets Amortisation 1s
provided on a straight line basis over its useful economic life of between three and seven years

{c) Acquired intangible assets — business combinations
Intangible assets that are acquired as a result of a business combination Including but not imited to customer lists, supplier ists, databases
technology and software and patents and that can be separately measured at far value on a reliable basis are separately recognised on acguisition at
the farr value together with the associated deferred tax lability Amortisation 1s charged on a straight line basis to the Income Staterent over the
expected useful economic lives

(d) Goodwill — business combinations
Goodwill ansing on the acquisition of a subsidiary represents the excess of the aggregate of the fair value of the consideration over the aggregate fair
value of the identifiable intangible and tangible assets and net of the aggregate fair value of the labilines (including contingent kabilitias of businesses
acquired at the date of acquisition) Goedwill 1s inisally recognised as an asset at cost and 1s subsequently measured at cost less any accumulated
impairment losses iImpairment testing is carned out annually or more frequently If events or changes in circumstances indicate that the carrying
value ray be impaired Goodw:ll on acquisitions i1s not amorused

Diploma PLC Annual Report & Accounts 2011




70

Group Accounting Policies continued
For the year ended 30 September 2011

1 Group Accounting Policies continued
1 10 Impairment of tangible and intangible assets
An impairment 10ss 1S recogrised to the extent that the carrying amount of an asset or cash generating unit exceeds its recoverable amount

The recoverable amount of an asset or cash-generating unitis the higher of {)} its fair value less costs to sell and (i} its value in use its value in use 1sthe
present value of the future cash flows expected to be dernved from the asset or cash-generating unit discounted using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset or cash-generating unit Impairment losses are
recognised immediately in the Income Staternent

{a) Impairment of gcodwiil
Goodwill acquired 1n a business combination is allocated to a cash-generating unit cash-generating units for this purpose are the business entities
which represent the lowest level within the Group at which the goodwill 1s monitored by the Group s Board of Directors for internal and management
purposes Cash-generating units to which goodwill has been allocated are tested for impairment annually or more frequently when thereis an
indication that the unit may be impaired

If the recoverable amount of the cash-generating unit i1s less than the carrying amount of the unit the impairrment loss is allocated first to reduce the
goodwill attnbutable to the cash-generating unit

An impairmment loss recognised for goodwill 1s not reversed in a subsequent penod

(b) Impairment of other tangible and intangible assets
At each balance sheet date, the Group reviews the carrying amount of its tangible and intangible assets to determine whether there 15 any indication
that those assets have suffered an imparrment loss If any such indication exists the recoverable amount of the asset 1s estimated in order to
deterrrune the extent If any of the impairment toss For the purposes of assessing imparrment assets are grouped at the lowest levels for which there
are separately identifiable cash inflows Where 1t 18 not possible to estimate the recoverable amount of an individual asset the Group estimates the
recoverable amount of the cash-generating unit to which the asset belongs

Where an impairment loss subsequently reverses the carrying amount of the asset or cash-generating unit is increased to the revised estimate of its
recoverable amount but so that the increased carrying amount does not exceed the carrying amount that would have been determined had no
impairment loss been recogrised for the asset or cash-generating unitin prior years Areversal of an impairment loss for tangible and intangible
assets other than goodwill 15 recognised immediately in the Income Statement

1 11 inventones

Inventories are stated at the lower of cost, (generally calculated on a weighted average cost basis) and net realisable value after making due allowance
for any obsclete or slow moving inventory Cost comprises direct maternials, duty and freight-in costs

Net realisable value represents the estimated selling pnce less afl estimated costs of completion and the estmated costs necessary to make the sale

1 12 Financial iInstruments
Financial assets and labilities are recogrised in the Group balance sheet when the Group becomes a party to the contractua! provisions of the instrument

(a) Trade receivables

Trade receivables are initially measured at fair value, do not carry any interest and are reduced by a charge for impairment for estmated irrecoverable
amounts Such impairment charges are recognised in the Income Statement

(b) Trade payables
Trade payables are non-interest bearing and are initially measured at their fair value

{c) Cash and cash equivalents
Cash and cash equivalents comprise cash in hand interest bearing deposits, bank overdrafts and short-term highly lquid investments with cniginal
matunities of three months or less that are readity convertible to a known amount of cash and are subject to an insignificant sk of changes in value
Bank overdrafts are repayable on demand and can form an integral part of the Group s cash management system

(d) Put options held by minonty interests
On exercise of put options held by minonty shareholdersin the Groups substdianes the purchase price of the shares is calculated by reference to the
proftability of the relevant subsidiary at the time of exercise using a multiple based formula The net present value of the estimated future payments
under these put options 1s shown as a financial labiity The corresponding entry 1s recognised In equity as a deduction against retained earnings At
the end of each year the estimate of the financial bability 15 reassessed and any change invalue 1s recogrised in the Income Statement as part of
finance ncome or expense Where the kability 15 1n a foreign currency any change in the value of the lability resulting from changes in exchange rates
15 recognised in the Income Statement
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1 Group Accounting Policies continued

{e} Dervative financial nstruments and hedge accounting
The Group uses denvative financial instruments in the form of forward foreign exchange contracts to manage the effects of its exposures to
fluctuations in foreign exchange ansing from operational and financial actvities In accordance with its treasury policy the Group does not hold or
rssire denvative financial instrurnents for trading purposes The fair value of forward foreign exchange contracts 1s their quoted market price at the
balance sheet date

Under IAS 39 hedging relationships are categonsed by type and must meet strict critena to qualfy for hedge accounting At the inception of the
transaction the Group docurnents the relationship between the hedging instrument and the hedged tem The Group also documents its
assessment both at hedge inception and on an engong basts of whether the financial nstruments that are used in hedging transactuons are highly
effective in offsetting changes In fair values or cash flows of hedged items The Group uses cash flow hedges (eg forward foreign exchange currency
contracts) to hedge exposure to vanability in cash flows of a highly probable forecast transaction

In retation to cash flow hedges to hedge firm commitments which meet the conditions for hedge accounting the portion ¢f the gain or loss on the
hedging instrurment that s determined to be an effective hedge 1s recogrised directly to equity and the ineffective portion 1s recognised in net profit
or loss For cash flow hedges that do not result in the recognition of an asset or a lability the gains or losses that are recogrused In equity are
transferred to the income Statement in the same year in which the hedged irm commitment affects the net profit and loss for example when the
future sale actually occurs

Hedge accounting 15 discomtinued when the hedging instrument exprres or 15 sold terminated ar exercised or no longer qualfies for hedge
accounting At that point in time, any cumulative gain or loss on the hedging instrument recogrised in equity 1s kept in equity until the hedged
transaction occurs If a hedged transaction 1s no longer expected to occur the net cumulative gain or loss recogrised in equity Is transferred to net
profit or loss for the year

The Group does not use financial instruments to hedge the exposure to changes in the fair value of recogrised assets or babilities that are attributable
to a particular nsk and could affect profit or loss {fair value hedges) No financial instruments are used to hedge net investments in a foreign operation
{net investment hedges)

113 Leases
Leases are classihed as finance leases whenever the terms of the lease transfer substantially all the nisk and rewards of ownership to the lessee Leases
nclude hire purchase contracts which have charactenstics similar to iinance or operating leases All other leases are classified as operating leases

(a) Finance leases
Assets held under finance leases are recogrised as assets of the Group at therr far value at the inception of the lease or if lower at the present value
of the minimum lease payments The corresponding lability to the lessor 1s included in the balance sheet as a finance lease obligation Lease
payments are apportioned between finance charges and reduction of the lease obligation so as to achieve a constant rate of interest on the
remaining batance of the lability Finance charges are charged to the Income Staterment

{b) Operating leases
Rentals payable under operating leases are charged to the Income Statement on a straight-line basis over the term of the relevant lease Benefits
received and recevable as an Incentive to enter into an operating lease are also spread on a straight-line basis over the expected lease term

1 14 Other Liabilities

Other babilities are recogrised when the Group has legal or constructive obligation as a result of a past event and 1t 15 possible that the Group will be
required to settle that obligation Other labikties are measured at the Director’s best estimate of the expenditure required to settle the obligation at the
balance sheet date

115 Dnndends
The annual final dmdend is not provided for until approved at the Annual General Meeting intenim dividends are ¢harged in the pertod they are paid

1 16 Share capital and reserves
Ordinary shares are classihed as equity Incremental costs directly attrbutable to the issue of new shares are shown in equity as a deduction net of tax
from the proceeds The Group also maintains the following reserves

{a) Translation raserve - The translation reserve compnses all foreign exchange differences ansing from the translation of the Ainancial statements of
foreign businesses

(bl Hedging reserve — The hedgmg reserve comprses the effectiva portion of the cumulative net change in the fair value of cash flow hedging
instrumenits that are determined to be an effective hedge

{c) Retained earnings reserve - The retained earnings reserve compnses total recognised income and expense for the year attnbutable to shareholders
Bonus issues of share capital and dvdends to shareholders are also charged directly to this reserve On acquisiton of minonty interests the ability
held in the consoldated financial statements for the future purchases of those minanty interests 1s released to the retained earnings reserve In
addition the cost of acguinng shares in the Company and the lability to provide those shares to employees 1s accounted for i this reserve

Diploma PLC Annual Report & Accounts 2011




72

Group Accounting Policies continued
For the year ended 30 September 2011

1 Group Accounting Policies continued

Where ary Group company purchases the Company s equity share capital and holds that share either directly as treasury shares or indirectly within an
ESOP trust the consideration paid including any directly attributable incremental costs (net of income taxes) 1s deducted from equity attnbutable to the
Cormnpany s equity holders untl the shares are cancelled reissued or disposed of Where such shares are subsequently sold or reissued any consideration
receved, net of any directly attributable incremental transaction costs and the related income tax effects 15 included in equity attnibutable to the
Company s equity holders These shares are used to satisfy share awards granted to Directors under the Group s share schemes The trustee purchases
the Company s shares on the open market using loans made by the Company or a subsidiary of the Company

1 17 Accounting standards, interpretations and amendments to published standards not yet effective

The following new standards amendments and interpretations to exisung standards have been published and have been endorsed by the EU that are
mandatory for the Group s accounting penods beginming on or after 1 October 2011

« IFRS 9 “Financial Instruments — Classification and Measurement”

« |FRS 10 "Conscolidated Financial Statements”,

+ IFRS 11 "Joint Arrangements”

« IFRS 12 "Disclosure of Interests in Other Entites”

« IFRS 13 “Fair Vatue Measurement”

« |AS 19 "Employee Benefits”

» |AS 27 "Separate Financial Statements”

» IAS 28 “tnvestments n Associates and Joint Ventures®

«  Amendment to IFRS 7 “Financiat Instruments Disclosures” enhancing disclosures about transfers of financial assets
«  Amendment to IAS 1 "Presentation of Financial Statements”, revision of presentation of comprehensive income

+ Arnendment to IAS 12 *Income Taxes™ recovery of underlying assets

+«  Amendment to IAS 24 "Related Party Disclosures™ revised defirution of related parties and

+ Annual Improvernents to IFRSs 1ssued May 2010

The Group has considered the impact of these new standards and interpretations in future penods and no sigrnificant impact 1s expected on reported
profit or net assets

The Group has chosen nat to early adopt any of these new standards and interpretations

2 Critcal Accounting Esttmates and Judgements

In order to prepare these consclidated financial statements In accordance with the accounting policies set out In note 1 above management has used
estimates and Judgements to establish the amounts at which certain itemms are recorded Cnitical accounting estimates and judgements are those which
have the greatest impact on the financial statements and require the most difficult and subjective judgements about matters that are inherently
uncertain Estimates are based on factors including histoncal expenence and expectations of future events that management beleve to be reasonable
However given the judgemeantal nature of such estimates actual results could be different from the assumptions used The Critical accounting estimates
and judgemnents are set out below

2 1 Goodwillimpatrment

The Directors use their jJudgement to determine the extent to which goodwill has a value that will benefit the performance of the Group over future
periods To assist In makung this judgement, the Directors undertake an assessment, at least annually of the carrying value of the Group s capitalised
goodwill, using discounted cash flow forecasts to derve the “value in use” to the Group of the capitalised goodwill This calculation 1s usualty based on
projecting future cash flows over at least a five year penod and using a terminal vatue to Incorporate expectations of growth thereafter A discount factor
15 applied to obtain a current value ("value in use”) The “far value less costs to sell” of an asset s used If this results in an amount in excess of “value in use”

Estimated future cash flows for mpairment calculations are based on management s expectations of future volumes and margins based on plans and
best estimates of the productivity of the assets in their current condition Future cash flows therefore exclude benefits from major expanston projects
requinng future capital expenditure where that expenditure has not been approved at the balance sheet date

Future cash flows are discounted using discount rates based on the Group's weighted average cost of capital adjusted if appropnate for circumstances
specific to the asset being tested The weighted average cost of capitat 1s impacted by estimates of interest rates equity returns and market and country
related rnisks The Groups weighted average cost of capital is reviewed ¢n an annual basis

The projection penod 1s in the opinion of the Directors an appropnate period over which to view the future results of the Group s businesses for this
purpose Changes to the assumpuons and discount rates used in making these forecasts could significantly alter the Directors’ assessment of the
carrying value of goodwill

2 2 Retirement benefits

The Group s financial statements include the costs and oblgations associated with the provision of pension retirement benefits to current and former
employees Itis the Directors responsibility to set the assumptions used in determmarung the key elements of the costs of meeting such future obligations
These assumplions are set after consultation with the Scheme’s actuary and are consistent with those assumptions used to determine the financing
elements related to the Scheme s assets and babilities Whilst the Directors beleve that the assumptions used are appropniate a change in the
assumpticns used would affect the Group profit and financial positton Detatls of these assumptions which are based on advice from the Scheme s
actuary are set outin note 25
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2 Cntical Accounting Estimates and Judgements continued

2 3 Taxation

The Group operates in a number of tax Junsdictions around the world Tax requlations generally are complex and in some jursdictions agreeing tax
labilities with local tax authorities can take several years Consequently at the balance sheet date tax lhabilities and assets are based on management s
best estimate of the future amounts that will be settled While the Group aims to ensure that the estmates recorded are accurate the actual amounts
could be different from those expected

Deferred tax assets mainly represent tmung differences that the Group expects to recover at some time in the future and by their nature the amounts
recorded are therefore dependent on management s jJudgement about future events Account has alse been taken of future forecasts of taxable proft
tn arriving at the values at which these deferred tax assets are recogrused If these forecast profits do not matenalise or change or there are changes

1n tax rates or to the penod over which the timing difference might be recognised then the value of the deferred tax asset will need to be revised in a
future period

2 4 Current assets
In the course of normal trading activities judgement i1s used to establish the net realisable value of vanous elements of working capital principally
inventory and trade recevables Imparment charges are made against obsolete or slow-moving inventories bad or doubtful debts

The decision to make an impairment charge 15 based on the facts available at the time the Anancial statements are approved and are also determined
by using profiles based on past practice applied to certain aged nventory and trade recewables cateqones In estimating the collectability of trade
recevables, jJudgement 1s required In assessing theirr Ukely realisation including the current creditworthiness of each customer and related ageing of the
past due balances Specific accounts are assessed In situst:ons where a customer may not be able to meet its Ainancial obligations due to deterioration
of its inancial condition credit ratings or bankruptcy

2 5 Property, plant and equipment

It 1s Graup policy to depreciate its property plant and equipment assets except freehold land on a straight-line basis over therr esimated usefu! ives
This applies an appropriate matching of the revenue earned with the delivery of goods and services A key element of this policy 1s the estimate of the
useful life applied to each category of property, plant and equipment which in turn determines the annual depreciation charge Vanations in asset lves
could impact Group profit through an increase or decrease in the depreciation charge

2 6 Future purchases of minonty interests

The Groupss financial statements include a financial bability for the net present value of the expected amount that it will pay in future years to acquire the
outstanding shares held by minorty shareholders in the Group s subsidianes This amount 15 based on the Directors estimate of the future profitability of
the relevant subsidiary and on an assumption of the exchange rates prevailing at the tme the payment 1s made Any changes to the estimated profitability
of the relevant business and/or changes to the assumption of the relevant exchange rate will change the estimate of this financial ability
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Parent Company Balance Sheet
As at 30 September 2011

2041 2010
Note Em Em
Fixed assets
Investments [ 720 720
Creditors amounts falling due within one year
Amounts owed to subsidiary undertakings (422) 42 3)
Total assets less current liabilities 298 297
Capital and reserves
Called up equity share capital d 57 57
Prafit and loss account 241 240
298 297

The financial statements of Diploma PLC, company number 3895848 were approved by the Board of Directors on 21 Novernber 2011 and signed on its

behalf by

BM Thompson
Chief Executive Officer

NP ungwood
Group Finance Director

AN

The notes on page 75 form part of these financial staterments

Reconciliation of Movements in Shareholders’ Funds
For the year ended 30 September 2011

Proftand

Sharecapital loss account Total

Em £m Em

At 1 October 2010 57 240 297
Retained profit for the year - 13 13
Transfer of own shares net - {1.2) {12
At 30 September 2011 57 241 298
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Notes to the Parent Company Financial Statements

For the year ended 30 September 2011

a) Accounting Policies

a 1 Basis of accounting

These Ainancial statements have been prepared on a going concern basis as discussed on page 44 under the hustoncal cost convention in accordance
with the Companies Act 2006 and applicable UK accounung standards A summary of the accounting policies of the Parent company (“the Company”)
1s set out below As permitted by section 408 of the Companies Act 2006 no separate profit and loss account ts presented for the Company

a 2 Investments and dividends

Investments are stated at cost less provision for impairment Dividend income s recogrsed when received Dividend distnbutions are recognised In
the Company s financial statements in the year in which the dvidends are approved by the Cormpany s shareholders Intenm dividends are recogrised
when paid

2 3 Employment Benefit Trust and Employee Share Schemes
Shares held by the Diploma Employee Benefit Trust {“the Trust’) are stated at cost and accounted for as a deduction from shareholders funds in
accordance with UITF 38 Shares that are held by the Trust are not eligible for drvidends until such time as the awards have vested to the employees

b) Directors’ Remuneration
No emoluments are paid directly by the Company, information on the Directors’ remuneration and interests in the share capital of the Company are set
out in the Remuneration Report on pages 32 to 41

¢} Investments

£m
Shares in Group undertakings
At 30 September 2011 and 1 October 2010 720
Detalls of the principal subsidianes are set out on page 78
d) Share Capital
2001 2010 2011 2010

Number Number £m £m
Allotted, 1ssued and fully paid ordinary shares of Sp each
At 30 September 113,239,555 113239555 57 57

Dunng the year 138 461 shares were transferred from the Diploma Employee Benefit Trust to participants in connection with vesting of awards under the
Long Term Incentive Plan Duning the year the Trust purchased a further 500 000 shares for an aggregate amount of £1 6m In accordance with UITF 38
the purchase cost of own shares net of shares which have vested, are shown as a movement in shareholders funds

At 30 September 2011 the Trust held 1 094 512 (2010 732 973) ordinary shares in the Company representing 1 0% of the called up share capital The
market value of the shares at 30 Septernber 2011 was £3 5m (2010 £2 1m)
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Independent Auditor’s Reports
For the year ended 30 September 2011

Independent Auditor's Report on the Group financial statements to the Members of Diploma PLC

We have audited the Group financial statements of Diploma PLC for the year ended 30 September 2011 which comprise the consolidated iIncome
statement the consolidated statement of financial posticn, the consolidated cash flow statement the consoldated statement of comprehensive
income the consolidated statement of changes in shareholders equity the Group accounting policies and the related notes 1to 28 The financial
reporting framework that has been applied i their preparation 1s applicable law and International Financial Reporting Standards {IFRSs) as adopted by
the European Union

This report I1s made solely to the Company s members as a body in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Qur audit work
has been undertaken so that we nught state to the Company s members those matters we are required to state to them in an auditor s report and for
na other purpose To the fullest extent permitted by law we do nat accept or assume responsibility to anyone other than the Company and the
Company s members as a body for our audit work, for this report, or for the epinions we have formed

Respective responsibilittes of directors and auditor

As explamned more fully in the Statermemt of Directors Responsibilities for prepanng the Financial Statements the directors are responsible for the
preparation of the Group financial statements and for being satisfied that they give a true and fair view Our responsibility 15 to audit and express an
opinion on the Group financial statements in accordance with applicable law and International Standards on Auditing {UK and Ireland) Those standards
require us to comply with the Auditing Practices Board s (APB 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 matenal risstaterment whether caused by fraud or error This includes an assessment of whether the accounting
policies are appropriate to the Group s circumstances and have been consistently applied and adequately disclosed, the reasonableness of signihcant
accounting estimates made by the directors and the overall presentation of the financial statements In addition we read all the financial and non-
fAnancial iInformation N the annual report to dentify matenal tnconsistencies with the audited financial statements If we become aware of any apparent
matenal misstatements or Inconsistencles we consider the implications for our report

Opinion on financial statements

In our opinion the Group financial statements

= gwve atrue and fair view of the state of the Group s affairs as at 30 September 2011 and of its profit for the year then ended
« have been property prepared in accordance with I[FRSs as adopted by the European Union and

» have been prepared in accordance with the requirements of the Companies Act 2006 and Article 4 of the IAS Regutation

Opinion on other matter prescnbed by the Companes Act 2006
In our opinion the informaton given in the Directors Report for the Ainancial year for which the financial statements are prepared I1s consistent with the
Group financiat statements

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

Under the Companies Act 2006 we are required to repart to you If, In our opinion
« certain disctosures of directors remuneration specified by law are not made or
« we have not received all the iInformation and explanations we require for our audit

Under the Listng Rules we are required o review

+ the directors staternent contained within the Directors Report in relation to going concem

= the part of the Corporate Governance Statement relating to the Comparty s compliance with the rune provisions of the UK Corporate Governance
Code speafied for our review and

= certain elements of the report to shareholders by the Board on directors remuneration

Other matter
We have reported separately on the Parent company financial staterments of Diploma PLC for the year ended 30 September 2011 and on the
information in the Directors Rermnuneration Report that 1s described as having been audited

|M\/Jautf

lan Waller (Senior Statutory Auditor)

for and on behalf of Detoitte LLP

Chartered Accountants and Statutory Auditor
London

21 November 2011
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Independent Auditor s Report on the Parent Company financial statements to the Members of Diploma PLC

We have audited the Parent company financial statements of Diploma PLC for the year ended 30 September 2011 which compnse the Parent company
balance sheet, the reconciiation of movemnents in shareholders funds and the related notes a) to d) The financial reporting framework that has been
applied in their preparation 1s applicable law and United Kingdom Accounting Standards [United Kingdom Generally Accepted Accountng Practice)

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 to the Company s members those matters we are required to state to them in an auditor s report and for no
other purpose To the {ullest extent permitted by law we do not accept or assume responsibility to anyone other than the Company and the Company s
members as a bedy for our audit work, for this report, or for the opinions we have formed

Respective responsibiities of directors and auditor

As explained maore fully In the Statement of Directors’ Responsibilities for prepanng the Financial Statements the directors are responsible for the
preparation of the Parent company iinancial statements and for being satished that they give a true and fair view Qur responsibility 1s to audit and
express an opinion on the Parent company financial statements in accordance wath applicable law and International Standards on Auditing (UK and
Ireland) These standards require us to comply with the Auditing Practices Board s (APB s) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves cbtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial staternents are free from matenal misstatement whether caused by fraud or error This iIncludes an assessment of whether the accounting
polictes are appropnate 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-financial information in the annual report to iIdentify matenal inconsistencies with the audited financial statements If we become aware of any
apparent matenal misstatements or inconsistencies we consider the implications for our report

Opinion on financial statements

In our cpirion the Parent company financial statements

= grve atrue and far view of the state of the Parent company s affairs as at 30 September 2011

« have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice and
« have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescnbed by the Companies Act 2006

In cur opinicn

» the part of the Directors Remuneration Report to be audited has been properly prepared in accordance with the Companies Act 2006, and

« theinformation given in the Directors Report for the financiat year for which the financial statements are prepared 15 consistent with the Parent
company financial statements

Matters on which we are required to report by exception

We have nothung to report In respect of the following matters where the Companies Act 2006 requires us to report to yvou)f Inour opirion

« adequate accounting records have not been kept by the Parent company or returns adequate for our audit have not been receved from branches
not visited by us or

« the Parent company financial staterments and the part of the Cirectors’ Remuneration Report to be audited are not in agreement with the accounting
records and returns or

« certan disclosures of directors remuneration specified by law are not made or

« we have not recerved all the informatiton and explanations we require for our audit

Other matter
We have reported separately on the Group financial statements of Diploma PLC for the year ended 30 September 2011

IMWalLQf‘

lan Waller (Senior Statutory Auditor)

for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
London

21 November 2011
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" Principal Subsidiaries

Group
percentage Country of
of equity Incorporation or
capital registration
Life Sciences
al-ervirosciences Limited 100% England
al-envirosciences GmbH 100% Germany
al-envirosciences AG (formerly al-safetech AG) 100% Switzerland
Somagen Diagnostcs Inc 100% Canada
AMT Electrosurgery Inc 100% Canada
Vantage Endoscopy inc {formerly Carsen Medical Inc) 100% Canada
Big Green Surgical Company Pty Lmited 80% Australia
Seals
Hercules Sealing Products Inc 100% Usa
RTD Seals Corp 100% UsA
All Seais Inc 100% USA
HKX Inc 1002 UsAa
Hercules Europe BY 100% Netherlands
M Seals A/S 90% Denmark
FPE Umited 100% England
Controls
15 Rayfast Limitedt 100% England
IS Motarport Inc 100% USA
Clarendon Engineering Supplies Limited 100% England
Cabletec Interconnect Components Systems Limited 100% England
Sommer GmbH 100% Germany
Filcon GmbH 100% Germary
HA Wainwnght (Group) Limited 100% England
Hitek Limited 100% England
Other Companies
Diploma Holdings PLC 100% England
Oiploma Holdings Inc 100% USA

A fult ist of subsidianes will be annexed to the next Annual Return of Diploma PLC filed wath the Registrar of Companies
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Financial Calendar and Shareholder Information

Announcerents (provisional dates)
Intenm Management Statement released
Intenim Management Statement released

Half Year Resutts announced

Preliminary Results announced
Annual Report posted to shareholders

Annual General Meeting (2011)
Annual General Meeting (2012)

Dividends (provisional dates)
Interm announced

Pad

Final announced

Paid {f approved)

Annual Report

Copies can be obtained from the Company Secretary at the address shown below

18 January 2012
3 August 2012

14 May 2012

19 November 2012
3 December 2012

18 January 2012
16 January 2013

14 May 2012

20 June 2012

19 November 2012
23 January 2013

Share Registrar — Computershare Investor Services PLC
The Company s Registrar is Computershare Investor Services PLC PO Box 82 The Pavilions Bridgwater Road Bristol BS99 7NH Telephone

0870 7020010 Their website for shareholder enquiries 1s www computershare co uk

Sharehelders’ enquines

If you have any enquiry about the Company s business or about something affecting you as a shareholder (other than questions dealt with by
Computershare Investor Services PLC) you are invited to contact the Company Secretary at the address shown below

Secretary and Registered Office

N P Lingwood FCA 12 Charterhouse Square London ECIM 6AX Telephone 020 7549 5700 Fax 020 7549 5715
Registered in England and Wales number 3899848

Web site

Diplorna s web site 1s www diplomaplc com
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Five Year Record

Year ended 30 September 2011 2010 2009 2008 2007
Contlnuing businesses £m £m Em Eim Em
Revenue 2306 1835 1600 1562 1245
Adjusted operating profit 452 321 256 266 207
Finance (expense)/income {03) 01 01 02 12
Adjusted proht before tax 449 322 255 268 219
Acquisition related charges (48) (35) {30 27 {10)
Fair value remeasurements 09 20 {L9) (1)} -
Profit before tax 392 267 205 211 209
Tax expense {116) B8 71 72) 7y
Profit for the year from continuing businesses 276 179 134 139 138
Profit from discontinued businesses - 51 09 05 10
Profit for the year 276 230 143 144 148
Capital structure
Equity shareholders funds 1641 1361 1214 1081 907
Minonty interest 05 31 27 19 i8
Add/{less) cash and cash equivalents (17 8) (301 {21L3) s (12 4)
barrowings 56 - - - -
retirement benefit obligations 54 53 47 17 16
future purchases of minonty interests 20 132 131 nz ng
deferred tax net 20 13 20 33 36
adjustment to goodwalt In respect of deferred tax (89) 66) 65 60 {56}
Trading capital employed 1529 1223 1161 1045 915
Net (decreasel)/increase in net funds (18 0} 86 22 20 {253)
Add dividends paid 148 102 91 78 57
acquisition of businesses 282 1o 122 79 316
Free cash flow 250 298 235 177 120
Per ordinary share (pence)
Basic earnings 240 146 108 14 18
Adjusted earmings 279 189 148 160 131
Dividends 120 90 78 75 54
Total shareholders eguity 145 120 107 95 80
Divdend cover 23 21 19 21 24
Ratios % % % % %
Return on trading capital employed 254 221 150 224 255
Working capital revenue 151 154 176 172 173
Operating margin 196 175 160 170 166
Continuing and discontinued businesses fm Em £m Em Em
Revenue 2306 1888 1757 1723 1407
Adjusted profit before tax 449 316 267 275 233
Adjusted earnings per ordinary share (pence} 279 185 156 164 140
Notes

1 Return on trading capial employed represents operating profit before acquisibon related charges as 3 percentage of rading capital employed (adjusted for the effect of the tming of major
acquisinons and disposals) Trading capital employed is calculated as detined in note 2 to the consolidated financial statements

Adjustad @armings per share Is Catcuiated In ALCOnance with note 9 1 the consolidated financiat statements

Total shareholders equity per share have been calculated by dnading equity shareholders funds by the number of ordinary shares in issue at the year end

Dmdend cover 15 calculated on adjusted earmungs as defined in note 2 (o the consolidated hnancial statements.

On 21 January 2008 the Company underiook a bonus issue of four new ordinary shares of 5 pence each for each ordinary share held by sharehclders of the Company The comparatrve amounts
have been restated to reflect this bonus issue

Acquisition expenses have been charged against profit from 1 October 2009 prior to 1 October 2009 acquisibon Costs were included as part of the cost of investment.

[F NPT V]

[}
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Diploma PLC
12 Charterhouse Square
London ECIM 6AX

T +44 (0)20 7549 5700
F +44 (0120 7549 5715

www diplomaplc com




