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IMI IS A GLOBAL ENGINEERING GROUP FOCUSED ON

THE PRECISE CONTROL AND MOVEMENT OF FLUIDS IN
CRITICAL APPLICATIONS. IMI COMPRISES FIVE PLATFORM
BUSINESSES WITH GROWING LEADERSHIP POSITIONS

IN FOCUSED NICHE MARKETS. IN DECEMBER 2010, IMI
GAINED ENTRY INTO THE FTSE100 FOR THE FIRST TIME

IN ITS HISTORY.

2011 RESULTS IN BRIEF

£2,131m +12% 81.5p +23%

2010 £1,911m 2010 66.3p

£374.1m +17% 63.2p -10%

2010 £319.7m 2010 70.4p

£363.4m +19%  30.0p +15%

2010 £304.4m 2010 26.0p

] Revenue profit and eamings per share measures quoted
Profit before tax above are based on continuing actvites.
* before exceptonal items (restructunng. acquwed intangible
amortisation, the reversal of economic hedge contract gaing
and in 2010 the UK employee benefit curtailment gain)
£3 O 1 4 m 20/ totalting £59 9m (2010~ £10 6m)
= - (6] 2 befara exceplional iterns (restructunng, acquired ntangible
amorusanen, finan¢ial mstruments and i 2010 the UK
2 0 1 0 £3 0 6 1 employee benefit custallment gain) totalling £62 Om (2010
. m £1 Tm credit) and including economic hedge contract gains
and lossas totaling £4 1m (2010 €2 7m)

* before the aftar tax cost of exceptional items totalhng
£57 9m (2010 profit of £0 Sm)
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IMI BUSINESS OVERVIEW

IMI ple 15 the ultimate holding company of the Group and has been listed on the London Stock Exchange since 1966
At 31 Decembrer 2011 ot had a market value of £2 4bn and shareholders’ funds of £565m

15,700 employees* provide mnovative knowledge-based engineering solutions for market-leading customers around the world
The Company's headguarters 1s at Lakeside, Birmingham Business Park, England The trading actvities of the IMI Group are
conducted through subsidiary companies

PLATFORM
BUSINESSES

SEVERE SERVICE

FLUID POWER

INDCOR CLIMATE

BEVERAGE DISPENSE

MERCHANDISING

2 Business overview

Controlling cnbical in-plant
processes by providing
supernor custom-engineered
severe service valve,
actuation and controf
solutions

Engineenng advantage
in motion and fluid
control applicatons

Perfecting indoor chimate
through the prowvision of
crical enesgy-efficient valve
solutions and related services
for water-based heating and
cooling systems

Supplying innovative
beverage cooling and
dispense solutions to brand
owners and retalers around
the world Prowviding complete
beverage and food service
parts management solutions

Providing permanent point of
sale solutions and technologies
that enhance retaller and brand
owner profitability by dnving
impulse purchase

Segmental
revenue

Segmental

27% £572m 24% £88 9m

36% E£7687m  40% €150 5m

14% £310m 18% £682m
15% £317m 1% €41 1m
8% £169m 7% £25 4m

operating profit

Revenue by
geographical destination
RoW 16% UK 4%
North
America — Western
18% Euo
Emerging 28%
Markets
34%
RoW 4%
North UK 8%
Amenca ——
23% ——-E\Iestern
Emerging — urope
Markets 48%
17%
Amfi?lrtuﬁ FoW 1%
Emerging
Markets gﬁiﬁ;ﬂ
18% 74%
RoW 3% UK 8%
— Western
North Eurape
Amenca 14%
58%
—— Emerging
Markers
17%
Woestern
UK 11% Europe
RowW 1% — %
North — Emerging
Amenca Markats
78% 3%

* As at 31 December 2011, including temporary agency end contractor staff and approxsmately 200 head office employaes



Group revenue

£2,131m im
Flud Fhad
Controls ——— Controls
7% 82%
Retal| ——mMm™—— Retail
Mispense Drspense
23% 18%
Factfile
Key brands

CCl, BTG, IMI Nuclear, Orton, Truflo Rona, ST, Z&J, THJ

Main markets

Fossil and nuciear power generation, oil & gas production,
combined heat & power (CHP), iquified natural gas {LNG),

iron & steel, petrochemical and gas processing

Major operational locations

USA, Switzerland, italy, Sweden, Czech Republic, South Korea,
UK, Japan, China, Germany and Belgium

Employees 3,950

Key brands

Norgren, FAS, Kloehn, Heron, Buschjost, KIP

Main markets

Industnial pneumatrc apphications, commercial vehicles,
food and beverage, life sciences, rarl, energy

Major operational locations

UK, USA, Germany, Switzerland, Mexico, Czech Republic
and China

Employees 6,300

Key brands

TA Hydronics, Heimeier, Pneumatex, FDi

Main markets

Heating and cooling systems for commercial buildings
and temperature control for residential burldings

Major operational locations
Sweden, Germany, Switzerland, Poland and USA

Employees 2,000

Key brands

Cornelius, 3Wire

Main markets

Soft drinks, health and weliness drinks and alcoholic beverage
cooling, dispense and paint of sale equipment for bars,
restaurants and retall outlets

Major operational locations
USA, UK, Germany, Mexico and China

Employees 2,200

Key brands

Artform, Cannon Equipment, DCI Marketing,
Display Technologres

Main markets

Gicbal brand owners and retail sales outlets
Major operational locations

USA and UK

Employees 1,050

Segmental operating profit
£374

Group revenue by
geographical destination
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IMI BUSINESS OVERVIEW

OUR STRATEGY

OUR MISSION

IMY's goal s to become one of the world’s leading engineering companies n the global iche markets we serve and to be
recogniged for our innovation, applications expertise and global service

Postioning ourselves for the future

We are seeking to concentrate a higher proportion of our business activities in cur ‘sweetspot’ of operation — the area
where we create the greatest value for our custormers via product differentiation, where we can expect to enjoy clear
market leadership, higher margins and greater exposure to long-term macro trends driving global growth

STRATEGIC CONVERGENCE :
!

FLUID TECHNOLOGIES NICHE LEADERSHIP

Precision flow control in o Markst leadership in

critical applications global niches |
e Valves o Blue chip clients

o Actuators supported by world class

Key Account Management
e Controllers and

positioners & Customised solutions

delivered through
Engineenng Advantage

e Extensive aftermarket

GROWTH DRIVERS
» Climate change
o Besource scarcity

o Urbanisation “Today just over half of IMI's operatons

® Ageing population arg positioned within the ‘sweelspot’
which 1s charactensed by higher growth,
higher margins and greater resiltence
Cver ime we would expect to increase
sigrvficantly this proportion through
discipitned choces around customer
salection, new product development
and acqusiions

Martin Lamb, Chief Executive,
1 March 2012




Customer advantage

IMI delivers customer advantage where we can deploy our hughly differentiated technologies in targeted market niches
where our core competencies in Key Account Management and Engineenng Advantage can be leveraged to maximum
effect We are highly focused on customers whose own growth agenda 1s being dnven by key global trends such as
chmate change, resource scarcity, urbamisation and an ageing population

FLUID TECHNOLOGIES

Our highly engineered products provide precise and

reliable control of fluds and gases, often in cnitical

applications

® Control circunt - valves to impeda or 1solate flow,
actuators to control the stroke of the valves, and
positioners / controliers for feedback and control

o Type of fluid - steam, gas, oxygen, arr, reagents
and water

NICHE LEADERSHIP

e Operating parameters
- Operating pressures Obar to 660bar
- Operating temperatures -170°C to +1,600°C
- Onfice sizes 0 5Smm to 3 Om

We seek leadership positions in clearly defined global
niches where our competencies in Key Account
Management and Engineenng Advantage can be
leveraged to maximum effect

IMI's key market mches share certain charactenstics
o Niche global markets of no more than US$3-4 billion

» Market leading posttions, typically with market
share of over 25%

e Blue-chip customers with a clear appetite for
innovative, differentiated and customised solutions

# Significant aftermarket

GROWTH DRIVERS

Our people are trained to establish close working
relationships with our customers, develop genuine
insight as to the key competitive and business issues
facing the customer, and to translate that insight into
innovative and highly bespoke products and solutions
which deliver significant and measurable value

In short, we deploy the very best practices of
Key Account Management with technical know-how to
deliver real Engineering Advantage for our customers

The global trends shaping our future and providing higher

than average growth opporturities for IMIl include

o Climate change — solutions for cleaner energy (e g
LNG and nuclear), improved energy efficiency and
better environmental control

® Resource scarcity - process improvement
and automation

o Urbanmisation - building design and mass transit
infrastructure in the emerging economies

® Ageing population — products to support heatthier
lifestyles and improved quality and longewty of life
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IMI BUSINESS QVERVIEW

FLUID TECHNOLOGIES

OUR KNOW-HOW

We deliver Engineenng Advantage to our customers through the unique combination of engineering
know-how and fluid controls technology Throughout IMI, we invest in people and techniques to
improve market understanding and customer insight  We listen and 1dentify the 1ssues facing our
customers and then, most importantly, we apply our acquired know-how and our engineernng
capabihties to provide bespoke solutions delivenng clear and measurable benefits

6

STEAM, GAS, WATER

Zimmermann & Jansen have designed a new energy-
saving Hot Blast Valve, which requires substantially less
cooling water ‘Hot blast’ 1s compressed air at very
high temperatures The valve i1s used as the shut-off
valve between a stove and a blast furnace, with the
flow of the *hot blast’ being shut-off by the valve disc

The Hot Blast Valve, which can weigh up to 41,000 kgs,

1s manufactured with a refractory iming and special
insulation of the body passage, all internal walls and the
disc Only the metallic sealing seats of the body and disc,
which are exposed to the hot blast, are water cooled

Platform business: Severe Service
Product name: Hot Blast Valve DN 2200 /2900 L 800
Qrifice range: 150mm to 3.000mm

Temperature max: 1.600*C
Pressure max: 87P3|

TA Hydronics have produced the first in-hne differental
pressure controller with integrated piot operation and
adjustable set-point It 1s used for heating and cocling
systems and 1s particularly effective In situations
expenencing high temperatures ancl/or pressure drops

Larger bulldings, such as offices or hospitals, have
complicated heating and cooling systems and require
more accurate technigues To obtain the correct
design flows, TA Hydronics design systems to include
balancing valves and differential pressure controllers
Balancing valves allow the measurement of differential
pressures which can be used to calculate a flow
Differential pressure controllers control the pressures
in the installation, simplify balancing procedures and
enable the installaton to be more precisely contrelled

Platform business: Indoor Climate
Product name: Differential pressure controller DAS18 DN150

Water orifice: 150mm
Temperature range: -10°C to 150°C

Cifferential pressure max: 232PS|

From 3m orifice size and 660bar pressure...

Business overview




The key to our success IS In retaining people and knowledge, and creating a network of experts who can be called upon
to engmneer solutions specific to our customers' requirements
Our five platform businesses all have unique ways of engineenng advantage, Severe Service have their Valve Doctors,

Flud Power and Indoor Chimate have the Norgren University and Hydronic College respectively, whilst Beverage Dispense
rely on thewr industry-recognised experts and Merchandising lead the way with therr Retail Science methodology

SYRUP, WATER. CO:

The Cornelius proportional flow control valve 1s
designed to precisely control the ratio of syrup to
water for carbonated or still beverages

The valve technology performs the following key
control functions

o {solates fluids and actuates flow as required 1in
the apphcation

® Once actuated, the valve controls the flow of the
fluid m an open loop by modulating flow area in
proportion to the pressure drop across the valve
This modulation 1s achieved by a precision ceramic
piston that slides iinearly in a precision ceramic
sleeve in response to input pressure changes

In doing this, the valve mantains flow accuracy of
+/- 2 5% from set points and helps control key
consumer-centric parameters such as taste and
visual appearance

Platform business: Beverage Dispense
Praduct name: Grappa UFB/1
Water orifice: 3mm te Smm Syrup crifice; Tmm to 2.5mm

Terperature range: 1°C to 41°C
Pressure range: 20PS| to 120PS|

AlR, OXYGEN, EXHAUST GAS, REAGENT

The FAS Chipsol senes valves are miniature solenoid
valves for applications that require low energy
consumption, a compact solution and superior
performance

The Chipsol 1s a flexible product and 15 1deal for
deployment in apphications that need to control
medical micro or pneumatic devices, ranging from
respirators and diving equipment, to fragrance
dispensers, to pick and place distnbution machinery

They are incredibly complex due to their small size,
small stroke and tolerances of less than 0 01mm on
elastomer parts They are produced using a metat
injection moulding process, and have a patented,
long-life, cartndge design

The Chipsol senes could be used as either a valve to
control the media directly, such as the dispense of
medical gases or gas dosing manifolds, or as an
actuator to the pilot distributor or pressure regulator

Platform business: Fluid Power
Product name: FAS Chipsol
Orifice range: 0.5mm 10 1.0mm
Temperature range: 1°C to 50°C
Pressure range: 1PSito 115PS!

to 0.5mm orifice size and Obar pressure.

MIIAIIAC SSANISNE

MIIATH DNILYHIHO dNOHD

SS3INISNE FTEISNOJSIH

$140d34 Qyvog

SINIWALVLS TVIONYNIL




lMl BUSINESS OVERVIEW

NICHE LEADERSHIP

OUR PEOPLE

We concentrate on global niche markets where we already hold, or can achieve, a market leadership
position and where we can clearly differentiate ourselves from our competitors with end-user insight
and application of jnnovative technology The disciplines of Key Account Management and

STRATEGIC
CONVERGENCE

We are focused on working with industry or Wond class Key Account Management (KAM)
sector leading customers iy global niche matkets and project management are important
who have good exposure to the key global trends disciplines for the effective delivery of bespoke
which are driving growth We curmrently operate solutions to cur customers. We focus on the
in around 40 niche markets globally across our key elements of the IMI KAM model, including
businesses, where in many cases we benefit from customer / segment selection and end market
being market leaders through our innovative drivers, Engineenng Advantage through
bespoke customer solutions ideation and innovation, capturing value
TA Hydronics have demonstrated their market through pncing and negotiation, and delivenng
leadership in such niche markets by setting up sustainable results by first class execution
the Hydronic College Gilbert Gremont, who 1s Lucy McQuillan 1s the Key Account Director for
responsible for knowledge and training in France, the iIM| Group and In this role dnves profitable
has developed a range of training courses covenng growth through best practice approaches to KAM
all aspects of hydronics  The internal traiming Previously, as the Global Vice President of Yum*
ensures continuous iImprovement and that we Brands Account with Comelius, Lucy helped to
remain leaders within the industry broaden the offer into new categenes of more
The external programme allows us to educate profitable beverages directly as a result of the
{amongst others) our customers and stakeholders, customer's need to expand their menu offening
instajlers, consultants, contractors, commissioners Applying the insights of prcfitable category
and developers We help them to solve their specific development with the customer's application,
problems in respeact of complex indoor comfort such as labour utthsation and speed of service,
requirements, whilst addressing global 1ssues such has consistently debvered unique differentiated
as energy efficrency Cur seminar programme covers products for both the customer and M

a wide range of topics including our ¢ore hydronic
competencies, pressurisation and water quality,
balancing and control, and
thermostatic control  Over the
last three years more than
160,000 people have
participated globally

Gilbert Gremont, Knowledge and Training Manager, Lucy McQuillan, Key Account Director, IMI
France, TA Hydronice



Engineering Advantage are central to achieving this am 1M1 1s increasing its investment in these two key areas
to underpin the Group’s aspirabons of accelerating top line growth and delivening further margin improvement
We also target markets where we can provide aftermarket support in the form of service and spares to our
customers’ installed product base

MIIAYIAO SSINISNE

IM| converts industry knowledge and market
msight Into design-engineered solubhons, which
creates competitive advantage for our customers.
We call this Engineenng Advantage

Woe deliver Engineering Advantage to our
customers through the unique combination

of engineening know-how and fiuid controls
technology We focus on solving our customers’
problems, enabling them to operate faster, more
efficiently and more cost effectively

Mark Sealy, Global Engineenng Director for
Norgren's Commercial Vehicle (CV} Sector, 1s
responsible for defining product strategy and
co-ordinating technology development across the
seven Norgren sites that comprise our international
CV business. Increasingly, his team s stepping up
from delivenng components, to developing bespoke
modules and complete systems to OEMs all over
the world, helping them to meet emissions
legislation and improve vehicle performance

Cur Engineering Advantage comes from responding
quickly to new opportunties through creative
solutions, often feveraging proven elements from
different business units  We specialise In precise
fluid and moton control products which are fit for
purpose, in the hostle environments on trucks

We have developed an agile service business
that provides maximum flexbility across the
niche markets we serve. Our global footpnnt
is expanding in order to support customer
demands tn the emerging markets.

Across the Group, many of our businesses

are unique in the industry for our direct sales
approach and dedicated support for customers
worldwide. We wnil continue to find innovative
ways to provide even greater aftermarket
support for our customers

The North American aftermarket group 1s
responstble for supporting approximately 10,000
CCl valves instalted at roughly 1,600 sites

The aftermarket group consists of sales teams,
engineenng support, repair capabilities, a dedicated
cross-functional operations team and a field-service
support team dedicated to proactively delivering
custom aftermarket solutons to our customers
Recently, a US electncity company turned to CCi
for some spare valve paris for a new generation
unit Working together, the aftermarket team
delivered over 60 parts in just three weeks (normally
12} so that the plant could be commussioned on the
designated start-up date
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Mark Sealy, Diractor Commercial Vehicle Sector Norgren Neng Krukrubo Semor Manager, Operations, CCI

Steve Martens Director of North Amenca Aftermarket, CCI
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GROWTH DRIVERS

OUR INSIGHTS

We have identified a set of mega trends that will impact on our business and markets over the coming years climate
change, resource scarcity, urbanisation and ageing population Our products and services are ideally positioned to
respond to these key envircnmental and demographic trends that are shaping the future

Integrating these trends, or growth dnvers, into our business strategy has enabled us to identify a set of new product
opportunrities, meeting the energy challenge will require alternative solutions that rely on highly engineered bespoke

CLIMATE CHANGE CASE STUDY: BEVERAGE DISPENSE
CORNELIUS HELPS CUSTOMER WITH SUSTAINABILITY COMMITMENT

IMI Company: Cornelius
Customer The Kroger Co
Location. usa

Requirement

The Kroger Co 1s one of the largest US grocery retailers
Sustainability 1s an integral part of their business and 1s
embedded 1n the company’s core values and mission

A key new concept was introduced in 2010 to increase
revenue, whereby an area at the front of a select number
of stores was designated for a convenience-store (C-store)
concept, Including a retall food service area and fountain
and frozen beverage dispense sections

Consequently, The Kroger Co needed a sustainable frozen
dispenser solution with high pedformance and reliability,
and which was in ine with their legacy in sustainability
leadershup, to include in their new C-store outlets

Solution

The Kroger Ce chose Cornelius’ high quality, rekable, Viper
Frozen Carbonated Beverage (FCB) machine, which has

a patented energy saving design resulting in an average
saving of 25% compared with tradiional FCB equipment

Cornelius applied rts expertise to create Viper’s efficient
refrigeration design, compressor technology and novel
adaptive Inteligent Defrost™ feature which allows
maximum uptime, and reduces wear on components
Additionally, Cornelius’ experience In valve technology
ensures Viper properly mixes the syrup and water to
directly reduce the number of refnigeration system cycles
required to keep the product frozen

Viper's LED lighting provides seven times the iife expectancy
of fluorescent bulbs which reduces ts carbon footpnnt, and
also eliminates waste and disposal fees The insulating

foam 13 environmentally fnendly with zero Global Warming
Potential (GWP) and zero Ozone Depleting Potential (ODF)
All of Viper's electronics are compliant with the RoHS
directive (Reduction of Hazardous Substances)

Viper FCB machine




technology, the development of mega cities will require energy-efficient bullding sclutions, and the
development of new transportation networks will require technology that meets stringent legislation

All our platform businesses continue to focus on Engineenng Advantage to deliver sustainable solutions
whilst also himrting the impact our operations have on local communrties and the environment

STRATEGIC
CONVERGENCE

RESOURCE SCARCITY CASE STUDY: SEVERE SERVICE
CCl IMPROVES PERFORMANCE AND REDUCES NOISE LEVELS AT SEA

IMI Company CCI
Customer Statoil
Location Norwegian North Sea

Requirement

Statoll owns two ol and gas platforms in the Snorre field
in the Norwegian North Sea The Snorre B inlet gas
separator pressure control system 1s used intermittently
each month for penods ranging from as little as five
minutes to as long as five hours The control valve within
the system regulates the transfer of fluid to a buffer tank
if the pressure within the tank nses above a set point, the
system evacuates the gas

When the gas separator pressure control system onboard
Snorre B began expenencing excessive noise and higher
than expected use, Statoil turned to CCl to evaluate the
process and equipment Referred to as the “organ” by
platform employees, the existing valve’s inadequate flow
control created very high nose levels in excess of 130
decibels - louder than a 747 aeroplane Addihonally, the
valve leakage and extensive production losses were
causing frequent shutdowns

Solution

The CCIl Valve Doctors™ recommended a more advanced
severe service valve to significantly reduce the noise and
vibration The custom-built 34-stage 100D control valve
boasts a high flow 10" stroke Offering one of the lowest
outlet energies in the industry, the 1000 1s capable of
achieving noise levels as low as 85 decibels - levels
similar to that heard inside a car

Employing CCl's patented DRAG?® technology, the 100D
Incorporates experience and expertise drawn from over
40 years of preventing the development of high fluid
velociies across all valve settings in multiple industries
By incorporating multiple disk stacks featunng varying
numbers of pressure reducing stages, CCl DRAG® valves
offer supernior control that improves plant performance,
prevents vibration damage, eliminates excessive nolse
and reduces maintenance and operational costs

CC1's DRAG* technology
solution

1
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IMI BUSINESS OVERVIEW
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GROWTH DRIVERS

URBANISATION CASE STUDY: INDOOR CLIMATE

INNOVATIVE COOLING SYSTEM SOLUTION CUTS ENERGY CONSUMPTION BY
17% FOR SALVADOR'S NEWEST SHOPPING CENTRE

IMIl Company: TA Hydronics

Customer Grupo JCPM (Owner)
Interplan (HVAC Consultant}
Location Salvador, Bahia, Brazil

Requirement

The Salvador Norte Shopping Centre in Salvador, Brazil,
covers a total area of 107,000m?, and spreads over four
levels creating space for 220 shops

From the project outset, energy efficiency through the
use of state-of-the-art cooling technology, and a total
system solution, were defined as key requirements for
this new shopping compliex Key featuraes of the cooling
system included the use of thermal energy, decouplng of
cocling and dehumidification processes, and the local
production of cooling energy to avoid energy loss during
transportation All features are aimed at achieving
optimum energy efficiency

Following successful co-operation on previous projects

with both the developer and the cooling system designer,
TA Hydromnics was involved rnight from the very beginning

STAD valva for accurate
hydronic balancing

Compresso precsion
preasunsation system

Solution

In the early design phase TA Hydronics supported
the choice of design pnnciples and cooling system
technology, and was involved in hydronic calculations
and component specification until project completion

The required key features were implemented in

TA Hydronics' system solution using products such as
the Compresso to ensure a well pressurised system, and
the STAD valve to provide accurate hydronic balancing
They not only help to meet the energy efficiency targets,
but also provide the buillding's tenants with an accurate
and controllable room temperature and offer visitors a
comfortable shopping expenence

Salvador Norte Shopping Cantre 1s the first bullding

in Brazil to be awarded the “Procel Edifica”, Brazil's
classification scheme to evaluate energy efficiency In
buiidings, and it recesived an “A” rating!



AGEING POPULATION CASE STUDY: FLUID POWER

NORGREN SAVES MEDICAL MANUFACTURER TIME AND MONEY WITH
NEW INTEGRATED VENTILATOR COMPONENT

IMI Company  Norgren

Customer Shenzhen, Mindray Electroriec Co Ltd
Location China
Requirement

Shenzhen Mindray Electronic Co Ltd 15 a developer,
manufacturer and exporter of medical devices for patient
monitoring, diagnostics and ultrasound imaging systems
They required a pre-assembled regulator to control the
inlet gas for a ventilator, which had to meet stningent
dimensional requirements and cntical performance
specifications

The regulater 1s at the core of the precise control of
medical level gas for the ventilator, including the inlst
pressure control, flow control and pressure monitonng to
deliver a clean, safe, and stable flow of arr and oxygen to
the patient

The unit had to be compatible with both the upstream
and downstream pneumatic and electronic circuit of the
ventilator, and make the machine more compact and
power efficient It also had to be user friendly, and easy
to set up and test

Solution

The customised Engineering Advantage solution was
developed between the Mindray Rasearch and
Development team and the Norgren Asta Technical
Centre {ATC) The Norgren ATC produced a fully
integrated pneumatic sub-module in a compact size,
with Norgren's cartndge components, including
proportional valves and high precision regulators

The Nergren regulator manifold can be installed directly
into the ventifator - it 1s real plug and play Each of the
components, and the fully assembled regulators, are 106%
pre-tested before they are delivered to the customer

With the Norgren solution, the ventilator 1s 159 lghter
and 20% smaller, making it much more pottable and
convenient This solution also saves approximately 60%
in assembly time, and 10% 1n cost, which is allowing
Mindray to rapidly supply more venhlators across China,
and the world, as the need grows for use with Iife support
systems, due to the world's ageing population

A0907 regutator manrfold
for ventilator
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lMl BUSINESS OVERVIEW

OUR PERFORMANCE

BUSINESS PERFORMANCE IS MEASURED AGAINST FIVE ELEMENTS OF OUR
STRATEGY, THROUGH GROUPWIDE TARGETS AND IMPROVEMENT MEASURES.

Each business umit of IM! participates in an annual round of planning meetings with the Executive Committee of

the Board, during which performance and future plans for that business are reviewed and updated These business
plans are all aligned with the Group business strategy and include specific local, regional and sector targets and
Key Performance Indicators (KPIs) which measure business performance

In addition, iIndiadual business reviews take place on a regular basis enabling the Board to review performance
against tactical and strategic milestones and most importantly allowing informed decisions to be taken at each
tevel of the orgamsation

ORGANIC REVENUE GROWTH

Organic revenue growth excludes the

impact of acquistions, disposals and

foreign exchange rate movements

The revenues from acquisitions are 6%
only included in the current year for
the penod dunng which the revenues
were also included in the pnor penod
in 2011, the Group’s revenue grew by
5% on an organic basis reflecting
posttive progress In most areas of the
business despite an uncertain
macro-economic environment

5%

-16%

09 10 11

OPERATING MARGINS

Qperating margins are defined as the
ratio of segmental operating profit as

In 2011, we made good progress
towards these targets with the

17 5%

a percentage of segmental revenues Fluid Controls businesses achieving 167%
IM! has a strong track record of a margin of 18 7% (2010 18 3%)
improving margins over the last and the Retall Dispense businesses 131%
decade In March 2011, we raised a margin of 137% (2010 11 8%0)
our long-term objective for operating Overall, Group operating margins
margins to 20% for each of our rose to 17 5% from 16 7% n 2010
Fluid Controls businesses whilst
retaining a 15% target for each of
our Retail Dispense businesses
09 10 11

14 Business overview



ECONOMIC VALUE ADDED

Economic value added (EVA) 18
defined as the segmental operating
profit after tax less a capital charge
The capital charge is amved at

by applying the Group's after tax
weighted average cost of capital of
8% to the average invested capital
Invested capital 1s net assets plus net
debt and the IAS19 pension deficit
(net of deferred tax), excluding
exceptiona! items n the balance
sheet (being restructuning provisions,

net denvative llabilities and Severe
Service inveshgation costs)

The 2011 EVA was £200 6m which is
an Increass of 22% over 2010

£200 6m

£164 5m

£97 3m

09 10 11

LOST TIME ACCIDENT RATES

The Group takes seriously its
responsibility for the safety of all
employees, contractors and vistors
Our three-day lost ime accident (LTA)
rate improved by 28% in 2011 to

0 18 accidents per 100,000 hours
worked from 025 2010 This 1s
ahead of our current health and
safety target of no more than 0 22
accidents per 100,000 hours worked
by 2012 Whilst we are proud of our
achievements which enabled this
Improvement, we are mantaining the

Qur CO, emissions in 2011
amounted to approximately 92,000
tonnes, a fall of 5% on last year
(2010 97,000 tonnes) Normalised
against hours worked, our
performance improved to 3 3 CO;
tonnes/1,000 hours worked (2010

3 6 CO; tonnes/1,000 hours worked)
This resuited from a range of good
inihiatives across the Group including
Project 20 20, where we identified

2012 target of 0 22, recognising the

importance of demonstrating this

higher level of performance on a o2y
sustainable basis

025

o018

09 10 11

20 best practice projects to

implement across our top 20

energy-using sites We are now on

track to meet our target to reduce

this KPI to no more than 3 2 CO; 35 36

tonnes/1,000 hours worked by 2012 33

09 10 11
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IMI GROUP OPERATING REVIEW

CHAIRMAN'S STATEMENT

CONFIDENCE IN THE FUTURE PROSPECTS OF THE GROUP LEAD THE BOARD
TO RECOMMEND THAT THE FINAL DIVIDEND BE INCREASED BY 12% TO 19.0p.
THIS MAKES A TOTAL DIVIDEND FOR THE YEAR OF 30.0p, AN INCREASE OF

15% OVER LAST YEAR'S 26.0p.

In my first set of results since taking over as Chairman in
November, | am pleased to report a strong performance
by IMI1n 2011 with good organtc growth and further
margin improvement Group revenues grew by 12% on
a reported basis and by 5% on an orgamc basis, after
adjusting for recent acquisitions and for exchange rate
movements, reflecting improved trading conditions 1n
most of our end markets Segmental operating profit
increased by 17% and the operating margin improved
from 16 7% to 17 5% Adjusted earmings per share
increased by 23% to a record 81 5p

These results together with our strong performance on
cash conversion and confidence in the future prospects
of the Group lead the Board to recommend that the final
dividend be mcreased by 12% to 19 0p This makesa
total dividend for the year of 30 Op, an increase of 15%
over last year's 26 Op

Collectively, our three Fluid Controls businesses performed
well, with a particularly strong perfoermance by Fluid Power
Severe Service margins were impacted by an adverse
sales mix and some operational challenges associated with
the move to lower cost faciliies  Cverall, on an organic
basts, Fluid Controls revenues grew by 6%6 with operating
margins increasing to 18 7% from 18 3% last year

In Retal Dispense, both Beverage Dispense and
Merchandising continued to focus on improving the
product mix and the quality of their businesses
Revenues grew by 3% on an organic basis despite the
continued targeted exit from some lower margin product
lines in the Beverage business Operating margins have
again benefited from this improving mix, increasing to
13 7% from 11 8% last year

16 Group operating review

The IMI Way s our code of responsible business which
targets the very highest standards of ethical business and
comphance The Group has been remnforcing the core values
and messages of the IMI Way with regular training since its
launchn 2000 in 2011, each of our main businesses held
IMI Way days where, as well as recesving targeted training,
employees engaged In a number of worthwhile projects in
therr local commurities  In 2012, we have planned a single
IMI Way day for the whole Group, encompassing over
15,000 employees

| should ke to recogmise Norman Askew, who retired as
Chairman of the Board on 1 November 2011 Norman led
the Board for over six years, during which time IMI made
great progress in its development into a leading global
engineenng business, with a clear focus on the precise
control of fluids in cnhical applications | would personally
like to thank Norman for his major contnbution to the
Group and the invaluable help he provided me dunng the
succession penod

We were pleased to announce in May 2011 that Sean
Toomes, President of Indoor Climate, had been promoted
to the Board and assumed the important additional
responsibiities for developing IMI's key account
management strategy and corporate responsibility agenda

Since joming the Board | have had the opportuntty to visit
many of IMI's operations | have been extremely impressed
by the skills, expertise and energy displayed by my
colleagues across the wortd and | am grateful for their
continued efforts and enthusiasm In helping to deliver this
year’s strong results We continue to invest in our people
and have once agatn this year conducted an employee
engagement survey to ensure that we continue to prowvide a



Roberto Quarta Chairman

working environment that aflows them to contrtbute to their
full potential

IMi 1s a strong company, with market leading technology in
many of its global niche markets | believe that we are well
placed for the future with a clearly defined strategy which
should deliver further sustamable margin improvement and
long term growth, notably through the acceleration of our
new product agenda and increased exposure to the faster
growing emerging markets

Roberto Quarta
Charrman
1 March 2012
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IMI GROUP OPERATING REVIEW
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2011 WAS ANOTHER YEAR OF GOOD PROGRESS FOR IMI, WITH ORGANIC
REVENUE GROWTH OF OVER 5%, RECORD OPERATING MARGINS OF 17.5%
AND ENCOURAGING DEVELOPMENTS ACROSS MOST AREAS OF THE GROUP.

Against a macro-economic background where uncertainty
increased markedly in the second half, the results reflect
the continued benefits that are being denved from the
fundamental reshaping of the Group over the last decade
The consistency of appreach has delivered a sigmificant
and sustainable improvement in the underlying quality and
profitability of the Group

The macro-economic environment remams uncertain with
hmited GDP growth forecast in developed Western economies
in the medium term and with global growth being propelled
largely through emerging economies  Within this context
current trading patterns have nevertheless remained stable as
we enter 2012, with no matenal changes in trends witnessed
over the last few months

We remain committed to our three pronged strategy of
gradually increasing each year the proportion of our
business in our favoured end market niches (‘Strategic
Convergence’), accelerating our growth through increased
investrment in new products and emerging markets, and
mamntaining a long established upward trend in margins
through a process of pneing optimisation and year on year
reductions in our manufacturing and supply chain costs

Strategic convergence

Dunng the year we conhnued to develop our long term
thinking around strategic convergence, providing a route
map for gradually increasing the percentage of our revenues
n our sweetspot  For IMI, strategic convergence means
pnontising both organic and acquistion investment 1n favour
of differentiated flud technologies, apphed to global market
niches where we already have, or can aspire to, a leadership
position, and which benefit from a heightened exposure to
attractive market trends These trends include cimate
change, resource scarcity, urbarusation and an ageing
population We believe these trends are set to be with us for
generations, surviving economic cycles and our increasing
exposure to them will deliver a significantly higher level of
growth over the long term.

Today just over half of IMI's operations are positioned
within the sweetspot which 1s charactensed by
higher growth, higher margins and greater resikence

Group operating review

Over time we would expect to increase significantly this
proportion through disciplined choices around customer
selection, new product development and acquisibons

To support this objective, each of our platform businesses
has made an assessment of the current strategic
sweetspot posthoning, and has developed a set of plans
for increasing convergence over the next few years

Growth acceleration

Against the background of global macro-economic
uncertainty with bmited market growth expected in
Western economies, IM| needs to allocate its resources
carefully to dnve future growth In particular, we will focus
an three pnncipal areas

® Acceleration of new product activity with the
priontisation of product applications with high exposure
to favourable mega trends and to emerging markets

o Significant expansion of our emerging markets
presence, through accelerated investment in sales and
engineenng resource in the key targeted terntornes

& Supplementing our organic initiatives through an active
acquisition programme, pnortising businesses with
high swestspot exposure and a strong emerging
markets presence In this regard we were pleased to
announce two Severe Service acquisitions, Remosa
SpA and Grupo InterAtiva, in February 2012 These
businesses significantly strengthen our 1solation valve
capabilities and our emerging market exposure, notably
in South Amenca. We retain a strong balance sheet
and have a number of additonal acquisition
opportunittes in the pipeline

Margin sustainability

Funding for our increased investment in growth will be met
through a continuation of our ongoing nitiatives to improve
margins which remains therefore a key focus forus As we
highlighted in the intenm resutts we have built up a strong
track record over many years of delivenng price and value
benefits comfortably in excess of any labour cost and
supply chamn inflation, the so called “inflatton equation”,
irrespective of the macro-economuc circumstances




Martin Lamb Chigi Exacuive

Looking forward we expect to continue winning the “inflation
equation” over time through optimising pnces, dnving down
supply chain costs and delivenng substantial productivity
gans In addiion, our long term programmes t© move more
manufactunng and procurement to fower cost countnes 1s
continuing and we are gaining traction on our instilatives
around supplier rationalisation and value engineenng

Qutlock

IMI has delivered another strong set of results in 2011 with
good growth and record undertying profits, margins and
earnings In hght of this performance, and our confidence
in the future prospects for the business, we are pleased to
propose an increase In the full year dividend of 15%

Whilst the global macro-economic outlook remains
uncertain, we are committed to our well defined plans to
dnve strategic convergence, accelerate future growth,
deliver further margin improvement and make greater use
of our strong balance sheet in delivenng value enhancing
acquisthons

Based on current market condrtions we remain optimistic
that the Group will make further progress in 2012

S S

Martin Lamb
Chief Executive
1 March 2012
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OUR FIVE PLATFORM BUSINESSES

FLUID CONTROLS

Ceveresevioe [l FLup powien NDOOR CLIVATE

Severe Service

Our Severe Service business delivered
revenue growth of 27% including the
resuits of Zimmernmann & Jansen Z8.J)
and TH Jansen (THJ) since acquisition
Organic revenue increased 2% for the
full year, reflecting a stronger second
half performance with organic growth
of 5%

Shipments of valves continued to be
strong into liquefied natural gas (LNG)
applications, offsetting the weaker
performance in the Fossil Power
sector resulting from the softer order
intake in the second half of 2010, and
in Nuclear, where activity levels have
been affected since the incident In
Japan in March 2011

Total order intake for Severe Service
was up 2% for the year and the order
bock ended the year 16% higher than
at the start of the year as order intake
once again outpaced shipments As
previously indicated, margins were
impacted by a combination of lower
new valve margins, notably in the
Nuclear sector, a less favourable
aftermarket mix and higher operational
costs in our new facility in Brno
Overall margins for the year were

15 5% compared to 17 3% in 2010

Z8&J performed well with both order
intake and shipments showing good
growth for the full year We were
pleased to announce the acquisition
of THJ on 17 Octcber 2011 for an
enterpnse value of £150m THJ 15
highty complementary to Z&J and will
significantly enhance Z&J's capabiliies
as a leadtng global provider of custom
engineered valve, actuation and
control solutrons for cribcal in-plant
processes In the lron & Steel sector
The acquisitions of Remosa SpA and
Grupo InterAtiva in February 2012

Group operating review

significantly strengthen our isolation
valve capabilities and our emerging
market exposure

The strong order book at the year-end
gives us confidence that the business
will demonstrate good revenue growth
in 2012 Margins i the first haf of
2012 are expected to be at similar
levels to the second half of 2011
Margins should improve in the second
half with higher new valve margins
and operational improvements at our
facility in Brno

Fluid Power

Fluid Power continued to perform
strongly with end markets holding

up well despite macro-economic
uncertainty increasing as the year
progressed Whilst organic growth in
revenues slowed to €% In the second
half of the year against tougher 2010
comparators, organic growth for the
full year was 11%

We have continued to see good
momentum (n our key global sector
business, which focuses on hespoke
solutions for key onginal equipment
manufacturer (CEM) customers in
global niche markets This grew at
14% n the full year, compared to
9% for the rest of the Fluid Power
business Of the five key global
sectors Commercial Vehicles, Energy
and Rail grew strongly up 31%,

14% and 9% respectively with Life
Sciences and Food & Beverage
broadly unchanged Overall our
targeted sectors now represent 43%
of total Fluid Power revenues

Our internet, phone and catalogue
based aftermarket solution, Norgren
Express, continued to perform well, up
nearly 10% globally, as we leveraged
the proven business model in Europe

across the wider Norgren global
business North Amenca, i particular,
showed strong growth with a number
of inthatives to support the aftermarket
including a new US webstore

The business has continued to focus on
margin improvement with ongoing
programmes to transfer more
manufacturing to low cost sites In
China, the Czech Republic and Mexico,
to optimise pncing, to dnve new
product development and to deliver
further savings frorm value engmneering
and supplier ratonalisation Thus has
resulted in a further mprovement in
margins with full year margins of 19 6%
and margins in the second half reaching
our new 20% objective for the first time

We have again surveyed our key
customers across all our markets to
gauge ther views on the demand
outlook for 2012 Within the
Commercial Vehicle sector we expect
to see further weakening 1n Europe,
partially offset by improved demand in
North Amenca In Fluid Power markets
more generally, demand in Europe
would appear to have stabilised at
levels similar to tast year whilst
customers are indicating reasconable
growth in North Ametica and good
growth in Asia Pacific Based on this
and current demand patterns we
expect the business to show some
growth in 2012 with the potential for
further progress on margins

Indoor Climate

Indoor Climate revenues were up 2%
on an organic basis for the full year
with good growth in the first half
ofiset by a weaker second half
performance, which was impacted by
wholesaler destocking and warmer
weather across Europe dunng the
important autumn heating season




RETAIL DISPENSE

BEVERAGE DISPENSE MERCHANDISING

The new construction market In
Europe remained very subdued and
performance continued to be
underpinned by good refurbishment
activity levels  Overall, refurbishment
actvity represented more than two
thirds of sales in the year, reflecting the
dnve to improve energy efficiency
within existing buldings to comply with
aever mora strningent legistation

in ine with IMI’s aim to accelerate future
growth, we increased mvestment in a
number of key areas dunng the year

We continued to invest in educating the
market to help dnve demand for our
energy sfficient products and solutons
with around 83,000 customers attending
one of our seminars dunng the year with
parncular focus on North Amerca,
Germany and China This is an ncrease
of 25% on 2010 We also invested in

a number of centres designed 1o
demonstrate hydronic control to our
customers and recruited 50 more
hydramic sales engineers  Ounng the
year we have also made good progress
i developing our new range of
balancing and control vatves which will
expand our overall market opportunity
Operating margms in the second half
of 23 8% were broadly i line with the
underlying margins achreved in the
second half of the pnor year Full year
margins were 22 0%, down from the
23 8% achieved in 2010 We were
successful in recovening higher input
costs and offsetting the impact

of exchange rate movements on

our businesses i Sweden and
Switzertand which affected the first
half margin performance

Underlying new construction markets in
Europe are expected to rematn weak in
2012 and we are continuing to focus
our efforts on refurbishment actmty,

growing the business in emerging
markets and on new product
development The ongomg dnve for
mmproved energy efficiency positions us
wall for accelerating growth over tme

Beverage Dispense

Beverage Dispense continued to
perform well dunng the year with
overall crganic revenue growth of 3%
on 2010 We continued to exit a
number of clder, more commoditised,
fower margin product lines which
accounted for over 4% of revenue
indicating an underlying orgarc
growth of around 7% for the full year

The strongest markets were in the
Amencas where revenues grew by
10% This helped to offset more
challenging market conditions in
Eurcope and in Asia Pacific, where we
sontinued to see lower lavels of capital
mnvestment by the major brand owners,
particularly in China

We remain focused on improving the
qualty of the product mix in the
business, accelerating growth of
higher marain new products for
dispensing healthier and indulgence
beverages such as smoothres, water,
juice and frozen beverages whilst
continuing the product exits noted
above This continued focus delivered
a 28% increase in operating profit to
£41 1m and resulted in another strong
uplrft In returns with an overall
operating margen for the year of 13 0%
(2010 102%) Itis expected that
mmargins wilf continue to improve

in 2012 based on new product
contribubons, pneng optimisabon,
cost management inthiatives and
further low margin product exits

Whiist North America continues to
show signs of some iImprovement,

European markets are hkely to remamn
subdued in 2012 There are a number
of major hew product development
opportunthies which have the potential,
in time, to both acecelerate our growth
and further enhance our margins

Merchandsing

Overall organic growth for the year
was 3% As expected, after strong
growth in the first half, the second half
was lower manly due to the large
automotive project that shipped in the
second hatf of 2010 Dunng the year
we saw good growth i our cosmetics
business and also won a number of
mgor cosmebcs contracts in Europe
which will ship over the next two to
three years Qur food and beverage
business also performed well and

the automotive sector, which whilst
modestty down reflecting the
aforementioned large contract,
continues to show signs of
improvement with dealers once again
investing In thexr showrooms

Dunng the year we opened the InVision
retarl sctence laboratory in Miwaukee,
US This enables us to demonstrate to
customers how we can deliver a sales
uphft of therr most profitable products
in a state of the art facility using the
latest immersive 3D technology A
number of customers have visited the
site, feedback to date has been very
postive and new product opportunitres
have emerged as a result

Operating margins were sustaned at last
year's record levels Whilst 2012 15 iikely
o be a year of further consolidabion with
revenues and margins unchanged from
2011, the Group corttinues to focus

on improving the overall quality of the
business by targeting higher margin
project opportunires
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IMI GROUP OPERATING REVIEW

FINANCIAL REVIEW

THE GROUP’'S SEGMENTAL OPERATING PROFIT MARGIN WAS 17 5%, COMPARED
TO 16.7% IN 2010. IN THE TRADITIONALLY STRONGER SECOND HALF, THE
GROUP DELIVERED AN OPERATING MARGIN OF 18.0% (2010 H2: 17.6%). THE
SEGMENTAL OPERATING PROFIT WAS UP 17.0% AT £374.1M (2010: £319.7M).

With effect from 1 January 2011, the Group has
implemented the amendments to 1AS24 ‘Related Party
Disclosures’, IAS32 ‘Financial Instruments Presentation’
and IFRIC14 JAS19-The Limit on a Defined Benefit Asset,
Mirumum Funding Requirements and their interaction’

The amendments do not have a matenal impact on the
financial statements Following the finalisation of the
goodwill refating te the Zimmermann and Jansen (Z8.J)
acquisition on 31 December 2010, the prior period balance
sheet has been restated and full details of this restatement
are included tn the notes to the consolidated financial
statements The cash flow statement has also been
restated to show settlement of currency denvatives
hedging balance sheet as an investing activity This was
previously recognised as a currency fluctuation

In all other respects, these financial statements have been
preparad on a consistent basis using the accounting
pohcies set out in the IMI Annual Report and financial
staternents for the year ended 31 December 2010

On 17 February 2012, the Group acquired Grupo InterAtiva
(InterAtiva), a Brazihan 1solatron valve business located in
Sorocaba, near Sao Paolo, from its founding partners

for an intial cash consideration of £22m and contingent
consideration up to a maximum of £21 2m to be paid
based on its performance over the next three years

The consideration 1s being funded out of IMI's existing
resources and banking faciities In the 2011 calendar year,
InterAtiva’s unaudited sales were £12m and underlying
EBITDA was £3m All of the 2011 sales were in the
fast-growing South Amencan markets

On 16 February 2012, the Group acquired Remosa SpA
and related companies (collectively Remosa), a leading
engineenng business specialising I1n valves and related
flow control products for severe applications, pnmarily

in the petrochemical market, for an enterpnise value of
approximately £84 7m (€100m}, being cash consideration
of £69 8m (€82 4m) and debt assumed of approxmately
£14 9m (€17 6m) The consideration was funded out of
IMP’s existing resources and banking faciites The main
Remosa manufactunng facility i1s located in Sardima  In the
2011 calendar year, Remosa's unaudited sales were

£40 7m (€48m) and underlying EBITDA was £6 8m (€8m)
On 17 Qctober 2011, the Group acguired 100% of the
share capital of TH Jansen Armaturen GmbH (THJ) for

an enterpnse value of £12 8m, net of £2 2m due from

the vendor, which 13 subject to agreernent through the
completion accounts process THJ designs, manufactures

22 Group operating review

and sells 1solation valves for the ron & Stee! iIndustry from
its manufactunng faciity near Saarbrucken in Germany
The fair value of the net assets acquired was £7 7m,
resulting in goodwill of £1 3m The net assets compnsed
customer relationships of £6 4m, an order book of £1 1m,
property, plant and equipment of £2 8m, working capital
balances of £3 3m (including trade and other receivables of
£3 7m) less £6 0m of net debt and deferred tax habilities

In 2011 the Group's revenues were up 12% on a reported
basis Excluding a favourable exchange impact of £19m
and the contnbution from acquisitions, organic sales
growth was 5% The following review of our business
areas for 2011 compares the performance of our
operations as reported under IFRS8 ‘Operating
Segments’ with 2010 In the below analysis, revenue
growth has been stated on a constant currency basis

in Flud Controls, excluding both Z8J’s first year

contribution and THJ's contnbution since 1ts acquisition,

Severe Service revenues returned to growth in the second

half to increase by 2% mn the year, with strong shipments

in LNG offsetting the effects of a lower brought forward I
order book in Fossil Power and depressed demand in the

Nuclear market As expected, margins feli to 15 5% for

the full year (2010 17 3%) principally due to the adverse

mix variance on lower volume new valve shipments and

lower after-market activity Z&J's contribution to the

Group result was in ine with expectations and it fimshed

the year strongly

Fluild Power continued to perform strongly in 2011, growing

at 119 for the year reflecting a continuing inprovement in

its end markets with particulardy strong growth from the

Commercial Vehicle, Rall and Energy sectors  The key

global sectors now represent 43% (2010 41%) of Fluid

Power revenues Operating margins continued to show

strong improvement at 19 6% for the year compared to !
16 6% 1n 2010 due to the undertying quality of the business \
and its iImpetus m improving operational efficiencies, moving

to lower cost manufacturing locations and secunng

procurement benefits

The Indoor Climate business grew by 2% In the year as

a result of strong levels of refurbishment activity more |
than offsetting subdued demand for new commerctal

construction builds and the strength of its customer

relationships  Operating margins were 22 096 compared

to 23 8%, partally dnven by adverse transactional

exchange rates



Douglas Hurt Financa Diractor

In Retail Dispense, the Beverage Dispense business
continued to recover and posted 3% growth in spite of the
continuing impact of the exit of lower margin product ines
These product lines accounted for 4% of 2010 revehue
indricating an underlying growth rate for the year of
closerto 7% Operating marging improved to 13 0%
(2010 10 2%) for the year helped by the favourable mix
and further improvement in operational efficiencies

In Merchandising, sales growth was 3% for the year
following a strong first half, particutarly in the automotive
and beverage sectors Cperating margins were held at

15 0% (2010 15 0%) m spite of the prior year benefiting
from a property disposal and insurance claim which
improved the 2010 margin by cne percentage point

The Group's segmental operating profit margin was 17 5%,

compared to 16 7% in 2010 In the traditionally stronger
second half, the Group delivered an operating margin of
18 0% (2010 H2 17 6%) The segmental operating profit
was up 17 0% at £374 1m (2010 £319 7m)

Interest costs on net debt of £16 8m (2010 £15 3m) were
covered 23 times (2010 24 times) by earnings before
interest, tax, depreciation, amorttsation and impairment of
£391 7m (2010 £369 2m)

A less arose on the revaluation of financial instruments and
denvatives under IAS39 of £2 1m (2010 gan of £12 3m)

principally reflecting movements in exchange rates during
the year on forward foreign exchange contracts

Profit from continuing operations before tax and exceptional
tems was up 19% at £363 4m (2010 £304 4m)

Restructunng costs In the year were £23 5m (2010 £16 Om)
as the Group continued to seck operational efficiencles and
move more activity to lower cost manufactunng locations

Of this amount the largest costs were In the Severe Service
(E£11 8m) and Flud Power (£5 5m) businesses and pnncipally
relate to the costs of relocating manufactunng activities to
low cost manufactunng focations and other value chain
improvements The Group expects to contnue to incur
restructunng costs in 2012 of approximately £20m as part
of this ongoing imtiative

Acquired intangible amortisation increased to £32 3m
(2010 £7 Om) following the acquisition of Z&J in 2010
The 28&J order book 1s now fully amorttsed, which will
reduce the 2012 charge, but the charge will Increase
due to the amortization of THJ, Remosa and InterAtiva
ntangible assets

Profit before tax from continuing operations was £301 4m
(2010 £306 1my)
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IMI GROUP OPERATING REVIEW

FINANCIAL REVIEW

Ha¥f year analysis
The comparson for the fust and second halves of the year

A summary of the major changes in revenue and profit
over each six month penod compared to the prior period

is as follows i1 as follows
Revenue PBTE* PBT Change 2011 2010
fm £m £m % £m £m
First half Revenue
2010 925 1364 1335 First hatf +12 1,032 9025
Effects of currency transiation 2y 20 20 Second half +11 1,089 086
Acquisitions 39 69 69 +12 2,131 1,911
Organic growth M 219 219
Net interest cost 01 o041 Segmental operating profit
Other financing items 40 40 First half +21 1764 1456
Financtal instruments excluding Second half +14 1977 1741
economic hedge +17 3741 3197
contract gains and losses 37)
PBTE*
Restructuring costs (6 6)
Acquired intangible amortisation {13.8) First half +26 1713 1364
Second half +14 1921 1680

Reversal of economic hedge

contract gains and losses 1) +19 3634 304 4
2010 986 16880 1726 Second half -9 15871 17286
Effects of currency translation 21 41 41 -2 3014 3061
Acquisitions 57 117 117
Crganic growth 32 78 78 I:es:ufftunng costs 09 (33
Net interest cost 1.7y 7 irst ha ‘3 6) (@3)
Cther financing items 22 22 Second haff (136) (127)
Financial snstruments excluding {23 5) (16 0)
economic hedge Employee benefit curtailment -
contract gans and losses {12.1)
Restruct N 09 UK scheme
estruciunng costs ©9) Second half - 151
Employee benefit curtailment -
UK Scheme (15 1) - 151
Acquired intangible amortisation {11.5) Acquired intangible amortisation
Reversal of economic hedge and impairment
contract gains and losses 3 First half (74 @6
2011 1,099 1921 1571 Second half (149 (34)
Year 2,131 3634 301.4 323) (70
Fmancial instruments excluding
* Profit before tax and exceptional tems economic hedge contract
gains ard losses
First hatf 03 40
Second half (65) 56
{6.2) 96

24  Group operating review
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Taxation

After the tax charge for the year of £97 7m (2010 £92 5m),
the profit from continuing operations after tax was £203 7m
(2010 £213 6m} The effective tax rate for the Group
before exceptional items reduced to 28% (2010 30%)
dunng the year as a result of business re-organisations,
together with a strong focus on global tax incentives and
tax compliance management These commercial inthatives
are expected to continue to improve the Group's taxation
profile In addition, exceptional tax relief of £15 1m and
exceptional tax charges of £11 Om, netting to a tax credit
of £4 1m (2010 £1 2m charge), arose in connection with
business restructuring and other exceptional costs Taxes
pad in the year of £80 9m (2010 £56 3m) have increased
due to the significant growth in profits in the previous year,
but remain below the level of the tax charge

Discontinued cperahons

There were no operations that became classified as
discontinued during 2011 In 2010 income of £12 8m was
recognised in respect of discontinued operations, being

a £5 4m partial rebate of a fine onginally imposed on a
business in 2005, which the Group disposed of in 2002
and £7 4m deferred contingent consideration received In
respect of the Polypipe disposal in 2005

Earmings per share (EPS)

Basic EPS reduced 10 2% to 63.2p (2010 70 4p) and
diluted EPS was 62 1p (2010 69 4p) The Board considers
that a more meaningful indication of the underlying
performance of the Group is provided by earnings from
continuing operations before chargng/{crediting)
exceptional items after tax Details of this calculation are
given in note 9 to the Group financial statements On this
basis the adjusted EPS from continuing operations was

81 5p, an increass of 23% over last year’s 66 3p

Cash flow

The Group's consclidated statement of cash flows 1s
shown on page 74 The change In net debt 15 summansed
In the table opposite

The operating cash flow from continuing operations was
£307m (2010 £335m) This represents a conversion rate
of segmental operating profit after restructunng costs into
operating cash flow of 88% (2010 110%) Cash spent on
property, plant and equipment and other non-acquired
intangibles in the year was £59m (2010 £51m) which was
equivalent to 1 2 times (2010 1 0 tmes) depreciation

and amortisation thereon Expendiure on research and
development In the year was £43m (2010 £42m) Of this
amount devefopment costs capitalised in the year were
£4m (2010 £5m)

After payment of interest and tax, the free cash flow
generated from operations was £208m (2010 £264m)
The additional pension contnbutions of £53m compnsed
£17m in accordance with the repayment plan agreed
folilowang the 2008 actuanal valuation of the UK Fund
and an additional contribution of £36m agreed following
completion of the 2011 actuanal valuation After Severe
Service Investigation costs (and in 2010 the refund of
the EU fine} free cash flow before corporate activity was

£153m (2010 £200m) The cash outflow on acquisitions
of £8 9m included a receipt of £3 8m n respect of the
finahisation of the Z&8&J acquisition and £12 5m for THJ,
of which £2 2m 18 subject to repayment through the
compietion process Net debt of £2 5m was also taken on
as part of the acquisiton Dividends paid to shareholders
totalled £89m (2010 £71m) and there was a net cash
outflow of £7m in respect of shares purchased and issued
{2010 £28m) The net cash flow was £44m (2010 £27m)
which reduced net debt to £108m (2010 £145m)

Restated
2011 2010
£m £m
EBITDA™ from continuing cperations 3917 3602
Working capital requirements (13 0) 322
Capital expenditure (including
development expenditure) {(589) (508)
Cther {130} (158)
Operating cash flow** 3068 3348
Tax pad (90.9) (56.3)
Interest/denvatives 8.3) (142
QOperating cash fiow after
interest and tax 207.6 2643
Severe Service investigation costs
and fine {2.1) 43)
Additional pension scheme funding  (52.9) (65 4)
Refund of EU fine ~ 54
Free cash flow before
corporate actwvity 1526 2000
Acguisitions (including
non-controlling interests) @ 9) (129 8)
Polypipe earnout recovery 74
Dividends paid to equity shareholders {88 B) (709)
Dividends paid to non-controliing
interests - 05
Payment to non-controfling interest 4 4) -
Net purchase of shares &6y (279
Investment in pension partnership by
UK Pension Fund - 48 6
Net cash flow {exciuding debt
repaid/drawndown) 439 269
Opening net debt {(145.4) (172 4)
Net debt acquired {2.5)
Foreign exchange translation 42 01
Closing net debt (108.2) (145 4)

* Eamings before interest, tax, depreciation amortisation

and impairment

" Operating cash flow is the cash generated from the
operations shown m the consolidated statement of cash

flows less cash spent acquinng property plant and

equipment, other non-acquired intangible assets and
investments plus cash recetved from the sale of property,

plant and equipment and the sale of iInvestments
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FINANCIAL REVIEW

Balance sheet

Net debt at the year end was £108m compared to £145m
at the end of the previous year The year end net debt to
EBITDA ratio was 0 3 times (2010 0 4 times)

At the end of 2011 the US loan notes totalled £255m

(2010 £252m), with a weighted average matumty of 5 8
years (2010 8 8 years) and other loans totalled £1m (2010
£16m) Total committed bank lcan faciiies avalable to the
Group at the year end were £250m (2010 £226m) of which
2l (2010 £13m) was drawn

Intangible assets

The value of the Group's intangible assets decreased to
£497m at 31 December 2011 2010 £519m) because the
amortisation of acquired intangibles {particularly the Z8&.)
order book) exceeded the acquired intangibles and goodwall
recognised on the THJ acquistion  The amortisation charge
will reduce in 2012 as a conseguence of the high first year
charge on the Z&J acquisttion in 2011, but will Increase due
to the mpact of the THJ, Remosa and InterAtiva acquisitions

Property, plant and equipment

The net book value of the Group’s mvesiment i propetty,
plant and equipment at 31 December 2011 was £248m
{2010 £241m) The increase arose because capital
expenditures of £52m more than offset depreciation and
the reversal of imparrments of £41m whilst exchange
differences reduced the balance by £4m

Shareholders’ equity

Shareholders’ equrity at the end of December was £565m,
an increase of £39m since the end of 2010, which includes
the profit attnbutable to the shareholders for the year of
£200m, less an after-tax actuanal loss on the defined
beneftt pension plans of £69m and the 2010 finatl and 2011
intenm dividends totaling £89m

Share buybacks

No shares were repurchased by the Company durning the
year 08m (2010 3 6m) shares costing £8 Om (2010

£28 5m) were purchased by the IMI Employee Benefit Trust
for potential use in relation to employee share schemes

Dmvidends

The Board has recommended a final dividend n respect of
2011 of 19 Op per share, an increase of 12% over last
year's level This makes a total dividend for the year of

30 0p (2010 26 Op) The cost of the final dvidend 1s
expected to be £60m, giving a total dividend cost of £95m
in respect of the year ended 31 December 2011 Dividend
cover based on adjusted earnings 1s 2 7 imes

Pensions

The Group has 75 (2010 79} defined benefit obligations in
operation as at 31 December 2011, It recognises thete s a
funding and investment nsk inherent within defined benefit

26 Group operating review

arrangements and has, therefore, continued to undertake a
number of key mittatives to manage thus nsk, mcluding the
closure of one scheme to new entrants and one to future
accrual |n addtion, the Group has settled four pension
arrangements, two of which were in Japan {replacing the
defined benefit plans with a defined contnbution scheme)
resulting in a gain of £1 5m

The net habulity for defined benefit obligations at

31 December 2011 was £204m compared to £199m at the
end of 2010 The ncrease pancipally arose from the use
of a lower discount rate as a result of the reduction in
corporate bond yields The impact of this was offset by
our adoption of a lower long-term inflabon assumption, our
liabiity management intiatives and cash contnbutions

The IMI Penston Fund (the Fund) in the UK 1s the largest
employee benefit obhgation withun the Group The Fund
was closed to new entrants at the end of 2005 and to
future accrual on 31 December 2010. Also in 2010, the
Group made a contnbution of £48 6m to the Fund which
was invested into a partnership as described 1n the 2010
Annual Report

A payment of £18 8m was made to the Fund in July 2011
The latest actuariat valuation of the Fund as at 31 March
2011 has now been completed This valuation showed a
funding deficit at 31 March 2011 of £120m A revised
recovery plan has been agreed with the Fund Trustee and
as a result a contribution of £36 tm was pard in December
2011 Thereafter contnbutions will revert to the previously
agreed annual payments of £16 8m untl 2016 or full
funding if sooner The next tnennial valuation of the Fund
will be conducted as at 31 March 2014

Dunng the year the Group offered certain members the
opportunity to participate in an Enhanced Transfer Value
exercise, which was finalised as at 31 December 2011
This exercise resulted in enhanced benefits for the
members but a reduction in the habibty of €11 7m which
after accrual for the payment of the enhancements and
national insurance resulted in a £2 1m gain in the 2011
income statement

The Group continues to explare vanous options with the
Trustee to reduce further the funding and investment nsk
in respect of the Fund and a similar Pensions Increase
Exchange will be finahsed early in 2012

The Group will also continue its programme of closing
overseas defined benefit plang where they are neither
mandatory nor an operational necessity

Treasury policy

IMI's centralised Treasury function provides treasury
services to Group companies including funding hiquidity,
credit, foreign exchange, interest rate and base metal
commodity management It ensures that the Group
operates wrthin Board-approved guidelines tn order to




IMI GROUP OPERATING REVIEW
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Balance sheet

Net debt at the year end was £108m compared to £145m
at the end of the previous year The year end net debt to
EBITDA ratio was 0 3 times (2010 0 4 times)

At the end of 2011 the US loan notes totalled £255m

(2010 £252m), with a weighted average maturity of 5 8
years (2010 6 8 years} and other loans totalled £1m (2010
£16m) Total committed bank loan facilities available to the
Group at the year end were £250m (2010 £226m) of which
£ni (2010 £13m) was drawn

Intangible assets

The value of the Group’s Intangible assets decreased to
£497m at 31 December 2011 (2010 £519m) because the
amortisation of acquired intangibles (particularly the Z&8.)
order book) exceedad the acquired intangibles and goodwill
recognigad on the THJ acquisition The amortisation charge
will reduce in 2012 as a consequence of the high first year
charge on the Z&J acquisition in 2011, but wall iIncrease due
to the impact of the THJ, Remosa and InterAtiva acquistions

Property, plant and equipment

The net book value of the Group's investment in property,
plant and equipment at 31 December 2011 was £248m
(2010 £241m) The increase arose because capital
expenditures of £52m more than offset depreciation and
the reversal of Impairments of £41m whilst exchange
drfferences reduced the balance by £4m

Shareholders’ equity

Shareholders’ equity at the end of December was £565m,
ah Iincrease of £39m since the end of 2010, which includes
the profit attnbutable to the shareholders for the year of
£200m, less an after-tax actuanal loss on the defined
benefit pension plans of £69m and the 2010 final and 2011
intenm dividends totalling £89m

Share buybacks

No shares were repurchased by the Company during the
year 08m (2010 3 6m) shares costing £8 Om (2010

£29 5m} were purchased by the IMI Employee Benefit Trust
for potential use in relation to employee share schemes

Diwvidends

The Board has recommended a final dividend in respect of
2011 of 19 Op per share, an increase of 12% over last
year's level This makes a total dwidend for the year of

30 Op (2010 26 Op} The cost of the final dividend 1s
expected to be £60m, giving a total dividend cost of £95m
in respect of the year ended 31 December 2011 Dividend
cover based on adjusted earnings 1s 2 7 times

Pensions

The Group has 75 (2010 79) defined benefit obhgations in
operation as at 31 December 2011 It recogruses there s a
funding and investment nsk inherent within defined benefit
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arrangements and has, therefore, continued to undertake a
number of key inikahves to manage this nsk, including the
closura of one scheme to new entrants and one to future
accrual In addrion, the Group has settled four pension
arrangements, two of which were in Japan (replacing the
defined beneftt plans with a defined contnbution scheme)
resulting in a gain of £1 5m

The net habilty for defined benefit obligations at

31 December 2011 was £204m compared to £198m at the
end of 2010 The increase principally arose from the use
of a lower discount rate as a result of the reduction In
corporate bond yields The impact of this was offset by
our adoption of a lower long-term inflation assumption, our
hability management instiatives and cash contnbutions

The IMI Pension Fund {the Fund) in the UK 1s the largest
employee benefit obligation within the Group The Fund
was closed to new entrants at the end of 2005 and to
future accrual on 31 December 2010. Also in 2010, the
Group made a contnbution of £48 6m to the Fund which
was invested mto a partnership as described in the 2010
Annual Report

A payment of £16 8m was made to the Fund in July 2011
The latest actuanal valuation of the Fund as at 31 March
2011 has now been completed This valuation showed a
funding deficit at 31 March 2011 of £120m A revised
recovery plan has been agreed with the Fund Trustee and
as a result a contnbution of £36 1m was paid \n December
2011 Thereafter contributions will revert to the prewviously
agreed annual payments of £16 8m until 2016 or full
funding if sooner The next tnenmial valuaton of the Fund
wili be conducted as at 31 March 2014

Dunng the year the Group offered certain members the
oppeortunity to participate in an Enhanced Transfer Value
exercise, which was finalised as at 31 December 2011
This exercise resulted in enhanced benefits for the
members but a reduction in the bability of £11 7m which
after accrual for the payment of the enhancements and
national iInsurance resulted in a £2 1m gamn in the 2011
income statement

The Group continues to explore vanous options with the
Trustee to reduce further the funding and investment nsk
in respect of the Fund and a similar Pensions Increase
Exchange will be finalised early in 2012

The Group wili also continue its programme of closing
overseas defined beneft plans where they are neither
mandatory nor an operational necessity

Treasury policy

IMI's centralised Treasury function provides treasury
services to Group companies including funding liquidity,
credit, foreign exchange, interest rate and base metal
commeodity management it ensures that the Group
operates within Board-approved guidelines in order to



minimise the major financial nsks and provide a stable
financial base The use of financial instruments and
denvatives 15 permitted where the effect 1s to minimise
nsk to the Group Comphance with approved policies
is monitored through a control and reporting system
There have been no changes In the year or since the
year-end to the major financial nsks to the Group or the
way in which they are managed

Foreign exchange and interest rate nsk

Further information on how the Group manages its
exposure to these financial nsks 13 shown in note 18 to the
financial statements The translation impact on the 2011
segmental operating profit was an improvement of £6 4m
The most important foreign currencies for the Group
remain the Euro and the US Dollar and the relevant rates of
aexchange were

Average At 31 December
2011 2010 201 2010
Euro 115 117 120 117
US Dollar 160 154 155 157

If the exchange rates ag at 28 February 2012 of US$1 59
and €1 18 had been applied to our 2011 results, it 1s
estimated that revenue and segmental operating profit
woukd both have been 1% lower

Economic value added

Economic value added (EVA} i1s defined as the segmental
operating profit after tax less a caprtal charge The capital
charge 1s arnved at by applying the after tax weighted
average cost of capital to the average invested capial
Invested capital 1s defined as net assets plus net debt and
the IAS19 pension deficit {net of deferred tax), excluding
exceptional items in the balance sheet (being restructunng
provisions, net dervative habilities and Severe Service
Investigation costs)  For 2011 the segmental operating
profit was £374 1m and the Net Operating Profit after Tax
(NOPAT) was £269 4m The Group’s Invested capital at
the end of 2011 was £880 9m compnsing £772 7m of

net assets excluding exceptional items and £108 2m of
net debt The average invested caprtal was £860 3m
Applying the 2011 WACC of 8 0% to the average invested
capital gives a charge of £68 8m The EVAIn 2011 was
£200 6m, representing an increase of 22% over the 2010
EVA of £164 5m EVA has been calculated on a consistent
basis with 2010

Going concern

The Group’s business activities, together with the factors
likely to affect its future development, perfformance and
posihon are set out in the Busmness Overview and the
Group Operating Review on pages 4 to 21 The financial
position of the Group, its cash flows, lquidity posrtion and
borrowtng facilities are described in this Financial Review
In additron, note 18 to the financial statements includes
the Group’s objectives, policies and processes for
managng its capital, is financial nsk management
objectives, detalls of its financial Instruments and hedging
activities, and 1ts exposures to credit nsk and hiquiciity nsk
Note 19 to the financial statements addresses the
management of the funding nsks of the Group's employee
benefit cbligations

The Group has considerable financtal resources together
with long-standing relationshups with a number of
customers, supplers and funding prowviders across
different geographic areas and ndustries  The Group's
forecasts and projections, taking account of reasonably
possible changes in trading performance, show that the
Group 1s able to operate within the level of its current
bank facilities without needing tc renew facilities expinng
before March 2013 As a consequence, the directors
believe that the Group 18 well-placed to manage its
business nsks successfully despite the uncertanties
inherent in the current economic cutlook  Additionally,
as part of the Group’s normal ongoing funding review,
the Group has recesved indicative offers of additional
funding faciities and has signed a new £25m facility
since the vear-end

After making enquines, 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 basts in prepanng the Annual
Report and financial statements

Share pnce and shareholder retum

The share price at 31 December 2011 was 760p
(2010 945p), a decrease of 20% over the year

Based on the year-end share pnce, the proposed total
diadend of 30 Op represents a yield of 3 9%

Douglas Hurt
Finance Director
1 March 2012
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IMI RESPONSIBLE BUSINESS

RESPONSIBLE BUSINESS

THE IMI WAY

It 1s our desire to become the mogt admired and innovative engineenng solutions business of our size anywhere in
the world, and we beheve that this admiration comes not only from great products and services but also from being
a responsible business

Our commitment to responsible business starts with the IMI Way, which sets
out our core values.

Whenever you meet an IMI person you will find someone To support this comrmitment, M| continues to be a signatory
who to the UN Global Compact, which establishes standards

e pursues excellence and delivers restults for human nghts, labour practices and anti-comuption

® Innovates and provides value to our customers Qur continued incluston in both the FTSE4Good and Dow
Jones Sustainabihty Europe indices 1s strong evidence

of our responsible business progress and contmnued
commitment

e acts with integnty

As a reflection of these values, we take our responsibiities
to the environment and the communities in which we
operate very senously We put particular emphasis

on ensunng that our management of people, social,
environmental and economic 1ssues 1s aligned and
integrated with the overall management of the business
We gtrongly believe that high standards of responsibiity
impact positively on profitability, returns to shareholders,
reputat:on and growth

All of our businesses are required to have their own
responsible business objectives, which are fully aligned to
the Group's four responsible business pnonties These key
pnornties are reviewed annually to ensure they remamn
relevant and appropriate, whilst the performance of our
businesses 1s assessed through an annual audrt, and
quarterly reviews where best practice ideas are shared

All of our employees recetve annual IMI Way face-to-face
training

RESPONSIBLE BUSINESS PRIORITIES — FOCUSING ON EXCELLENCE

The iMI Way 1s a driver for responsible
growth and directly supports our
responsible business priorities:

& Health and safety

e Supporting our customers’ responsible business
prorities

® Supply chain nsk management
¢ Energy efficiency and carbon management

Dunng 2011, we trained 436 IMI Way tramers to deliver
face-to-face training to all our employees worldwide

28 Responsible business



AND OUR BUSINESS STRATEGY

The IMI Way 13 part of our roadmap to success, guding our decision making and our abiity to bang about
strategic convergance

Our values underpin our responsible business priornities and we are focused
not just on what we achieve, but on how we achieve it.

Health and safety promotes a strong culture to protect
our people, the environment, adjacent communities and
other stakeholders In 2011, we continued to make good
progress in our health and safety performance with a
28% improvement N our key lost time accident measure

Supporting our customers’ responsible business

prionties i1s integral to our Key Account Management FLUID TECHNOLOGIES NICHE LEADERSHIP

and to delivering Engineenng Advantage We place f_":fc:fa"‘)gﬁ:‘mfg:;m“" . zm‘r:a?;mp'"
significant emphasis on helping our customers o Valvas o Blus chip clients

mest their own responsible business commitments » Aduztors M e e
recognising the opportunities for sustamnability and » Controllers and o Customsed solutions
developing our respective businesses postioners g‘:‘ggr“gﬁgg rtage
Supply chain nsk management 1s fundamental as * Extenswve aftermarket
we work in partnership with suppiiers to develop our

Engineenng Advantage IMI’s manufacturning plants

in emerging economies such as Mexico, China, GROWTH DRIVERS

the Czech Republic and India have all been developed
with full attention to health, safety and environmental risks, o Resource scarcily
energy effictency, and lean manufactunng techniques « Urbarnsation

® Climate change

Energy efficiency and carbon management supports  Ageing poputation
our growth dnvers of climate change, resource scarcity

and urbanisation and is Key to delivering responsible

solutions Integral to this 1s managing our own facilities

and we have various programmes in place to reduce

energy consumption and normalised COz emissions

across our locations around the world

DOING BUSINESS THE IMI WAY IS THE RIGHT WAY

IMl 1s pleased to report that it is the first company i the world to be accredited by tnvesting in
Integrity for its commitment to acting with integnty at all imes The accreditation process was an
independent audit process which involved reviewing our policies and procedures, face-to-face
Interviews with many senior leaders of the worldwide businesses and extensive surveys of cur
employees Iin all of our key termtones The accreditation 1s a collaboration between the Institute
of Business Ethics and the Chartered Institute for Secunties & Investment

IMI ple Annual Report 2011
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IMI RESPONSIBLE BUSINESS

RESPONSIBLE BUSINESS

HEALTH AND SAFETY / ENERGY EFFICIENCY

Health and safety

Wo promote a strong heaith and safety culture to minimise
risk for our people, the enviroment, adjacent communities
and other stakeholders Dunng 2011, we worked hard

at buillding on the good performance of recent years

We now have 50 full-time health, safety and environmental
professionals across the Group, up 11% on 2010 We
also Increased capital expendrture in this critical area

Our overall >3 day lost time accident rates per 100,000
hours worked have fallen by over 50% since 2008 and in
2011 a further improvement of 28% was achieved This
performance demonstrates the continued clear focus and
commitment at all levels across the Group on health and
safety matters

LOST TIME ACCIDENT RATES (>3 DAYS)

027
2 025

018

0o 10 11

Whilst we are extremely proud of our achievements
which enabled this improvement, we are maintaining
the 2012 target of 0 22, recogrising the importance of
demonstrating this higher leve! of performance on a
sustainable basis

In achieving these resutts, we focused very strongly on
communication of a positive approach to health and safety
across IMF Thig includes our twin inthatives ‘Safety Alerts’
and ‘Safety Stand-downs’ The ‘Safety Alerts’ am to
document lessons learned from accidents to prevent

other incidents across IMI and ‘Safety Stand-downs' are
site-focused bnefings on the root causes and lessons
learned from accidents

30 Responsible business

Energy efficiency and carbon management

IM] has an ongoing commitment to reduce its CO;
emissions and become more energy efficient in both our
products and processes This has both environmental and
cost saving benefits and in 2011 we launched a major new
nitatve called Project 20 20 This project involves our 20
largest energy-using sites, which account for more than
70% of our energy consumption The aim of the project 1s
to identify 20 best practice projects to implement across
IMI and to push for 2096 reduction in normalised CO;
emissions at these key sites The project has involved an
Intensive programme of energy surveys, best practice
shanng, regular conference calls and tracking project
implementation

Dunng 2011, we have seen an 8% reduction in our key
carbon usage indicator to 3 3 CO2 tonnes per 1,000 hours
worked OQur target by the end of 2012158 3 2 and as such
we are now mowving In the nght direction Undoubtedly,
the milder winter weather in 2011 helped, but the
implementation of our energy efficiency measures has
had a strong impact and will continue to do so into 2012
and beyond

35 386
33

09 i0 11



OUR CUSTOMERS’ RESPONSIBLE BUSINESS PRIORITIES

Supporting our customers’ responsible business pnorities i1s integral to our continued success and In particular to our
Key Account Management and to delivenng Engineenng Advantage Our focus on market leadershup in global niches 13
reinforced by our ability to deliver on our customers’ need to demonstrate rasponsibility We place significant emphasis
on helping our customers to meet their responsible business commitments ~ from diversity targets to carbon emissions
- ensuring supenor iong term value for our customers and inspinng their trust

Global concerns relating to energy 1ssues and chimate change, whether dnven by legistation or net, have a positive mpact
on customer demand for our products and services — many of which are clearty dedicated to energy effictent operation
Our customers also value the high standard of ethical business practices set out in the iMI Way, which 1s particularly
relevant in emerging markets where responsible business nsks can be higher

France’s first energy-positive bullding actually
produces more energy than it consumes It was
designed to cut back on consumption by 65%
compared to those built to RT 2005 standards,
France's most recent energy regulation for buldings
The TA Hydronics team i France were able to
provide a complete system solution for the bulding’s
pressunsation, balancing and thermostatic control
requirements thereby maximising comfort, whilst
minimising energy usage

“Reducing climate change can start with effective indoor climate

control. TA Hydronics is the industry leader in green solutions for
indoor climate control.”  Sean Toomas. Executive Directar

One of the largest LNG projects in the world, focused
on energy optimisation and the environment, turned
to our Severe Service business to provide critical

ball valves that can meet cryogenic temperatures
(befow -162°C) and provide 100% shut-off with
proven reliability In total, 2,700 valves were ordered
for the Gorgon LNG plant in Australia, ensuring
optimal plant efficiency and energy consumption

"CCl supports our customers' responsible businass priorities.
We work with our customers proactively to identify and

manage issues that are beneficial to all parties.”
Mike Semens-Flanagan, Presidant CCI
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IMI RESPONSIBLE BUSINESS

RESPONSIBLE BUSINESS

SUPPLY CHAIN AND MANUFACTURING

IM! sources components, matenals and services for its manufactunng and sales operations from many countnes around
the world We recognise that there are focat and national differences in business standards, but we will only procure from
suppliers who have the same commitment to a set of runimum standards

IMI has set out these standards in the IMI Supply Chain
Policy 1t s our stated objective that IMI will only trade with
suppliers that meet or exceed these mimmum standands, or
with supplers that can demonstrate progression towards
these standards over an agreed and sutable timescale and
who act according to the published IMI Way guidelines in
relatton to supply chain and procurement activihes

Rasponsibly sourcing aluminwem from supplisrs
is fundamental to our manufacturing eperations.

Each IMI Company must therefore ensure that supplers
comply with or exceed the following mimimum reguirements

o Suppliers will comply with all appropnate legislative
requirements

@ No forced, bonded or involuntary pnson labour will be used
o No children are to be employed by IMI's suppliers

o Employees of our suppliers shall be paid wages and
benefits that meet or exceed minimum national
requirements

o Employees of our suppliers shall work hours that
comply with national laws

o Our suppliers shall protect the health and safety of
thewr employees to standards in keeping with local
expectations of good practice

o Our suppliers shall protect the environment to
standards in keeping with local expectations of
good practice

32 Responsible business

To ensure compliance with these requirements, M1
developed a 3-step audit process which resulted in 140
supplier audits in 2010 and 124 supplier audits iIn 2011
The audrts in 2011 covered the following regrons

® Asia (China, India and Korea) 40 audits
o Central & South America (Mexico and Brazl) 64 audits

o Central & Eastern Europe (Potand, Ukraine and the
Czech Republic) 20 audits

The audits challenge the suppliers on labour standards,
ethics, health and safety and the environment in keeping
with the IMI Way As a result of the audit process, we
identified 59 suppliers as a pnonty for additional review,
following which we exited agreements with five suppliers
due to responsible business and performance 1ssues
However, the majority of the supphers were totally
committed to the IM! Way message and are working with
us to iImprove thetr operations and businesses In addition,
in 2011, 62 of our supplier auditors across the world
received additional trainmg  In 2012, we will continue our
audits of supphers, invest in auditor trasrming and complete
our “audit-the-auditor” programme to ensure that all IMI
supplier auditors have a consistently high standard when
reviewing the supply base



OTHER IMI ACTIVITIES

Community engagement

The communries where we operate are crucial to the
success of IM| We have a duty to be a responsible
business citizen and to meet our commitments to these
communities Although our projects and faciliies cah
bnng benefits to local communties by creating yobs and
investment in the surrounding area, they can also give nse
to concerns

Consequently, IMi works to be a good neighbour and
demonstrates high economic, social and environmental
standards We also remain respectful of human nights and
assist our local communities through chartable activities
and community volunteering

Employee investment and talent development

We continue to focus on the development and engagement
of our employees to ensure we have the nght skills and
expertise to fulfil our ambitions as a company

In 2011, we conducted our second Employee Engagement
Survey Our response rate tncreased by 3% from 2009 and
our employees reported even higher levels of commitment
and engagement, indicating that the actions we had taken
In response to the 2009 survey had been to good effect

To directly address the employee concerns from 2011,

we will launch a new global performance management
programme in 2012

As well as local training within business units to support
our employees, we continued to Invest in our leadership
talent in 2011 via our M| Leaders Boot Camp programme,
delivering high quality training and on-going development
to our top talent We also launched our Management
Fundamentals programme which provided training and
developrent to around 100 managers giobatlly, developing

The Reynosa team at IMI Cornelius, Mexico, was
able to purchase, dediver and present new equipment
to three local charties Through these donations, over
500 children will enjoy the benefit of new advanced
equipment to suppott therr treatment, help thew
therapy and improve therr festyles

our future leaders Finally, we developed job families for
our spectalist areas (including finance, health and safety
and Key Account Management) to ensure development of
this key talent and to create visible career paths for these
employees

The IMI graduate programme continues to provide
high-guality engineering and future leadersh:p talent into
the business

All of the iInvestment in ocur development programmes has
the am of ensunng that we have a diverse pipeline of
employees for future senior leadership and specialist roles
in the business

In Germany, Norgren Alpen works alongside Spix, a
non-profit community organisation, to help pecple
with learning disabilittes become active members
of the labour market In this win-win situation,
Norgren can relieve its regular employees of some
of the simpler tasks whilst Spix clients, who dentify
enthusiastically with Norgren, enjoy the protection
of attending & sheltered workshop, increasing their
living standards and self-esteem.

IM! plec Annual Report 2011
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BOARD REPORTS

PRINCIPAL RISKS & UNCERTAINTIES

In common with all businesses, there are a number of risks and uncertainties which could have a matenal impact on the
Group’s long-term performance The Group has in place an established risk management structure and internal controls
framework which together are designed to identify, manage and mitigate business nsk A summary of the Group'’s nsk
management processes 13 given on page 48 and the Group's approach to corporate social responsibility and associated
niska 1s descnbed on pages 2810 33  In addition to the nsks descnbed here, the Group is also exposed 1o a number of
financial market risks including credrt sk, hquidity nsk, counterparty nsk, fluctuations in foreign exchange rates, interest
rates and commodity prices A description of these nsks and the Group's centralised approach to managing them s
descrnibed in note 18 to the financial statements  Further information about pension liabilities 1s given in note 19 to the

financia! statements

DESCRIPTION OF RISK AND POTENTIAL IMPACT

The Group's European revenues are pnncipally denved from
Northem and Central Europe, however, the status of the global
aconomy and in particular the uncertainties in the Eurczone could
adversely affect the Group's revanues The Group's cost base
mcludes many costs that cannot be reduced in the short-term

i kne with reductions in profitability The Group may also ba
required to reassess the carrying value of acquired goodwill and
other assets If certain end-rmarkets detenorate further or for longer,
which may result in impaiment charges

The Group’s workiwde operations and expansion in emesging
markets expose it to different legal and regulatory raquirements
and standards m each of the junsdictions i which it operates
including those for financial reporting, taxation, environmental,
operational enti-cerruption, fraud and competiion matters.
The Group 1s also exposed to the patential for igabon from
third parties which may anse in the ordinary course of business
The Company operalss Yanous corporate governance,
compliance and internal control frameworke which are essantial
for the effactive management of such geographicelly diverse
businessaes Fallures in these controls might have a matenal
impact on the Group

The Group recognises that it has a duty of care to all of its
employees and to others with whom the Group Interacts through
its products and operstions In the event of any failure in the
Group s haalth safety and environmental procadures, thera is a
potential rigk of injury or death to IMls employees or others, or
environmental damage, with the consequental impact on the
operations and the nsk of regulatory action against the Group

The Group & defined benefit pension arangements are exposed
to the nsk of changes m Interest rates and the market values of
mnvestments as wall as inflabon increased longevity of members
and statutory requiraments  This may result in the cost of funding
defined benafit pension arrangements becoming an increasingly
sigruficant burden on the Group s financial reseurces.

Board reports

EXAMPLES OF MITIGATING ACTIONS

& Diverse businass portfolto serving different customers
and markets

& Accelerate growth agenda investment In new product development
and emerging marksts

® Monitoring of customer and supplier financial secunty
# Cost basa reduction inibatives

® Regular updating of contingency plans

® Effective cash management

@ Allocanon of resource to more restlient customers, markets and
geographies and focus on global growth trends (clmate change,
resource scarcity, urbanmsation and ageing population)

o Commitment to good governance practices which are embodied in
Tha IMI Way providing & guiding set of values that exemplify how [M{
amployees should behave

® iMI Way days held in all businasses which includes face-to-face
raining for all empioyees

® Policies, manuals, training, business processes and monttonng of key
compliance and legal nsks

® Increase In resounces dedicated to legal and mgulatory compliance

Training of employees on Tha [M| Way and key nsk areas such as
competition law and ent-corrupbon

® Enhanced version of The IMI Way to be published in 2012

Availability and premotion of the IMI Hotline to report concerns
anonyi

Internal inancial control audits by IMI Group Assurance
& Ant-bnbery, comuption and fraud workshops camed out

® Established systems in placa under the IMI Safety First, Safety Always
slogan, to ensure that health safety and enwiranmental matters are
approprately addressed and any such neks are muinitrsed includmg
manthly reporgng te and review at, the Executive and quarterly review
at the IMI Board

& Increase of full-ime hedth safety and emvimnmental officers across
the Group to ensure palicies are embedded and measured

® introduction of a new travel nsk management programme providing
appropnate advice and support to all of the Group's international
traveliers

# Hegular review of Group safaty performance

Group Environment, Health and Safety function with expenenced
speciaist employees to provide support and guidance to businesses
- including the canduct of ragular nsk contral end health and safaty
audits

#® Maintenance of insurance far costs associated with any employers'
liability, workers® ¢compensabon or equivalent claims and also certan
environmental incidents

Deficit reducton plans implemented wheve appropnate

# Liability management exercises implemented to rernove nsk from the
IMI Pension Fund

* Closure of oversaas definad benefit plans to new members and future
accrual where permitssible

@ Active management of pension scheme assets and long-term wiew of

Tability agsumptions
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DESCRIPTION QF RISK AND POTENTIAL IMPACT

The Group 1= exposed 1o nsks associsted with the
commermial falure of products, projects and technelogies
such as product labity and warrenty claims The guality and
safoty of our products 19 of the highest importance and there
15 an associated nsk If they are below standard For product
claims not covered by insurance, the costs that cannot
otherwise be recovered may be matenal to the Group

Certain of the Group's businesses benefnt from close
commercial relabonships with key customers. The loss

of certain of these key relationships whather through
cempetition censclidation or Insclvency could have a
matenal impact on the Group's results The Gmups top
len customers represent approximately 15% of totel Group
revenues. Cnerous contract conditions with key customers
could impact the Group's financial performance

The Group has a significant number of contracts with

a broad base of suppliars. In the currant economic
anvironmen! there is a nek that their access to creditor
adverse trading condibons could lead to an inability to
meet therr contractual commitrments to the Group  In
addition, upward pnce pressure from the supply chain
could erode profits The increasing use of supphers In low
cost economies could introduce ngks related to quahty

or responsible business practices. All this could have a
matsnal Impact on the Group's results

The Group operates in ighly competitive markets
Significant product innovations, technical advances or
the intensification of pnce compaetition could ol adversaly
affact the Group's results The Group s contihued euccess
depends upon 1ts ability 1o continue to develop and
produce new and enhanced products and sarvices oh

a cost-effectve and timely basrs in accordance with
custornar demands.

IM!s growth strategy 1s in part dependent on acquisitons
The execution and integration of acquisitions involves

a number of nske mncluding diversion of management’s
attention fmlure to retzun key personnel of tha acquired
business and nsks associated with unanticipated events or
habilites. The Group may also be subject to habilities as a
rasult of past or futura disposals.

A loss of key persannel or the inability of the Group to recrurt
and retan high calibre managers and engineenng talant may
lead to the Group not being able to implement its business
plans and strategy effectively and expenencing delays, or
increased difficulty, n the strategic development of the Group
including in developing and salting its products and semces.

The achievement of IMI s strategic objectives will recuire a
number of majer change projects i ansas of manufacturing
realignment, informaton tachnology improvements and
business recrganisations  Failure to deliver successful
major change projects in a timely manner coutd impact the
Group s financial performance

EXAMPLES OF MITIGATING ACTIONS

Gontinued focus on quality and satetly, including audits to
appropnate qualty standards

Processes to mitigate the reputational and lagal implications of any
fature

Maintenance of insurance cover for product hability claims
Upgrade of 1elent and focus on funchonal excellence m guaiity and
product development

Contract management resources for both sales and purchases

Collaborativa development of bespoke new produtts

Development of strong relationstups with new accounts to maintaih
a diverse portfolio across business sectors end geographic regions
Monitening of markets for advance warning of negative commercial
developments

Further investment in and developrment of Key Account
Management and Engineenng Advantage

Increase In resources dedicatad to legal contract review and
enhanced contract sign off procedures

Maonutonng of nsk and developmant of contingency plans to
mitigate the impact of any suppler failure or increased pnces
Review of supply base to reduce over-reliance on key supplers
Moves to new lower cost manufacturing faciities, ongoing review
of alternatve low cost economy based suppliers and, where
appropnate, supplier consohdation

Training end audit programime to validate suppliers’ business
processaes, quelity and standards

Insatrves and invastment in research and development targeted
to sustam the Group's Engineenng Advantage

Monitoning of competing markets and products, including
adjacent technologies, to faciitate early identification of potental
threats and development of contingency plans

Cost base reduction inihiatves including supplier rationalisation
&nd value engineenng

Prucesses for managing imvestment in research and development
including appropnate stage gatas for reviewing progress aganst
clearly-definad, often customer-driven, technical and commercial
objectives

Rigorous due diligence process with clear financial targets
Formal internal approval requirements

Appropnate business integration processes to ensure that the
Group's palicies, values, comphance and control framework are
adopted and embeddad

Investment 1n M&A, skills &nd rescurces 1o support the

growth strategy

Succession plans in place and regularly reviewed
Group-wide training and develapment programmes
Increasoed msources in emerging markets

Regular employoe—wide surveys and action plans targeted by
company or gaography

Upgrade of resources end talent m project management

Regular mwniaw of project progreasan by Executive

Enhanced nsk assessmen! process including full mitgation action
plans for all mayor change projects

The Board has considered the Group s nek eppetite and 1t 13 considered appropnate to achisve the Group's strategic objectives. The level of nak appetite vanes
according {0 the rewards associated with each of the above risk categones Risk appette s higher for new product development, emerging markst growth end

bolt-on sequisiions, in keeping with our objective for further stratagic convergence and 13 lower for employes safety and compliance with regutatory and business

ethics. The degree of nsk to be accepted on an operaticnal basis 15 managed through delegabion of authonty levels and ensunng consistency with The IMI Way
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IMI coiorerorrs
BOARD OF DIRECTORS

NON-EXECUTIVE DIRECTORS

TERRY GATELEY

Age 58, non-executive,
jomed the IMI Board in
2003

Terry Gateley began his
carger as a Chartered
Accountant and was In
pnvate practice with KPMG
until 1999, and since

then he has charred eight
pnvate equity businesses
He chairs the IMI Audit
Committee and 1s IMI’s
senior iIndependent director

Terry Gateley
36 Board reports

KEVIN BEESTON

Age 49, non-executive,
joined the IM1 Board in
2005

Kewvin Beeston 1s Charman
of Taylor Wirnpey plc and
also charrs three private
businesses, Parinerships

in Care Limited, Domestic
and General Limited and
Equinst Group He s also an
Operating Partner with the
global pnvate equity firm
Advent international

Kevin Beeston

ROBERTC QUARTA Chairman
Age 62, non-executive, joined the IMI Board in 2011

Roberto Quarta has significant management expenence
spanning a broad range of manufactunng and service
businesses with global operations Roberto 1s currently a
partner and Charman Europe of Clayton, Dutner & Rice,
where he has worked since 2000 He ts Chairman of the
Supervisory Board of Rexel SA, a non-executive director
of Foster Wheeler AG and Spie SA, and recently stepped
down from the Board of BAE Systems plc Roberto 1s the
head of the Nominations Committee

ANITA FREW

Age 54, non-executive,
joined the IM]1 Board in
2006

BOB STACK
Age 61, non-executive,
joined the IMi Board n 2008

Bob Stack is a non-axecutive
director of J Sainsbury plc
where he 1s Chairman of the
Remuneration Committee

He 1s a Trustee of Earthwatch
Europe and on the Board

of Earthwatch International
Past directorshups include
executive director of Cadbury
plc where he served for

12 years Bob charrs the
Remuneration Committee

Anita Frew 1s Charman
of Victrex plc, a sentor
non-executive director

of Aberdeen Asset
Management plc and a
non-executive director

of Lloyds Banking Group
plc  She was previously
an executive director of
Abbolt Mead Vickers pic
and Director of Corporate
Development at WPP Group
plc

Anita Frew Bob Stack



EXECUTIVE DIRECTORS

et —

DOUGLAS HURT

Finance Director

Age 55, joined IM! and the
Board in 20086

Douglas Hurt was previously
with GlaxoSmithKhine,
where he held both financial
and operational roles
including a number of

US and Buropean semor
management positions

He 1s a member of the
Institute of Chartered
Accountants Heisalsoa
nen-executive director of
Tate & Lyle plc

Douglas Hurt

ROY TWITE
Executive Director
Age 44, joined IMIin 1988

Roy Twite was appointed to
the Board in February 2007
Duning his career with IMI,
Roy has held a number of
senior roles in all five of
IMI's platform businesses
in 2011, Roy retamned
responsibility for Flud
Power, whilst accepting
the addiional management
accountability for the
Severe Service business

Roy Twite

MARTIN LAMB Chuef Executive

Age 52, joined IMI in 1986

Martin Lamb has been Chief Executive of IMI since 2001
hawving been appomnted to the Board 1n 1096  Martin, who
has an engineenng background, has worked for IMI

for over 25 years and has held a number of senior
management roles across the Group dunng this time He
Is also a non-executive director of Severn Trent Water plc

IAN WHITING
Executtve Director
Age 48, joined IMI in 2005

lan Whiting was appointed
to the Board in 2010 He
joned Control Components
Inc in 2605 from Novar plc
where he was President of
Novar Systems Americas
lan was previously President
of Severe Service and I1s now
responstble for leading IMi’s
emerging markeis business,
corporate development, the
rmergers and acquisitions
agenda and the Group
supply chain function

lan Whiting

SEAN TOOMES
Executive Director
Age 43, jomed IM} in 1985

Sean Toomes was
appointed to the Board

in 2011 He joined IMI

on a trainee programme
at Watson Smith, part of
the Fluid Power business
Sean 1s President of IMI’s
Indoor Chimate division,
and 1s accountable for
IMP’s responsible business
portfolio of complance,
health, safety and
environment, as well as the
continuing development
and promotion of our Key
Account Management
capabilities

Sean Toomes
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IMI BOARD REPORTS

DIRECTORS' REPORT

The directors present their report, together with the audited
financial statements for the year ended 31 December 2011

Business review

The Companies Act 2006 requires the Company to present
a business review in this report  The information that fulfils
the business review requirements can be found on pages 4
to 33 and page 46, which are incorporated into this report
by reference This Includes a review of the development
and performance of the business of the IM| group of
companies (the Group), including the financial performance
duning the financial year ended 31 December 2011, key
performance indicators, the pnncipal nsks and uncertainties
facing the Group and our nsk management processes

Principal activities

IMI plc 1s a global engineenng group focused on the precise
control and movement of fluds in cnoical applications

IMi plc1s the holding company of the Group  The Group's
businesses compnse five platforms organised into two
pnncipal activites Fluid Controls, compnsing Severe Service,
Fluid Power and Indoor Climate, and Retail Dispense,
compnsing Beverage Dispense and Merchandising The maimn
subsidiary companies operating within these two pnncipal
activites are listed on pages 130 and 131 The revenue,
profit and capital employed attnbutable to each of these
businesses 1s shown tn note 2 on pages 85 to 87

Results and dividend

The Group consohidated income statement 1s shown
on page 70 Segmental operating profit amounted to
£374 1m (2010 £319 7m) and proftt before taxation
amounted to £301 4m (2010 £306 1m)

The directors recommend a final dividend of 19 Op per
share (2010 17 Op per share} on the ordinary share capital
payable, subject to shareholder approval, on 21 May 2012
to shareholders on the register at the close of business on
13 Apnl 2012  Together with the intenm dividend of 11 Op
per share paid on 14 October 2011, this final dividend will
bnng the total distnbution for the year to 30 Op per share
(2010 26 Op per share)

Research and development

Expenditure on research and development in the year
was £43 2m (2010 £41 9m), of thts amount £4 4m
(2010 £5 Om) has been capitalised

Shareholders’ funds

Shareholders' funds increased from £525 7m at the end of
2010 to £564 8m at 31 December 20711
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Share capital

As at 31 December 2011, the Company's share capital
compnsed a stngle class of share capital which is divided
into ordinary shares of 25p each Details of the share
capital of the Company are set out I1n note 22 to the
financial statements on pages 119 and 120 The ordinary
shares are hsted on the London Stock Exchange

The Company has a Level 1 American Depositary Receipt
{ADR) programme for which Citbank, N A. acts as
depositary The ADRs are traded on the US over-the-
counter market under the symbol IMIAY, where each ADR
represents two ordinary shares

As at 31 December 2011, 3,831,120 shares are held in an
employee trust for use in relation to certan executive
incentive plans representing 1 2% of the 1ssued share
capital (excluding treasury sharas) at that tme The voting
rights attached to shares held in the employee trust were
not exercised dunng the year

Dunng the year, 310,310 new ordinary shares were 1ssued
under employee share schemes 150,563 under the all
employee share ownership scheme and save as you earn
plans and 159,747 under executive share plans Shares
acquired through Company share schemes and plans rank
equally with the shares in 18sue and have no special nghts

The nghts and obligations attaching to the Company's
ordinary shares are set ocut In the Company's articles of
association, copies of which can be obtained from
Comparues House In the UK or by writing to the Company
Secretary Subject to apphcable statutes, shares may be
issued with such nghts and restnctions as the Company
may by ordinary rasolution decide or (if there 1s no such
resclution or so far as it does not make specific provision)
as the Board may decide

Holders of ordinary shares are entrtied to receive the
Company’s report and accounts, to attend, speak and vote at
general meetings of the Company, and to appoint proxies to
exercise ther nghts Holders of ordinary shares may receive
a dividend and on a hquidation may share in the assets of the
Company Subject to meeting certain thresholds, holders of
ordinary shares may requisition a general meeting of the
Company or propose resolutions at annual general meetngs
Voting nghts for ordinary shares held in treasury are
suspended and the treasury shares carry no nghts to receive
dividends or other distnbutions of assets




There are no restnctions on the transfer of ordinary shares
in the Company other than

e certain restnctions as may from time to time be
imposed by laws and regulations (for example insider
trading laws), and

@ pursuant to the Company's share dealing code whereby
the directors and certain employees of the Company
require approval to deal in the Company’s shares

The Company 18 not aware of any arrangements between
shareholders that may result in restnctions on the transfer of
ordinary shares or on voting nghts MNone of the ordinary
shares cames any special nghts with regard to contro} of the
Company The cnly restnctions on voting nghts are those
that apply to the ordinary shares held in treasury, as
described above Electronic and paper proxy appointments
and voting instructions must be received by the Company’s
registrars not later than 48 hours before a general mesting,
or any adjournment thereof

Own shares acquired by the Company

At the annual general meeting of the Company heid on

6 May 2011 authonty was given for the Company to
purchase up to 48,116,000 of its ordinary shares of 25p
each The Company did not use this authonty to make any
purchases of its own shares dunng the period At the next
annual general meeting of the Company, sharcholders will
bs asked to give a similar authonty, details of which are
contained in the separate circular

As at 31 December 2011, 19,124,700 ordinary shares
(nominal value £4,781,175) were held in treasury
representing 696 of the 1ssued share capital (excluding
treasury shares) at that time

Substantial shareholdings

Information prowided to the Company pursuant to the
FSA's Disclosure and Transparency Rules 1s published on a
regulatory information service As at 31 December 2011,
the following voting interests in the ordinary share capital
of the Company, disclosable under the Disctosure and
Transparency Rules, had been notified to the Company

BlackRock, Inc 1081%
Standard Life Investments Limrted 902%
Amernprise Financial, inc 4 99%
AXA Investment Managers UK Limited 4 86%

Newton Investment Management Limited 3 96%
Legal and General Group plc 386%

During the penod from 31 December 2011 to 1 March 2012
the Company was notified that the interests of BlackRock,
Inc had changed to 9 979%, Standard Life Investments
Limited had changed to 8 92% and Amerprise Financial,
Inc had changed to 5 0296

As far as the Company I1s aware, there are no persons with
significant direct or indirect holdings in the Company other
than those noted above

Statement on corporate governance

The required disclosures are contained in the Corporate
Governance Report on pages 42 to 47 and are
incerporated into this report by reference

Employment policies

The Group continues to support employee invelvermnent at
all levels in the organisation and strongly encourages each
of its businesses to keep its employees informed on Group
and individual business developments and to make its
employees aware of the financial and economic factors
affecting the performance of the business in which they
work, using their own consultation and communication
methods A European Works Council has been in
operation since 2003 and meets at least once a year to
exchange views on pan-European issues facing the Group
At the date of this Annuaj Report, there are 15 members of
the European Works Council compnsing 13 employee
representatives nomnated from among employees from
each of our European businesses, covenng 11 countnes,
with the balance being Company appointees The Group's
financial results and important inihatives such as health
and safety, traiming and development, and employee
engagement are communicated through a number of
mechantsms including the Works Council, newsletters and
intranets for the individual businesses and the Company’s
website and ‘town half’ meetings

Share schemes are a long established and successful part
of our total reward package, encouraging and supporting
employee share ownership Full details of employee share
schemes are set out in the Remuneration Report onh pages
48 to 67 and 1n note 20 to the financial statements on
pages 115t0 118

A number of people development initiatives are co-
ordinated across the Group, which are based on the
Company’s values of excellence, innovation and integrity
These inthiatives include succession and development
planning, leadership development programmes, the IM]
graduate programme and the embedding of the
‘Leadership Bluepnnt’, our competency model, in
recrutment and selection, performance management
processes, and traiming programmes These inifiatives and
the Company’s approach to employee investment and
talent development are explained on page 33
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IMI BOARD REPORTS

DIRECTORS’ REPORT

Our policy on employee dversity and equal opportunity Is
to comply with relevant legislation in the countnes in which
we operate and to actively promote our diversity goal

to recruit the very best people to execute our strategic
pnortties and to reflect the diverse nature of our globat
business We ensure that our talent pipelines are

diverse, for example our Global Graduate Programme
includes psople from more than 20 countnes, with, in
recent years, over 40% of our graduate mntake besng
fermate At all levels we are focused on increasing our
diversity as reflected in the appointment of our new
Chasrman, Roberto Quarta and our long-standing female
non-executive director, Anita Frew When recruiting we
strive to ensure that our shortlists of candidates are diverse
and that our people are trained to avoid bias in the process
in order to ensure fair selection critena Cur training
programmes for seror and middle management (the IMI
Academy, Management Fundamentals and the IMI Leaders
Boot Camp) include selection and interview training

One way we measure progress 1s through the Employee
Engagement Survey The 2011 survey confirmed that over
80% of cur employees feel tughly valued and respected

for the diversity they bring to the business and the
opportunities they have within our mertocracy

Health, safety and the environment

It 1s Group policy to maintain heaithy and safe working
conditions and to operate In a responsible manner with
regard to the environment Information on our key
performance indicators in this area 1s given on pages 15
and 30 and further information s avallable on page 29
and on our website www imiplc com

Policy and practice on the payment of trade creditors

Operating urits are responsible for setting terms of payment
when agreeing the terms of each business transaction,
ensuring that supplers are made aware of the terms of
payment and abiding by such terms, subject to the supplier
performing to its obligations IMI plc ts a holding company
and has no trade creditors

Donations

£214,000 was given dunng 2011 (2010 £180,000) for
chantable purposes. The Group supports a range of
selected national charties and smaller charitable
organisations operating in communities where the Group
has a presence Our approach to chantable and other
donations 1s explained on pages 32 and 33 No poltical
donations were made dunng the year
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Directors

The membership of the Board and biographical details of
the directors are given on pages 36 and 37 and are
incorporated into this report by reference Roberto Quarta
was appointed to the Board initially as a non-executive
drrector with effect from 1 June 2011, before taking over as
Chairman from Norman Askew who retired from the Board
on 31 October 2011 Sean Toomes was also appointed to
the Board as an executive director on 1 June 2011

The rules for the appointment and replacement of directors

are set out in the Company’s articles of association \
Each new appointee to the Board 18 required to stand for \
election at the next annual general meeting following thesr
appointment and Roberto Quarta and Sean Toomes will
seek election having been appointed to the Board dunng
the year In addition, the Company's articles of assoctation
require each director to stand for re-etection at least once
every threa years Howaver, in accordance with the new
provision contained in the UK Corporate Governance
Code, all continuing directors will submit themselves for
re-election at the next annual general meeting and are
recommended for re-election Changes to the articles of
assoclahon must be approved by a special resolution of
the shareholders (75% majorty required) in accordance
with the legisiation in force at the time

The Company maintans drectors’ and officers’ liabilrty
insurance and all directors of the Company benefit from
qualfying third party mdemnity provisions which were in place
dunng the financial year At the date of this Annual Report
there are such indemnity arrangements with each director in
respect of the costs of defending civil, cnminal and regulatory
proceedings brought agaunst them, in their capaciy as a
director, where not covered by insurance and subject always
to the imitations set by the Companies Act 2006

Directors’ powers

The powers of the directors are determined by UK
legislation and the articles of association of the Company
In force from time to time  The directors have been
authorised to allot and 1s5ue ordinary shares and to make
market purchases of the Company’s ordinary shares
These powers are exercised under the authority of
resolutions of the Company passed at its annual general
meeting Further details of authonties the Company 1s
seeking for the allotment, 15sue and purchase of its
ordinary shares are set out in the separate circular
containing the notice of the annual general meeting



Directors’ interests

The interests of the persons (including the interests of
any connected persons) who were directors at the end of
the year, in the share capital of the Company, and their
interests under share option and incentive schemes, are
shown on pages 64 to 65 and on page 67

Essential contracts and change of control

The Group does not have any single contract or other
arrangement which i1s essenbal to its business taken
as a whole

The Company and its subsidianes are party to a number of
agreements that may allow the counterparties to atter or
terminate the arrangements on a change of control of the
Company following a takeover bid, such as commercial
contracts and employee share plans Other than as
referred to in the next paragraph, none of these 1s
considerad by the Company to be significant in terms

of its likely impact on the Group as a whole

In the event of a change of control of the Company, the
Group's main funding agreements allow the lenders to
renegotiate terms or give notice of repayment for all
outstanding amounts under the refevant faciities In the
current economic chimate this could have a significant
effect on the hquidity of the business

The Company does not have agreements with any director
or employee that would provide compensation for loss of
office or employment specifically resutting from a takeover,
although prowisions of the Company’s share schemes
include a discretion to allow awards granted to directors
and employees under such schemes to vest in those
circumstances

Going concern

A statement in relatron to the adoption of the going
concern basis in prepanng the financial statements
appears on page 27 and 1s incorporated into this report
by reference

Disclosure of information to auditor

Each director confirms that, so far as they are each aware,
thera 13 no relevant audit information of which the
Company's auditor 1s unaware, and each drector has
taken all the steps that he or she ought to have taken as a
director to make himself or herself aware of any relevant
audit information and to establish that the Company’s
auditor 1s aware of that information

Cautionary statements

The business review and cther content of this Annual
Report have been prepared for and only for the members
of the Company as a body and no cther persons

Netther the Company nor its directors or officers accept or
assume responsibility to any person for this Annual Report
beyond the responsibilthies ansing from the production of
this Annual Report pursuant to and for the purposes
required by UK legisiation

Sections of this Annual Report may contain forward-looking
statements about the Group, including, for example,
statements relating to future demand and markets for the
Group's products and serices, research and development
relating to new products and services, tax rates, iquidity
and capital resources and implementation of restructunng
plans and efficiencies Any forward-looking statements are
by ther nature subject to numerous nsks and uncertainties
that could cause actual resufts to differ matenally from those
expressed or implied by such statements depending on a
vanety of factors, including, for example, those descnbed in
this Annual Report under the heading ‘Principal nsks and
uncertanties’ iMI undertakes no obligabion to update any
forward-locking statements whether as a result of new
information, future events or otherwise Nothing in this
Annual Report should be construed as a profit forecast

Annual general meeting

The annual general meeting will be held at the Hilton
Birmingham Metropole Hotel, National Exhibition Centre,
Bimingham on Fnday 4 May 2012, commencing at nocon
Notice of the meeting will be sent to shareholders as a
separate circutar

Auditor

Resolutions tor the reappointment of Ernst & Young LLP as
auditor of the Company and to authonse the directors to
determine their remuneration will be proposed at the next
annual general meetthg

By order of the Beafd

John O'Shea

Company Secretary

1 March 2012

IMI plc 1s registered in England No 714275
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IMI BOARD REPORTS

CHAIRMAN'S GOVERNANCE INTRODUCTION

| became Charrman in November 2011, following the retrement of Norman Askew As Charrman, | intend to play a leading
role in shaping the governance agenda and taking the Company forward

First, | would fike to pay tnbute to Norman Askew for his excellent stewardship of the Company dunng his six years as
Chairman His legacy includes an open and engaged Board working within a well developed corporate governance
structure, all of which together provide firm foundations to build on for the future

To help me assess and find ways to tmprove Board effectiveness, | arranged workshops with the non-executive directors
and with the executives, both of which were facilitated by an external consuitant 1 will be using this input to develop
some changes In practice amed at enhancing the role of the Board A full, externally facilitated Board evaluation exercise
will be conducted later in the year

On the non-executive side of the Board, we have a strong team of four independent directors with vaned backgrounds
and expenence They have all been IM| directors for several years and afl are famihar with the businesses and enjoy
opportunities for contact with the wider management group at formal Board meetings, management conferences and
vists to IMI factities In 2011 the non-executives and | have each visited a number of facilites around the Group

In January 2012 most of the non-executive team agamn joined the top senior managers at IMi's annual senior management
conference, which was held in Milan and combined with visits to [M| operations in ltaly

I am keen to engage with shareholders and have already met with a number of larger institutional investors since my
appointment in the autumn | look forward to meeting many more shareholders at the forthcoming annual general
meeting

rto Quarta

Chairman
1 March 2012
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THE BOARD'S CORPORATE GOVERNANCE REPORT

Set out below 18 the Board's formal report on corporate governance

Compiiance Statement

The Board 1s committed to lhigh standards of corporate governance and confirms that throughout the year ended 31
December 2011 the Company has applied the pnnciples of good governance contained in the UK Corporate Governance
Code (the Code) and comphed with its best practice provisions as set out betow in the Board’s report on corporate
governance and in it Remuneration Report on pages 48 to 67 The Board is able to report compliance with the Code
throughout 2011, subject to the need to fill one vacancy for a non-executive director which arose i November 2011

The Board

At the end of the year the Board compnsed ten directors the Charman, Chief Executive, four independent non-executive
directors, the Finance Director and three operational executive directors Changes in the composttion of the Board dunng
the year are noted below and in the Directors’ Report In order to balance the mix of non-executive and executive
directors, at least one additional non-executive director 1s to be appointed and a search 1s underway

The non-executive directors are all free from any business or other relationship which could matenally interfere with the
exercise of their independent jJudgement All of them meet the critena for Independence under the Code and are regarded
by the Board as independent of the Group's executive management The Chairman, Roberto Quarta, was also regarded
as independent at the date of his appointment to the Board Terry Gateley 1s the senior independent director The non-
executive directors are from varnied backgrounds and bring with them a wide range of skills and expenence of senior
management in commerce and industry Biographical details of the current directors are shown on pages 36 and 37

In line with the Code, all continuing directors submit themselves for re-election at annual general meetings

The Board provides leadership, direction and governance for the Company and oversees business and management
performance In December 2010, the Board adopted a Corporate Governance Framework which defines Board roles and
includes the hist of matters reserved to it and written delegations of authority for its committees and the executive
management Board reserved matters include strategy and key areas of policy, major operational and strategic nsks,
significant iInvestment decisions and matenal changes in the organisation of the Group The Board reviews budgets,
forecasts and plans for the businesses of the Group on an annual basis Quarterly meetings of the Board consider
detalled financial and management reports on the operational and strategic progress of the Group, as well as regularly
traclung changes in nsk assessment and controls Senior executives from around the Group are regularly invited by the
Board to attend meetings to make presentations and join in discussion

The Company's articles of association include certain provisions relevant to the activity of the Board and its committees
and can be viewed on the Company website These provisions include requirements for disclosure and approval by the
Board of potential conflicts of interest These procedures apply, inter alia, to external directorships and it 1s the Board’s
view that they operated effectively duning the year under review

There 15 a clear division of responsibility between the Chairman and Chief Executive, which is reflected in the written
Corporate Governance Framework approved by the Board In summary, the Chairman is responsible for the leadership
and effectiveness of the Board but does not have any executive powers or responsibilites The Chief Executive leads the
executive management team in running the businesses and implementing operating and strategic plans under authonty
delegated by the Board

The five executive directors are the Chief Executive, Martin Lamb, Finance Director, Douglas Hurt, and three operational
executives, Sean Toomes, Roy Twite and lan Whitng Changes in executive responsibilities were announced effective
from 1 September 2011 Roy Twite, in addition to continuing 1n his role as President of Fluid Power, assumed
responsibiity for the Severe Service businesses lan Whiting, has responsibilities for corporate development, including
M&A and developing IM)’s interasts in the emerging markets, and for the Group procurement function Sean Toomes runs
the Indcor Climate business and has functional responsibility for compliance, environmental, health and safety matters

Non-executive directors are supported in becoming familiar with the businesses dunng and after induction and there s
regular contact between management and non-executive directors dunng site visits and formal meetings and events hke
the annual management conference. The Chairman 1s responsible for ensuning that the Board meetings operate to an
appropnate agenda, and that adequate information 15 provided sufficiently in advance of meetings to allow proper
consideration He 1s supported by the Company Secretary, who also assists in ensunng that the Board operates in
accordance with good corporate governance under the Code and relevant regulatory requirements The Company
Secretary acts as secretary to all of the standing committees of the Board The Board has a recognised procedure for
any director to obtain independent professional advice at the Company’s expense and all directors have access to the
Company Secretary who Is a solicitor

The Board met on mine occasions dunng the year including four quarterly reviews, strategy discussions, visits to
operations and meetings convened for special purposes as the need arose All members of the Board were in attendance
at each of the meetings held dunng their tenure save that Kevin Besston, Douglas Hurt and Roy Twite missed one special
purpose meeting but none of them missed a quarterly or strategy meeting
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THE BOARD’'S CORPORATE GOVERNANCE REPORT

The Board {continued)

The non-executive drectors met indimdually and as a group with the Chairman on a number of occasions during the year
The servor independent director, Terry Gateley, met with the other non-executive directors in the absence of the Chairman,
inter alia, to review the Charrman’s performance as contemplated by the Combined Code

Board induction, continuing professional development and evaluation

A farmal induction process for new directors has been well established for several years and s the responsibiiity of

the Chairman with support from the Chief Executive, Company Secretary and the Group Human Resources Director

A revised, standard induction programme for new directors has been set by the Chairman following his own expenence of
joining the Board in 2011 Duning and after induction directors are expected to visit business units around the Group

and to mest with operating management and corporate staff Appropnate coaching and access to training and other
continuing professional development 1s available to alt directors and all directors participated in some appropnate training
during the year at Board meetings

In ine with the Code, the Board has agreed that the Chairman should arrange an externally facilitated evaluation process
at least once every three years starting from 2012 An internal evaluation of the Board and its committees was completed
in 2011, the results of which the Chairman reported to the Board This process included questionnaires and appropriate
tace to face discussions including individual mestings between the Chairman and the non-executive directors

In addition, the other directors met with the serior independent director regarding the performance of the Chairman

The Board received the findings of the evaluation in March 2011 and the directors confirmed that the Board 1s fulfiling

its responsibiiities appropnately  The evaluation concluded that the Board and its committees were effective and that
each director demonstrated a valuable contribution The contnbution and performance of the directors, all of whom are
standing for election or re-election at the 2012 annual general meeting, 1s further commented on i the notice of the
annual general meeting

Following his appointment as Chairman in Novernber 2011, Roberto Quarta held Board effectiveness workshops with an
external faciitator as mentioned in the introduction on page 42

Standing committees of the Board

The starding committees of the Board are the Audit Committee, the Remuneration Committee, the Nominations
Committee and the Executive Commuttee Each of these committees operates under written terms of reference which
clearty set out their respective delegated responsibilities and authorittes  The full terms of reference of these committees
were updated in December 2010 and are part of the Corporate Governance Framework which appears on the Company
website The committees report to the Board on their work, normally through thetr respective Chainman, at quarterly or
more frequent intervals as approprate

Audit Committee

The Audit Committee 1s chaired by Terry Gateley All of the other independent non-executive directors were also
members of the Audit Comrmittee throughout the year Terry Gateley 1s a qualified Chartered Accountant and has
significant recent and relevant financial expenence The committee acts in an oversight role In respect of the financial
statements and reports that are prepared by executive management The committee received reports from the external
auditor who attended its meetings when required to do so  The committee’s work included reviewing the financial
statements, accounting policies, significant 1ssues of jJudgement and, as described below under the section headed
Internal Control starting on page 47, it looked at the effectiveness of internal financial controls The committee approved
the proposed external audit approach and scope as well as the internal audit programme  The committee takes a nsk
based approach to audit and other assurance activity

The committee considered the independence and objectnity of the external auditor (n assessing auditor independence
the committee had regard to the Smith Guidance for audit committees and required the auditor to confirm that ts ethics
and independence policies complied with the requirements of the Institute of Chartered Accountants in England and
Wales The Group policy on the use of the audtitor for non-audit work 1s monitored by the committee and requires
approval by the Chairman of the commuttee for any non-audit engagement where fess exceed £150,000 and does not
allew work to be placed with the auditor if it could compromise auditor independence, such as functioning in the role of
management or auditing its own work The committee also receives reports from and momitors the work of the internal
audit funcbon, known as the ‘IMI Group Assurance Department’, and reviews the operation of the Group whistle-blowing
policy and the independent hotiine (www imihotine com) During the year the committee receved an independent report
on the effectiveness of the internal assurance function and will be monitenng progress of the implementation of agreed
recommendations

The committee surveyed the main subsidianies to assess the performance and efficiency of the external auditor and
belteves the work has been satisfactory The commitiee recommended and the Board approved the proposal to
reappomt Emst & Young as the external auditor at the forthcoming annual general meeting Ernst & Young was first
appointed as auditor in 2009 following a formal selection process The term of appointment Is annual and there are no
contractual restricttons on the committee's choice of auditor

Board reports






The committee met on four occasions dunng the year with all members in attendance Minutes and papers are normally
circulated to all members of the Board The commuttee normally calls upon the Chaiman, all of the executive directors,
the Group Financial Controller and the Group Assurance Director to attend meetings but holds at least part of several
meetings each year alone with the audrtor and Group Assurance Director The committee reviewed its own performance
and terms of reference and approved the foregoing report on its work

Remuneration Committee

The Remuneration Committee 1s chaired by Bob Stack and he, Kevin Besston, Anita Frew and Terry Gateley were all
members of the Remuneration Committee throughout the year Norman Askew was a member until his retirerment on

31 October 2011 and Roberto Quarta joined the committee on 1 June 2011 The commsttee’s main responsibilities are

to determine the remuneration policy and individual terms and condittons in respect of the executive directors including
new appointments and to set the Chairman’s remuneration As well as salary and annual bonuses, the committee 1s
responsible for the structure and leve! of the performance related elements of executive remuneration and other benefits
The committes also reviews the packages of those at the next most senior leve! of management and has regard to pay for
employees across the Group when determining executive remuneration  The committee met on six occasions during the
year with all members in attendance External consultants are engaged by the committee to provide independent advice
and the Chief Executive, Finance Director and the Group Human Resources Director attended its meetings when required
The committee reviewed its own performance and terms of reference and approved the foregoing summary report on its
work More details in respect of remuneration matters are given in the Remuneration Report

Nominations Committee

The Nominations Committee comprises the Chairman, Roberto Quarta who charrs the committee, all of the independent
non-executive directors and the Chief Executive Norman Askew was committee chairman until he retired on 31 October
2011 and was succeeded by Roberto Quarta, who joined the committee on 1 June 2011 Dunng the year the committee
reviewed the composition of the Board and its committees and made nominations for appointments to the Board and its
committees External consultants are engaged by the commuittee in relation to any search for successor non-executives
Appointments of non-executives are made on the basis of a standard form of appomntment letter Each non-executive
director and the Charrman were appointed on the basis of a stated mimimum time commitment judged appropnate by the
committee The committee considers that the time given by each non-executive was sufficient  The committee also
reviewed the roles of the non-executive directors and during the year it made recommendations, which were approved by
the Board, concerning the appointment of Sean Toomes as an executive director The committee met on six occasions
during the year with all members in attendance Dunng the year the committee spent a substantal part of its time on
executive talent development and succession ptanmng The senior independent non-executive director, Terry Gateley,
led the search for the new Company Chairman atong with the other members of the committee, excluding the outgoing
Chasrman, and external search consultants were engaged for this purpose

In response to Lord Dawies’ report on Boardroom Diversity, the Company i1ssued a policy statement, approved by the
committee and the Board, which appears on the corporate website Our policy I1s to recruit the very best people to
execute our strategic pnorries and to reflect the diverse nature of the global footprint of our businesses, reflecting the
location of our customers and markets We will continue to review the compositton of our management teams and
Board to ensure that we have the nght mix of skills and expenence while mamntainmg our effectiveness and execution
capabilites We will seek a diverse pool of the best quality candidates to draw from, both internally and when recruiting
externally, to maximise the continuing effectiveness of the Company At Board level, there are three nationalities, one of
four non-executives 1s female and there 1s a broad mix of backgrounds and expenence

The committee reviewed its own performance and terms of reference and approved the foregoing report on its work

Executive Committee

The Executive Committee of the Board is chaired by the Chief Executive and consists of all the executive directors and
the Group Human Resources Director The secretary to the committee 1s the Company Secretary Senior executives

and line managers from around the Group are regularly called upon to attend meetings of the Executive Committee

It normally meets monthly and more often as may be required and all members attended at least ten of the twelve
meetings 0 the year, several of which were held over two days The committee 1s the senior management body and

as part of its broad remit it wili monitor performance, review progress aganst strategic cbjectives, consider business
management issues and formutate budgets and proposals on strategy, policy and resource allocation for consideration by
the Board It also acts as the nsk commuttee of the Board and receives regular reports on health and safety, comphance
and legal and corporate affairs Its minutes are circulated to all members of the Board The committee reviewed its own
performance and terms of reference and approved the foregoing report on its work

Investor relations

The annual general meeting 1s regarded by the Board as an important opportunity to meet and communicate with
shareholders, particularly private investors The 2011 annual general meeting was chared by the Chairman, and attended
by the chairmen of the standing committees of the Board and all of the other directors  The Chairman encouraged debate
and questions at the formal meeting and informally dunng refreshments afterwards
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THE BOARD'S CORPORATE GOVERNANCE REPORT

Investor relations (continued)

Each substantally separate 1ssue was put to the 2011 annual general meeting as an individual motion and the meeting
was invited to adopt and approve the financial statements and the Directors’ Report for 2010 A separate resolution for the
approval of the Remuneration Report was also put to the meeting Notice of the 2011 annual general meeting was 1ssued
more than twenty working days in advance and the level of proxy votes lodged for and against each resolution, together
with details of abstentions, were disclosed at the meeting and are shown on the Company’s website The Board values
its good relations with shareholders and resolutions proposed at the 2011 annual general meeting received great support

In addition to the Annual Report, the Company tssues preliminary results and intenm results announcements in March and
August, respectively, as well as, Intenm management statements The Company websrte includes recordings of certain
key presentations made by senior management, recent annual and interirm reports, intenm management statements, other
corporate announcements and hinks to the websttes of Group bustnesses The Company has arranged a dealing service
for the convemence of sharsholders with Equiniti (details are shown on page 134) A sponsored Level 1 Amencan
Deposttary Receipt programme was established on 16 February 2011 for which Citbank, N A acts as depositary {details
on page 134)

The Board as a whole seoks to mantain a balanced understanding of the 1ssues and concerns of major shareholders and
to assist them in the stewardship of therr investments Dialogue s maintained with shareholders and the executive
directors meet regularly with mstitutional investors The Chief Executive and Finance Director have pnmary responsibility
at board level for Investor relations and repott therecn to the Board at least quarterly They are supported by the Investor
Relations Director, Will Shaw

In addion, financial analysts’ notes are circutated to the directors and regular feedback reports from the Company’s
brokers are supplemented by periodic, independent surveys of major investors’ views The Chairman, senior independent
director and other non-executives do meet with major shareholders upon request, and will do so If any of them considers
It appropriate informal meetings of this type did take place in 2011 and there were also consultations with the larger
sharehclders and institutional shareholder representative bodies in respect of remuneration matters

Information about share capital, substantial shareholdings, voting and other nghts of shareholders, directors’
appointments, removal and powers 1s set out in the Directors' Report on pages 38 to 41

Risk management processes

The Board has assigned specific responsibility to the Executive Committee to act as the nsk committee of the Board
This 1s a key feature of the remit of the Executive Committee, which 1s part of the IMI Corporate Governance Framework
The Executive Committee 1s responsible for implementing and moritoring internal controls and other elements of sk
management systems in respect of which the Board has oversight

The annual strategic nsk review process 1S Integrated into the annual forecasting and business planning requirements of
the Group and monitonng and updates are carmed out between annual reviews Each operating unit and corporate
function 1s therefore required to undertake a regular process of business rnisk assessment and reporting  The President of
each business division has appointed a Risk Champion with responsibility for embedding the Group risk assessment
process In their business The businesses' nsk reports, ncluding mihigation acton plans for significant nsks, are reviewed
by the most senior executive within the relevant business and then considered by the Group Assurance Director who puts
regular reports to the Executive Committee, which in turn submuts a full annual nsk review and at least two updates each
year to the Board The other corporate functions go through a similar process and their input 1s reflected In these reports
The Charrman and Terry Gateley, the senior iIndependent non-executive and chair of the Audit Committee, attended the
Executive Comnuittee’s annual nsk review meeting The divisional business Presidents present their strategic nsks to the
Board as part of the annua! business plan session and the Board explicitly considers the nsks associated with the
Company's strategic objectives The Executive Committee also reports to the Board on major business and other nsks
involved in specific Investment decisions including acquisitions

Dunng the year the Board received reports on nsk 1ssues from the Executive Committee and reviewed the effectiveness of
the Group's system of internal contrel in relation to financial, opsrational and compliance controls and risk management

In addition, the Audit Committee considered and reported to the Board on the financial aspects of internal contro!  The
Audit Commitiee also reviewed the nature and scope of the external audit and the internal audit work camed out by the
IM) Group Assurance Department The Remuneration Committee conducted a review of incentive arrangements with
reference to their alignment with strategrc objectives and appropnate nsk-taking

Through these processes significant nsks are identified, assessed and ranked according to ther probability and

matenality and, following Executive Committee review, the Board considers what measures are appropnate h order to
mitigate, transfer or avoid such nsks  Risk appetite across the range of strategic objectives of the Group was also
raviewed by the Board Pnncipal nsks and uncertainties are described on pages 34 to 35

Financial reporting processes

The use of the Group accounting manual and prescnbed reporting requirements by finance teams throughout the Group
are iImportant in ensunng that the Group's accounting policies are clearly established and that information 1s appropnately
reviewed and reconciled as part of the reporting process The use of a standard reporting package by
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all entities in the Group ensures that information I1s presented in a consistent way that faciliiates the production of the
consolidated financial statements

Internal control

The Board has responsibiity for oversight of the Group’s system of internal control and confirms that the system of
internal control takes into account the Combined Code and relevant gudance as updated in 2005 by the Financial
Reporting Council {the “Turnbull Guidance’)

In the IMI Gorporate Governance Framework the Board has clearly defined th writing those matters which are reserved to
it and the respective defegated authorties of its committees and it has also set written mits of authonty for the Chief
Executive and the Executive Committee The Group has a clear organisational structure and well established reporting
and control disciplines  Managers of operating units assume responsibility for and exercise a high degree of autonomy in
running day-to-day trading actiittes  They do this within a framework of clear rules, policies and delegated authorihes
regarding business conduct, approval of proposals for investment and matenial changes in operations and are subject to
regular seruor management reviews of performance

All operating units prepare forward plans and forecasts which are reviewed in detail by the Executive Committee and
consolidated for review by the Board Performance against forecast 1s continuously monitored by the executive directors,
reviewed at monthly meetings of the Executive Committee and on a quarterly basis by the Board Mimimum standards for
accounting systems and controls, which are documented and monitored, are promulgated throughout the Group  Certified
quarterly reports are required from sentor executives of operating units, confiming compliance with Group financial reporting
requrements There is also a central internal audit function, the IMI Group Assurance Department, which operates a roliing
programme of internal assurance reporting and reviews These include on site reviews of selected operating units which are
camed out by the IM{ Group Assurance Department Additionally, vistts to operations are carried out by senior Group
finance personnel These internal assurance processes are co-ordinated with the external auditor

Captal Investments are subject to a clear process for investment appraisal, authonsation and post-investment review,
with major investment proposals referred for consideration by the Executive Committee and, according to therr matenality,
to the Board In addition, the Executive Committee and the Board regularly review the operation of corparate policies and
controls In relation to ethics and compliance matters, treasury activities, environmental 1ssues, health and safety, human
resources, taxation, insurance and pensions Compliance and audit reports are made to the Board, and to the Audit
Committee and the Executive Committee, to enable control 1ssues and developments to be monitored

Control processes are dynamic and continuous tmprovements are made to adapt them to the changing nsk profie of
operations and to implement proportionate measures to address any identified weakness in the internal control system
More information n relation to risk 1s given above under the heading Risk management processes

Through the procedures outlined above the Board has considered the effectiveness of all significant aspects of mternal
control for the year 2011 and up to the date of this Annual Report The Board believes that the Group’s system of internal
control, which s designed to manage rather than eliminate rigk, provides reasonable but not absolute assurance against
material misstatement or loss

Business model

A description of how the Group preserves and generates value and the strategy for delivenng its long-term objectives 1s
given in the Business Overview section on pages 4 to 5and 10to 15

Responsible business

A major ethics and compliance programme, known as The IMi Way, has been adopted across the Group and 1s led by the
Group Complance Manager, Jo Morgan Reports on comphance and The IMI Way programme are considered at every
regular meeting of the Board and the Executive Committee

The Board takes account of the social, environmental and ethical impact of its decisions and The IMI Way Code of
Responsible Business incorporates a senes of corporate policies and standards for responsible business across the
Group At a Group level, responsible business activity 1s co-ordinated through a steering group chared by Sean Toomes
and key issues of corporate social responsibility are identified, monitored and addressed through the Group's general
business processes and nsk management framework

The Company satisfies the FTSE4Good global corporate responsibility critena and has been awarded membership of

the FTSE4Good Index In addition, IMI has membership of the Dow Jones Sustainability Index and 1s a signatory to the
UN Global Compget  More information on corporate social responsibility matters i1s given on pages 28 to 33 and on the
Company websit

By order of the B
John O’Shea
Company Secretary
1 March 2012
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REMUNERATION REPORT

1. Overview

This section of the Remuneration Report is not required to be audited

In its 2011 annual review the Remuneraton Committee concluded that the current remuneration strategy and structure
remain appropnate and provide strong alignment with the creation of shareholder value and an appropnate balance
between long-term and short-term reward The reward programme 1s compatible with the Company's approach to risk,
and remnforces the Company’s values and behaviours defined in The IMI Way The commiitee 1s encouraged by the
excellent results achieved by the business and regards performance related pay as a cntical element of remuneration and
a driver of success

Against a global backdrop of political, economic and market instability, IMI management has achieved a record segmental
operating performance and adjusted earnings per share growth and upper quarile relative shareholder returns

Achievements in 2011
Year on year

2011 growth %
Segmental revenue £2,135m 5%
Segmental operating profit £374.1m 9%
Segmental margin 17 5% n/a
Cash conversion 88% n/a
EVA £200 6m 2%
Adjusted EPS 81 5p 23%
“on an organic basis
200 Segmental operating margin
180 167% 17 5%
160
14 0%
120
o 105%
100 g2 98%
380 77%
60
40
2.0
00

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2014

The committee 1s confident that the rewards for this success are appropniate and well-deserved A review of remuneration
decisions and proposals 1s set out below

¢ Base salanes: modest increases of up to 2 8% in executive salaries have been made for 2012 taking into account
in particular the financial performance of the businesses, economic uncertainties in some of our markets, external
benchmarking and internal relativitres within the wader senior management team and general employee population

e Annual Incentive Plan 2011 Annual Incentive Plan weighted as 85% on financial performance and 15% on a range of
non-financial measures including personal objectives The 2012 bonus metncs are confumed as profit before tax and
exceptional items, Group adjusted EPS, corganic revenue growth percentage, cash conversion percentage and some
non-financial measures, based on health and safety, ethics and compliance and personal cbjectives

® Risk review" a remuneration strategy and structure rnisk review was carned out in 2011 with the Independent Advisor to
the committee  This review will continue on an annual basis to ensure alignment with strategy and performance dnvers
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# New all-employee gicbal share plans at the 2011 Annual General Meeting shareholder approval was given for new
share plans that will enable employees outside the UK to choose to make regular savings that can be used to buy IMI
plc shares at a discounted prnice  This ability will reinforce the IMI culture across our businesses and emphasise the
Group’s combined value In 2011 the new plans were operated In the USA and Germany and it 1s planned to expand
them inte Chinain 2012

# Renewal of AESOP: approval prowided by the committee for a twenty-ninth invitation to be 1ssued to apply for options
to be granted in Apnl 2012 under the SAYE

& Renewal of the IMI Sham Incentive Plan following the expiry of the authonty to satisfy awards under the IMI

Employes Share Ownership Plan using new 1ssue shares {following the tenth anniversary of the plan), the comnuttee
recommend renewing the plan and refreshing this authorty at the 2012 Annual General Meeting

2 The Remuneration Committee
This section of the Remuneration Report 1s not required to be audited

21 Remuneration Committee’s composition

The members of the Remuneration Committee dunng the year were Bob Stack (Chairman), Kevin Beeston, Terry Gateley,
Anita Frew and Norman Askew, the Company’s non-executive Chairman untid his retrement on 31 October 2011, and
from 1 June 2011, Roberto Quarta, who became non-executive Chatrman on 1 November 2011 In accordance with the
UK Corporate Governance Code, all of the foregoing non-executive directors were regarded by the Board as mdependent
and both Norman Askew and Roberto Quarta were both considered independent on thetr respective appointment as
Charman of the Company

2.2 Remuneration Committee's role

The Remuneration Commuttee determines the remuneration policy and rewards for the executive directors and, in his
absence, the Charman The committee also reviews the packages of those at the next most senior level of management
and has regard to levels of pay across the Group A copy of the Remuneration Committee’s terms of reference 1s available
from the corporate governance section of the IMI website, where it appears as part of IMI's Corporate Governance
Framework New terms of reference were adopted in December 2010 which explicitly recognise the commuttee’s
responsibility for considering the nsk implications of incentives and the remuneration structure

2.3 Advice received by the Remuneration Committee

The committee consulted the Chief Executive, Martin Lamb, regarding the remuneration policy and the packages of

the other executive directors and senior managers 1t also recerved the advice and services of the Finance Director,
Douglas Hurt, the Group Human Resources Director, Matt Huckin and the Company Secretary, John O'Shea, who 1s
secretary to the committee None of these executives was involved in determining thesr own remuneration

Independent remuneration advisors, New Brndge Street, were again engaged by the committee to provide advice on
directors’ remuneration to the committee dunng 2011 These adwvisors also attended certain meetings at the request of the
committee Dunng the year, New Bridge Street also provided adwice to the Group Human Resources Director In relation to
the implementation of the committee’s decisions  The terms of engagement with the committee’s advisors are available
on request from the Company Secretary

2.4 Remuneration advisor tender process

During 2011, a tender process was undertaken to select a new adwisor for the Remuneration Committee Inwitations to
tender were 1ssued to five leading adwisory institutions  The tender process consisted of three stages including wnitten
submissions, a formal presentation and shorthist discussions with the Remuneratton Committee Chairman, the Charrman
of the Board and the Chief Executive The new advisor appointed in February 2012 was confimed as PwC

25 Chairman’s remuneration

The Charman's sole remuneration consists of fees of £250,000 per annum inclusive of all committee and other work
The leve! of fees was set in connection with the appomtment of Roberto Quarta as Chairman, which was effective on
1 November 2011, and no increase for 2012 1s proposed The Chairman 1s non-executive
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REMUNERATION REPORT

2. The Remuneration Commuttee {continued)

2.6 Non-executive directors' remuneration

The remuneration of the non-executive directors s deternuned, after reference to external benchmarks, by the Chawtnan
and the executive directors

The policy on non-executive remuneration I1s to pay an appropnate level on a comparative basis for their ime and work on
the Board and its committees They do not participate in any bonus or employee share schemes of the Company and no
part of ther remuneration 13 conditional upon the performance of the Company The remuneration of the non-executive
directors 1s shown In the table on page 63 Annual remuneration in 2011 was as follows

# Non-executive director’s fee £52,500

@ Addrtional fee for chairing a commuittee £10,000

o Additional fee for the senior non-executive director £5,000

# Non-executive director's fees are reviewed annually but were not increased in 2012

2.7 Terms of appointment of the Chairmnan and the non-executive directors

Letters of appointment set out the key duties and expectations for the non-executive Chairman and the independent
non-executive directors They include appropnate time commitments, provisions for induction and familiansation with
the businesses and wider senior management team and require approval for other directorships and potential conflicts
of interest

The dates and unexpired terms of the letters of appointment for the non-executive directors, which are avalable for
inspecton at the Annual General Meeting and at the Company's registered office, are as follows

Date of letter Unexpired term Date of appointment

of appointment at01 0112 as a director

K S Beeston 07 0112 1 year 2 months 08 03 05
A M Frew 07 0112 1 year 2 months 02 03 06
T M Gateley 01 0911 1 year 5 months 011103
R Quarta 010911 2 years 5 months 0106 11
R J Stack 010911 2 years 5 months 1306 08

The normal penocd for inthal appontment and first renewal ts three years After six years, renewal 18 usually considered on
an annual basis and this currently applies to Kevin Beeston However, in 2011 Terry Gateley's term was extended until the
Annual General Meeting in 2013, to ensure he continues to be available as semor independent director to support the
new Chatrman Appointments are made under a letter of agreement subject to removal under the Company's articles of
assoctation, and all directors will be submitting themselves for annual re-election at the Annual General Meeting in
accordance with the new UK Corporate Governance Code There are no provisions for the Company to give notice or
pay compensation In relation to the early terminahion of the appointment of the Chairman or any non-executive director
There 13 a provision in the appointment letters to the effect that a non-executive director is normally expected to give at
least one month’s pnor notice of termination 1o the Company and, in the case of the Chairman, three months’ notice

3 0 Executive directors’ remuneration and terms of appointment
This section of the Remuneration Report 1s not required to be audited,

31 Statement of pohcy

The Company aims to ensure that remuneration generally, and incentives in particular, provide strong alignment between
individual performance, business performance and shareholder interests The remuneration policy also recognises that the
Company operates in global and highly competitive markets with the vast majonty of its activities outside the UK

The policy Is to provide cormpehtive remuneration packages to attract, motivate, reward and retain executives of the
calibre required, and to align their interests with those of sharehoiders by relating a significant element of the remuneration
package to performance Dunng 2011 the committee reviewed the structure and metrics of the incentive arangements
for the executive directers from a nsk perspective and concluded that they were algned with appropriate nsk-taking and
shareholders’ interests
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The Remuneration Committee considers it to be important to mamntamn the flexibility to respond to individual
ctreumstances However, its normal approach has been to pay salanes within appropnate market competitive ranges,
combined with realistic potential for above-market total compensation if performance 1s outstanding

In setting the remuneration of each executive director, the Remuneration Committee takes into account their role and
responsibilities, skills and individual performance and makes reference to market rates as evidenced by published studies
and comparisons with international UK-based groups of a similar size and complexsty In connection with this the
committee considered benchmarking data prepared by New Brnidge Street The commuttee uses such data with caution in
view of the nsk of an upward ratchet of remuneration levels

The Remuneration Commuttee also has recaived information about and had regard to pay and conditions of employees
throughout the Group The committee has the discretion to take account of environmental, social and corporate
governance matters when setting the remuneration of the executive directors

The policy of the committee 18 to set performance condittons for incentives which are both stretching but also reasonably
attanable in the environment in which the Company i1s then operating

3 2 Key elements of executive packages

The key elements of the executive packages and their purposes are set out in the table below

Elements of executive packages Purpose

Base salary Recogriuse value of the role and the individual

Annual incentive bonus Performance-based reward for annual performance across
a range of fmancial and non-financial measures

Share Matching Plan Dnve share ownership and co-investment of bonus into
shares to increase alignment with shareholders' interests

Performance Share Plan Encourage and reward long-term performance and
shareholder value

Pension provision or allowance Allowance or long-term savings arrangement

Beneft in kind and allowances Meadical, company car and fuel or allowances, relocation

allowances and an allowance for tax advice

33 Base salary

Salary reviews for the executive directors are conducted annually with increases, if any, normally effective from 1 January
Salanes are set by the Remuneration Committee taking into account the executive’s role, responsibiities and incividual
performance and pay conditions elsswhere in the Company and external benchmark data {looking at UK listed companies
of similar size, complexity and international presence} The normal policy 1s to pay salanes within appropnate market
competitive ranges for each role

The salanes for the 2011 financial year were reviewed in December 2010 and the committee decided that it was no longer
appropnate to continue the freeze adopted since the 2008 review, Increases for January 2012 were agreed 1n December
2011 to refiect the outstanding financtal performance of the Group, uncertain economic condittong, comparative market
data and the need to balance internal relativitles  The committee made the following changes to take effect from

1 January 2012 as shown in Table A on page 52 In making these decisions the committee took account of the salary
increases that have been and will be awarded to employees across all levels and in all parts of the IMI Group
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IMI BOARD REPORTS

REMUNERATION REPORT

3. Executive directors’ remuneration and terms of appointment {continued)

3.3 Base salary (continued}
Table A. Executive Remuneration 2011 and 2012

Bonus

performance against
annual financial,
strategic and
aperational goals
which are consistent
with the medium to
long term strategc
needs of the business
also taking into
account individual
behavicur and
contnbution

of salary (on target
performance results in a
payment of 50% of the
meximum benus)

Financs Director

Maximum of 125%

of salary (on target
parformance results in a
payment of 50% of the
MEXEM UM bonus)

Exacutive Diractors

Maximum of 1156%

of salary (on tamget
performance results ina
payment of 50% of the
maximum bonus)

waere based on 85%
financial performance
and 15% on arange
of nen-financial
measures inclucing
persanal objectves

» 55% Profit before tax
and exceptionals
15% Return on
Sales, 15% Cash
Conversion, 5% M|
Way, 5% Health &
Safety and 5%
Parsonal Objectives.

* Bonus award
payments subject to
‘Share Ownership
Guidelines' (soe
Section 3 6 for
explanaton)

Elernent of How thss supports the | Name/FPositon Levet Performance measumes | Changes for 2012
Remuneration strategy 31121 1112 and vesting schedule
Base Salary Tekes account In Chief Executive £720,000 £740,000 » Barchmarked against | + Base salary increased by
partscular the financial | M JLamb compames of a 2 8% from 1 January 2012
performance of the wmilar size and
business, economic Finance Director £395,000 | £405,000 complexity and other | « Bage salary increased by
uncertantes and D M Hurt companies in the 2 5% from 1 January 2012
ntemnal relativities same industry sector
within the wider senior | Eyecytve Dirsctor | £330,000 | £330,000 | + Reviewed annually = Apponted to new position
management team, S Toomes from 1 Jenuary on 1 June 2011
as well as the
;%Mmm" 18 | exocutve Cimctor | £395,000 | £405,000 = Base ealary increased by
conmbution 1o R M Twite 2 5% from 1 January 2012
delvenng the Group
strategy Executive Director | £345,000 | £345,000 * Appuinted to new pasiton
| W Whiting on 1 September 2010
Annual Incentive Dnves and rewards Ghief Executve Maxumum of 150% * 2011 bonus matnces * No change in the mebamum

award for 2012

* For 2012 the performance
maasures will ancourage
focus on crganic growth
{15%}, n place of RoS
measure which 15 now an
embedded discipline in
additon an efement of
IM!I Group bonus will be
based on EPS (15%)
Non-financial metncs will
increase from 15% to
20%

Share Ownership
Guidselines (SOG})

Incentrvisa long torm
value creaton and
alignment with
shareholder intarests.

All Executives

Shareholding guidelines
125% of salary for all
Executive Directors

* All exscutrves met
the guidelines at the
year end

* No change to the
shareholding guidelines for
Executives for 2012

Share Matching
Plan (SMP}

Pearformance Share
Plan (PSP)

Aligns tha interast of
executives and
shareholders through
tha delvery of awards
in shares and provides
a ratantbon toal for
key executives as
matching awards and
performance share
awards are forfeitable
on cessation of
employment

Chiaf Executive

Investiment to maximum
100% of annual iIncentve
opportunity Matching
awards for voluntanly
nvested shares 1s 260%
and lower level of match

« 100% EVA

* 3-yaar vasting penod
subject to continued
employment and
achievement of

* No proposed changes for
2012 to maximum
wvestment levels or level
of Company matching

* EVA will be retamned for

performance 100% of the 2012-14
s 125% conditions award

Finance Director investment to maximum
100% of ennual incentive
opportumty Matehing

Executive Directors | gwards for voluntanly
invested shares 15 200%
and lower lavel of match
15 100%

All Execulives The PSP allows for * 50% Adjusted EPS Given the focus on organic
share-based awards CAGR % revenue growth and the
worth up to the 55 TSR (39 acceptance that strong
maamum of 100% of " fnembef m(ternatlonal margin discipline s firmly
annual galary Peer group) embedded, 1n 2012 there will

ba the following changes to
¢ 205%{::]9‘“? °’:mf the performance measures
Ermployed (RAOCE) 3 | * 25% ROOCE wi be
year average reptaced with 25% Organic
revenue growth CAGR %
* 3-year vesting perod
subject to continued | * There ama no further
employment and changes to the 2012
performance peorformance conditions
conditions

52
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3 4 Chief Executive’s remuneration

The following charts show the fixed and performance-related elemenits of the Chief Executive’s remuneration at both
target and maximurm based on the proposed 2012 incentive arrangements (assuming maximum perscna!l mvastment
in the Share Matching Plan and excluding the impact of changes in share pnce) This supports the committee’s policy
that a significant proportion of remuneration should be performance-related and that the Company rewards Executives
tor investing in and retaining shares within IMI The mix of remuneration for the other executive directors 1s broadly
comparable, aithough their maximum bonus potentials are lower

The Remuneration Commuttee considers the quantum of the Chief Executive’s remuneration to be appropnate and
commensurate with the growing performance of the Company, changes to the pay and conditions of employees
throughout the Group and strong alignment with the creation of shareholder value

Chuef Executive’s target remuneration Chief Executive’s maximum remuneration

3 5 Annual Incentive Bonus

M 25% Fixed pay
{salary)

B 75% Vaneble pay
{annual Incentive bonus
and long-term incentive
awards)

B 15% Fixed pay
(salary)

B 85% Vanable pay
{annual ncentive bonua
and long-term ncentive
awards)

Executive directors participate tn an Annual Incentive Bonus (see Table B on page 54} The Annual Incentive Bonus
supports the business strategy by driving and rewarding performance against annual financial, strategic and operational
goals which are consistent with the medium to long term strategic needs of the business also taking into account
indimdual behaviour and contnbution

The 2011 Annual Incentive Bonus metrics were weighted as follows 85% on financial performance and 15% on a range
of non-financial measures including personal objectives Achievernent of the 2011 Annual Incentive Bonus can be seen in
Teble B on page 54 The structure for the 2012 Annual Incentive Bonus will remain simitar to 2011, which has now been in
place for several years However, now that Return on Sales ts an embedded disciphne and to encourage focus on organic
growth, the Return on Sales metric has been replaced with an Organic Revenue Growth metnc A further addihonal
feature for 2012 18 the inclusion of Group adjusted EPS within the financial measures EPS was chosen as an appropnate
measure because It rewards absolute growth In underlying earnings  The 2012 Annual Incentive Bonus will be weighted
as follows, 80% on financial performance and 20% on a range of non-financial measures including personal objectives

Weighting of Annual Incentive Bonus metncs 2011

B Profit before tax
B Return on sales
B Cash conversion

B Hestth, safety &
environment

B IMI Way compliance
B Personal objectives

Weighting of Annual Incentive Bonus metncs 2012

W Profit before tax
" Group adjusted EPS

B Organic revenue
growth

B Cash conversion

B Heatth, safety &
environment

B MI Way comphance
[l Personal objectives
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REMUNERATION REPORT

3 Executive directors’ remuneration and terms of appointment (continued)

3.5 Annual Incentive Bonus (continued)

Maximum honus 1s only payable If the stretching targets set by the Remuneration Commmuttee are met All the bonus
metrics have a sliding scale calibration and on-target performance will result in a payment of 50% of the maximum bonus
The Annual Incentive Bonus maximum i1s shown in Table B below

Table B Annual incentive Bonus maximum

:::::' Maximum bonus (% of salary) Actual bonus (% of salary) Actual bonus (% of max)
CEO FD Execuhves CEO FD Execulives' CEO FD Executives'
2011 150%  125% 115%  127%  105% 86% 85% 84% 75%
2010 150%  125% 115% 143%  119% 110% 95% 95% 96%
2009 130%  115% 100%  118%  105% 22% 1% 91% 92%
2008 150%  125% 100%  116%  101% 85% 7% 81% 85%
2007 100%  100% 100% 80% 80% 80% 80% 80% 80%

'This 1s the avernge achievernent across all executive diractors, excluding the CEC and FD
There are no changes proposed for the 2012 Annual Incentive Bonus maximum
The ahgnment of Annual Incentive Bonus paymenis to the executive directors with Group profit before tax 13 illustrated in

the chart below
Profit {Em) Average bonus paid -
% of maximum award
400 120%
350
100%
300
80%
250
200 609%
150
40%
100
20%
50
0 0%
2007 2008 2009 2010 2011

Under the rules of the Executive Retrement Ptan (ERP), introduced in 2010, UK-based directors and senior managers
were able to waive therr bonus entitiement The Remuneration Committee was then able to choose, at its discretion,
to make a contnbution into the ERP on their behalf Following changes to UK tax legislation during 2011, no further
contnbutions will be made

The Remuneration Commuttee always reserves the nght to apply discretion in awarding bonuses and performance shares
and may exercise this freedlom should an executive not achieve therr share ownership guideline within a reasonable
period

The commuittee retains power to reduce or withhold annual bonus payments in exceptional circumstances and m line with
best practice it has reserved the power to seek claw-back of bonuses in certain cases where the bonus should not have
been paid in the first place (see section 7 1 for further details on discretionary powers)
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3 6 Share Ownership Guidelines

The executive directors and senior executives are subject to share ownership guidelines To the extent that an indvidual
does not meet thewr shareholding guideline, up to 50% of the annual bonus award 1s required to be invested in shares
and a matching award will be made under the Share Matching Plan (SMP) (at a lower levet of maximum match) If the
individual meets the shareholding guideline, then the investment of their bonus in shares 1s encouraged through
participation in the SMP with matching at a tugher level

The shareholding guidelines were increased in 2009 to 125% of salary for all the executive directors (to be achieved by
those in office at the time by 30 June 2011 or, for new appointments, within a five year peniod after joining the Board)

All of the executive directors met the guidelines at the year end The levels of heldings at the end of 2011 relative to basic
salanes {calculated using the average share pnce in December 2011) were as follows

Executive director Level of share ownership
M J Lamb 402%
D M Hurt 2%
S Toomes 153%
R M Twite 226%
I W Whiting 633%

37 Long-Term Incentive Plans
The Company operates two long-term share incentive plans for executive directors

The Share Matching Plan (formerly the Deferred Bonus Plan) which 1s a performance-based investment arrangement, and
The Performance Share Plan which 1s a conventional long-term performance incentive plan

3 71 Share Matching Plan

The Share Matching Plan (SMP) runs in conjunction with the Annual Incentive Plan and 1s inked to the achievement of the
share ownership guidehines for executive directors and senior executives

Under the SMP individuals may invest up to 100% of ther maximum annual bonus potential into shares, the mit being
set on an annual basis by the Remuneration Committee The committee intends to allow such a level of investment in
2012 By investing in the SMP, matching shares may be earned, which vest after three years, subject to the achievernent
of stretching performance conditions Current policy 13 that awards made under the share matching arrangements, where
settled in shares, will be satisfied through shares purchased in the market but the committee retains the fleubility to use
new I1ssue and treasury shares

Matching awards allow for a higher level of match up to 200% for shares that are purchased through the voluntary
investment of bonus or other monies The lower levels of match up to 125% for the Chief Executive and 1009 for other
executive directors apply to annual bonus that I1s to be compulsonly paid i shares, being up to 50% of the bonus
according to whether, and if so, the extent to which, an executive has not met their share ownership gudeline

The matching share awards are subject to improvement in Economic Value Added (EVA) over a three year penod

The calculation of EVA 1s based on segmental operating profit after tax wath appropnate adjustments, less a capttal charge
on the invested caprtal in the business reflecting IMI's cost of capital Further details of the performance conditions
attaching to exusting awards are set out in the notes to the table on page 65

The 2008 Deferred Bonus Plan (DBP) awards vested in 2011 at 97% of maximum 2009 SMP awards are due to vest in
March 2012 at 95% of maximum Economic uncertainties at the time of commencing the 2009 plan made it difficult to
forecast EVA and led to the 2009 SMP awards being made based on exceptional metncs which included one third total
shareholder return {on the same relative basis as for the 2009 Performance Share Plan awards), one third profit before tax
{measured annually} and one third annual prionity targets aligned to annual incentive targets {(measured annually) The level
of vesting reflects the excellent operational performance over the penod and the upper quartile relative total shareholder
return against the comparator group

In hne with best practice, the committee retamns power to claw-back awards in exceptional circumstances (see section 7 1
for further details on discretionary powers)
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REMUNERATION REPORT

3 Executive directors’ remuneration and terms of appointment {continued)
37 Long-Term Incentive Plans {continued)

3 7.2 Performance Share Plan

The Performance Share Plan (PSP} aligns the interest of executives and shareholders through the delivery of awards in
shares and provides a retention tool for key executives The PSP allows for share-based awards worth up to a maximum
of 130% of annual salary The vesting of awards 1z subject to the satisfaction of stretching performance conditions over a
three year penod The current policy 1s for PSP awards, where settled in shares, to be satisfied through shares purchased
In the market but the committee retains the flexibility to use new issue and treasury shares The 2009 PSP awards are due
to vest in March 2012 at 100% of maximum

The performance conditions for the PSP awards are shown below

Grant Vest Performance Condiions Maximum
earnings per share (EPS) 50%
2007 2010 relative total shareholder return (TSR) 50%
earnings per share (EPS) 50%
2008 2011 refative total shareholder return (TSR) 50%
2009 2012 relative total shareholder return (TSR} 100%
return on operating capital employed (RoOCE) 25%
2010 2013 earnings per share (EPS) 50%
relative total shareholder return (TSR} 25%
return on operating caprtal employed (RoOCE) 25%
2011 2014 earnings per share (EPS) 50%
relative total shareholder return (TSR) 25%
organic revenue growth (CAGR) 25%
2072 2015 eamngs per share (EPS) 50%
relative total shareholder return (TSR) 25%

3 7 21 Total Shareholder Returmn performance condition

Total Shareholder Return (TSR) 1s well understood and accepted as a performance measure for long-term incentives and
links rewards to shareholder value PSP awards granted under the plan in 2009 were also subject to a single performance
condition in respect of refative TSR because economic uncertainties made it difficult to set a realistic three year earrungs
per share target [MI’s relative TSR performance at the end of the three year performance penod ended 31 December
2011 placed it at the top end of the upper quartile of the comparator group and as a resuit the 2009 PSP awards will vest
in full in March 2012

TSR Performance

225%

200%

175%

150%

125%

100% Median to top 25% TSR
5% Company TSR
50%

25%
0%
-25%

-50%
2009 2010 2011

Three year performance period ended 31 December
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25% of the 2011 and intended 2012 PSP awards are subject to a TSR performance condition TSR s defined as the
movement in the share price dunng the performance penod on a local currency basis with adjustments to take into
account changes n capital structure and dividends (which are assumed to be reinvested in shares on the ex-dividend
date) The vesting schedule for the element of awards subject to the TSR performance condition 1s as follows

Ranking

Vesting

Upper quartile {top 25%) or above

Between median and upper quartile

Medan

Below median

100%

Pro-rata between 25% and 100%

25%
0%

To ensure that TSR reflects improvement in the underlying performance of the Company the Remuneration Committee

must be satisfied that the financial performance of the Company over the performance penod warrants the level of vesting

as calculated under the TSR conditton In the event that the Remuneration Committes 15 not satisfied in this respect on
the vesting of a PSP award 1t has committed to disclose the factors that it reviewed and give a commentary on the

exercise of its overnding discretion

The TSR comparator groups for awards made in 2008 to 2011 are shown below

Name Country” Name Country*
Amada Japan Johnson Matthey United Kingdom
Atlas Copco A Sweden Manitowoc Uruted States
BBA Aviation United Kingdom Meggitt United Kingdom
Bodycote International Umited Kingdom Metso Corporatton Finland
Borgwarner United States NSK Japan

Cobham United Kingdom Parker-Hannifin United States
Cookson Group United Kingdom Pentair United States
Eaton United States Rotork United Kingdom
Emerson Electnic United States Sandvik Sweden

Fanuc Japan Seco Tools B Sweden
Flowserve Corp United States 8KF B Sweden

GKN United Kingdom SMC Japan

Hatma United Kingdom Spectns United Kingdom
Herdelberg Druck Gemany Sprrax-Sarco Engineenng United Kingdom
Honeywell United States Sulzer AG Switzerland
iDEX Corp United States THK Japan

flincts Tool Works United States Tyco International United States
Ingersoll-Rand United States Weir Group United Kingdom
Invensys United Kingdom Yaskawa Electnic Japan

™ Country 13 shown as country of primary isting

Note Enodis, Tomking, FKI and Charter had been included in the comparator group but delisted between 2008 and 2011

The 2012 comparator group will be the same as it was in 2011 subject to any delisting
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REMUNERATION REPORT

3 Executive directors’ remuneration and terms of appointment (continued)
3.7.2.1 Total Shareholder Retumn performance condrtion {continued)

The graph below compares the Company's total shareholder return over the five years ended 31 December 2011 with

that of the FTSE All Share Industnal Engineenng index and the FTSE All Share Index The FTSE All Share Industnal

Engineenng Index was chosen as a comparator index because it is the industry share index in which the Company s i
classified and provides a reasonable benchmark for assessment of its relative performance The FTSE Ail Share Index

was chosen as it 1s a relevant broad equity market index Over the past five years the total shareholder return has

underperformed the FTSE All Share tndustnal Engineenng Sector Index by 24 6% and outperformed the FTSE All Share

Index by 94 4%

250
200
150
100
50
2007 2008 2009 2010 201
1Ml plc

FTSE All Share / Industral Engneerng - SEG

FTSE All Share

37 2.2 EPS performance condition

EPS was chosen as an appropnate measure because it rewards absolute growth in underlying earnings and because

the Remuneration Committee believed it worked well In combination with TSR which is a comparative measure

The performance condition for one half of the 2011 PSP awards and the intended 2012 PSP awards will be based on the
Company’s compound annual earnings per share growth over a three-year period The Remuneration Committee sets the
EPS targets in respect of each annual award at the level it considers appropnately stretching given the conditions in which
the Company 18 operating The vesting schedule for the awards subject to the EPS performance condition proposed to be
granted in 2012, which s the same as for the 2011 awards, 15 as follows

Compound EPS growth Vesting '
15% per annum 100%

Between 6% and 15% per annum Pro-rata between 25% and 100%

6% per annum 25%

Less than 6% per annum 0%

As for 2011 awards, the EPS measure for intended 2012 PSP awards will be based on adjusted basic earnings per share
which includes adjustment for the elimination of the after tax cost of restructuring, acquired intangible amortisation and
imparment, financial instruments, but iIncludmg economic hedge contract gains and losses, and excluding any other
iterms meeting the definition of an exceptional item as defined in the Group Accounting Policies

Board reports



3723 Return on Operating Capital Employed performance condition

Return on Operating Capital Employed (RoQCE) was adopted as a performance measure for a portion of PSP awards in
2010 to incentivise sustained working capital improvement The vesting of the other 25% of the 2011 PSP award will
depend on IMI's average RoOCE over the three years from the year of grant For 2011 awards RocOCE has been defined
to exclude intangible assets and calibrated as follows

Average RoCCE Vesting

85% 100%

Between 65% and 85% Pro-rata between 25% and 100%
65% 25%

Less than 65% 0%

Given the tocus on organic revenue growth, and the acceptance that strong margin discipline 1s firmly embedded
across the Company for the 2012 PSP grant the RoOCE element will be replaced with a 3-year compound growth in
organic revenue

37 24 Organic revenue growth % (2012 PSP performance condition)

Organic revenue growth % (CAGR) 1s being adopted for the 2012 PSP to encourage focus on organic growth

Average CAGR % Vesting

+8% 100%

Between +2 7% and +8% Pro-rata between 25% and 100%
+27% 25%

lessthan 2 7% 0%

Details of the awards made under the PSP are contained in the table of directors’ awards on page 64

In ine with best practice, the committee retains power to claw-back awards in exceptional circumstances (see section 7 1
for further details on discretionary powers)

4 All Employee Share Plans
This section of the Remuneration Report i1s not required to be audited

4 1 UK SAYE plan

The Company operates a HM Revenue and Customs approved sawings-related share option scheme which is open to the
majonty of the Group's UK employees, including the UK-based executive directors, and allows the grant of options to all
participants at a discount of up to 20% below the market price Such schemes are not subject to performance condtions
and offer tax incentives to encourage employees to use their own money to purchase shares in their employer’s business
or group

42 Share Incentive Plan (SIP)

UK executive directors also parhcipate in an All Employee Share Ownership Plan which 1s open o the majority of the
Group's UK employees Subject to shareholder approval at the forthcoming Annual General Meeting of a new plan to
repiace the expired onginal, shares to a value equal to the lesser of £3,000 and 0 6% of each participant’s basic salary will
be acquired in 2012 at market value by the Trustee of the plan in respect of ther participation dunng 2011 The plan 1s not
operated subject to specific performance conditions Elgible employees are able to invest up to £1,500 annually in a
tax-efficient manner in purchasing partnership shares under the plan Each of the UK executive directors makes the
maximum contnbution from thewr salary towards partnership shares under the plan Matching shares may be awarded in
respect of partnership shares acquired under the plan afthough the policy to date has been not to award any matching
shares
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REMUNERATION REPORT

4. All Employee Share Plans (continued)

43 Global Employee Share Purchase Plans

New ‘all-employee’ share plans intended to encourage employee investment in IMI shares were approved by shareholders
at the 2011 Annual General Meeting and save as you earn type plans were launched in the USA and Germany with
extension into CGhina planned for 2012

4 4 Share Option Plan

A share option plan for senior employees was established in 2009 and shareholder approval of this plan was given at the
2011 Annual General Meeting In order to introduce the flexibility to satisfy awards using new issue and treasury shares
No directors or others who receive PSP awards receive such share options

5 Share dilution
This section of the Remuneration Report is not required to be audited

The Association of Bntish Insurers has set recommended guidelines on the number of new 1ssue and treasury shares that
can be used under a company’s share plans The guidelines are 10% of the 1ssued share capital in any 10 year period for
all share plans, with an inner hmit of 5% n 10 years for executive schemes IM| operates within these kmnts and rts
standing as at 31 December 2011 was 2 90% and 1 79% respectively

6 Pension entittement
This sectron of the Remuneration Report 1s not required to be audited

The IMI Pension Fund was closed to all employees in respect of future service from 31 December 2010 and atternative
pension arrangements were established including an Executive Retirement Plan (ERP), which was mtended to be a tax
efficient long-term savings vehicle for UK sermor managers to save for retirement outside the registered pensions regime
Discretionary contnbutions were made to the ERP in 2010 and 2011 but it has been rendered tax ineffective for future
contrnbutions and possible alternative provisions are being kept under review

6 1 Pension benefits provided for 2011 service

Under the rules of the ERP which was introduced 1n 2010, UK based directors and senior managers were able to waive
their pension benefits and bonus entittements The Remuneration Committee was then able to choose, at its discretion,
to make a contnbution into the ERP on therr behalf, which 1s an unregistered defined contribution arrangement structured
as an offshore trust Such contnbutions to the ERP in respect of executive directors are determined on a basis that s
intended to be cost neutral to the Company At the 2010 AGM shareholders approved changes to the rules of the SMP
and PSP that permit these awards to be settled in the form of employer contributions to the ERP Following changes to
UK tax legislation duning 2011, no further contnbutions wili be made

Executive directors are entitied to receive a taxable cash allowance instead of pension benefits With the Remuneration
Committee’s approval the executive directors may, at their discretion, redirect part or all of ther allowance into any
defined contnbution pension arrangement In the country in which they are contracted The value of the pension allowance
for 2011 can be viewed below

Value of pension allowance

M J Lamb £252,000 (35% of salary)
D M Hurt £138,250 (35% of salary)
R M Twite £133,117 (35% of satary)
| W Whiting £120,750 (35% of salary)
S Toomes £67,375 (35% of salary since appointment)

To reflect particular requirements in Switzerland, the Company 1s establishing a pension arrangement there for S Toomes
The details of this arrangement are being finalised, but 1t 1s expected to be mainly defined-contribution in nature,
atthough there will be a defined benefit element as 1s required by taw in Switzedand The Company contributions to this
arrangement will be deducted from the pension allowance descnbed above (and the contnbutions will be less than the
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4 All Employee Share Plans {continued)

43 Q@icbal Employee Share Purchase Plans

New ‘all-employee’ share plans intended to encourage employee investment in IMI shares were approved by shareholders
at the 2011 Annual General Meeting and save as you earn type plans were launched in the USA and Germany with
extension into China planned for 2012

4 4 Share Option Plan

A share option plan for senior employees was established in 2009 and shareholder approval of this plan was given at the
2011 Annual General Meeting in order to intreduce the flexibility to satisfy awards using new 1ssue and treasury shares
No directors or others who receive PSP awards recetve such share options

5. Share dilution
This section of the Remuneration Report is not required to be aucited

The Association of Bntish Insurers has set recommended guidelines on the number of new 1ssue and treasury shares that
can be used under a company’s share plans The guidelines are 10% of the 1ssued share capital in any 10 year penod for
all share ptans, with an inner imit of 5% in 10 years for executive schemes IMI operates within these imits and its
standing as at 31 December 2011 was 2 90% and 1 799 respectively

6 Pension entitlement
This section of the Remuneration Report 1s not required to be audited

The IMI Pension Fund was closed to afl employees in raspect of future service from 31 December 2010 and alternative
pension arangements were established including an Executive Retirement Plan {ERP), which was mtended to be a tax
efficient long-term savings vehicle for UK senior managers to save for retirement outside the registered pensions regime
Discretionary contributions were made to the ERP in 2010 and 2011 but it has been rendered tax ineffective for future
contributions and possible alternative provisions are being kept under review

6.1 Pension benefits provided for 2011 service !

Under the rules of the ERP which was introduced in 2010, UK based directors and senior managers were able to waive
their pension benefits and bonus enhitlements The Remuneration Committee was then able to choose, at its discretion,
to make a contnbution into the ERP on thewr behalf, which s an unregistered defined contnbution arrangement structured
as an offshore trust  Such contnbutions to the ERP 1n respect of executive directors are determined on a basis that 1s
intended to be cost neutral to the Company At the 2010 AGM shareholders approved changes to the rules of the SMP
and PSP that permit these awards to be settled in the form of employer contnibutions to the ERP  Following changes to
UK tax legrstation during 2011, no further contnbutions will be made

Executive directors are entitled to receive a taxable cash allowance instead of pension benefits With the Remuneration
Committee's approval the executive directors may, at their discretion, redirect part or all of therr aflowance into any
defined contnbution pension arrangement in the country in which they are contracted The value of the pension allowance
for 2011 can be viewed below

Value of pension allowance

M J Lamb £252,000 (35% of salary)
D M Hurt £138,250 (35% of salary)
R M Twite £133,117 (35% of satary)
I W Whiting £120,750 (35% of salary)
S Toomes £67,375 (35% of salary since appointment)

o refiect parhicular requirements in Switzeriand, the Company 1s establishing a pension arrangement there for S Toomes
The details of this arrangement are being finalised, but it 1s expected to be mainly defined-contnbution in nature,
although there will be a defined benefit element as 18 required by law in Switzerand The Company contnibutions to this
arrangement will be deducted from the pension allowance descnbed above (and the contnbutions will be less than the

60 Boad reports



pension allowance), 1t 18 expected the arrangement will be backdated to 1 June 2011 and further details will be included in
next year's report

6 2 Pension benefits for past service

M J Lamb, R M Twite and S Toomes were previously active members of the defined benefit IMI Pension Fund M J Lamb
opted out with effect from 6 Apnl 2006, R M Twite opted out with effect from 1 February 2007 and S Toomes from

31 August 2010 As a result they retain past pensionable service up to these dates and the value of this 15 shown in the
table on page 66 The nature of these benefits 1s more complicated than the pension benefits provided 1n respect of
2011, but the key elements are summarnsed below

® The normal retirement age under the Fund 1s 60 for M 4 Lamb, and 62 for R M Twite and S Toomes M J Lamb may
elect to retire from employment with IM! and receive a pension at any time after age 57 without any actuanal discount,
and R M Twite and S Toomes may retire from employment with IMI any time after age 60 wathout actuanal discount

® On death after retirement, a dependant’s pension is provided equal to two-thirds of the member's pension for
M J Lamb and 50% of the member's pension for R M Twite and S Toomes

o Should M J Lamb die within the first five years of retirement, a lump sum is also paid equal to the balance of five
years' pension payments For R M Twite and S Toomes, the dependant’s pension 18 increased to 100% of the
member's pension for the remainder of the five year perod

e Pensions in payment, in excess of any guaranteed minimum pension, are increased each year in bine with pnce
inflation up to a maximum of 5% in respect of pension built up before 1 January 20086, and 2 5% in respect of pension
built up after 1 January 2006

o M J Lamb’s past pension benefits generally continue to be linked to final salary inflation (averaged over the past three
years) and equivalent benefits to those prowided for under the Fund rules immediately pnor to closure are preserved
in relation to ili-health retirement, death in service and early retirement at the Company’s instance The difference
between these benefits and those automatically provided under the Fund, the EPM benefits, will be assessed as at
31 December 2011 and each subsequent year end until death in service, retirement on ill-health grounds or retirement
at the Company's instance and there may be a payment to the Fund (to augment Fund benefits) or a payment in heu to
M J Lamb (or his estate) or by way of contnbution to the ERP or another pension arrangement shortly after each year
end until a final augmentation or payment 1s made following death in service or relevant early retirement event As at
31 December 2011 no EPM benefits were payable

| W Whiting s ehgible for benefits under three arrangements in the USA The first 1s a defined contnibution arrangement,
the IMI 401{k) Plan The second 15 a defined benefit arrangement, the Control Components Inc Employees” Pension Plan
His pension from this plan i1s payable from age 65 without further increase The third 1s also a defined benefit arrangement,
the IMI Americas Supplemental Executive Retirement Pltan His pension from this plan 1s payable from age 65, subject

to completion of 10 years’ service with the Group, without further tncrease On retirement | W Whiting has the option of
exchanging part of his pension to provide for a spouse's pension payable on his death after retirement

The policy regarding pension arrangements for new executive director appointments will be flexible to take account of the
individual position, the cost of pension arrangements to the Company, including in particular the cost of defined benefits,
and the alternative forms of pension provision However, the norm would be not to offer defined benefits to new executive
directors

7 Termination Clauses

This section of the Remuneration Report 1s not required to be audited

Consistent with the policy on service contracts, the executive directors’ service contracts are subject to termnation on
one year's notice by the Company or the executive directors Contractual retirement age for UK-based executive directors
15 65 and for Switzerland-based executive directors, 60

These contracts do not include any specific provision for compensation payable upon early termination save that,

as a consequence of the closure of the IMI Pens:ion Fund on 31 December 2010, the Company has made alternative
contractual arrangements in lreu of certain contractual entitiements to pension bensfits, which, but for the closure,
would have been provided through the IMI Pension Fund to all members in the same membership category as the

Chief Executive The akernative contractual arrangements for all these members include augmentation of Fund benefits
{to the leve! that would have been provided save for the closure) or payment in lieu in respect of benefits ansing on early
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REMUNERATION REPORT

7 Termination Clauses (contnued)

retirement by reason of redundancy or other termunation at the Company’s instance Had such benefits ansen for the
Chief Executive as at 31 December 2011, the estimated cash cost to the Company would have been approximately £5 1m
The payment in leu computation is designed to be neutral to the Company on a net of tax basis and compared with the
cash contnbutions that would otherwise have been expected to provide the benefits through the Fund

It ts the policy of the Remuneration Committee to imit any compensation which might be paid in the event of early
termination of an executive director's contract to the legal mimmum, taking into account mihgation and other relevant
factors

The dates of the contracts and perrod to nomal retirement age for those serving as executive directors dunng the year are

as follows
Date of Date of Penod to legal
Pate joined appointment service retirement age as
Group to Board contract Notice period at 31.12 11
M J Lamb 311086 18 07 96 0101 11 12 months 13 years
D M Hurt 010508 0107 06 011006 12 months 9 years 5 months
8 Toomes 1802 85 01086 11 o109 11 12 months 21 years 5 months
R M Twite 26 09 88 010207 01 02 07 12 months 20 years 5 months
I'W Whiting 1807 05 010910 010110 12 months 17 years

7.1 Discretionary Powers

The committee retains power to reduce or withhold Annual Incentive Bonus payments and awards under the long-term
Incentive share plans tn exceptional circumstances (as descnbed below) In ine with best practice it has also reserved

the power to seek claw-back of bonuses in certam cases where the bonus should not have been paid in the first place
Claw-back conditions feature in alt incentive share plan schemes and annual incentive bonus rules

Exceptional circumstances would include the requirement to restate the accounts of the Company’s group, for example,
for a comrection of an error as defined by tAS8 ‘Accounting policies, changes in accounting estimates and emrors’, 1n
circumstances where, in the opinion of the Remuneration Commitiee, the onginal overstatement in the accounts has
resulted, or would result, either directly or indirectly, in either a participant’'s awards vesting or Annual Incentive Bonus
result, to a greater degree than would have been the case had that misstatement not been made, or where a participant 1s
found guilty of any senious cnminal offence (as determined 1n the opimon of the Remuneration Committes) ansing out of
or in connection with the participant’s office or employment with a participating company

8. External appointments
This seclion of the Remuneration Report is not required to be audited

Executive directors may accept one external appointment with the consent of the Board, and are normally allowed to
retain feas from external non-executive directorships M J Lamb was appointed a non-executive director of Severn Trent
Water plc on 29 February 2008 and recewved fees in the year to 31 December 2011 of £46,350 (2010 £42,500)

D M Hurt was appointed as a non-executive director of Tate & Lyle plc on 10 March 2010 and received fees in

the year to 31 December 2011 of £55,800 {2010 £39,682)
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9 Summary of directors' remuneration
This sectron of the Remuneration Report is required to be audited

Sums by way Bonus and pension
Salary Non-cash  of taxable allowance
and fees benefits allowances Bonus 2011t Total 2011 Total 2010 waived 20107
£000 £000 £000 £000 £000 £000 £000
Non-executive
N B M Askew' 163 - - - 163 195 -
K S Beeston 53 - - - 53 45 -
A M Frew 53 - - - 53 45 -
T M Gateley 68 - - - 68 60 -
R Quarta’ 64 - - - 64
R J Stack 63 - - - 63 55 -
Executive
D M Hurt 395 4 167 416 072 403 534
M J Lamb 720 5 273 14 1,912 830 1,020
S Toomesg’ 193 5 172 187 557 - -
R M Twite? 380 4 150 387 921 530 325
I W Whiting 345 13 267 216 841 304 -
Total 2,497 31 1,019 2,120 5,667 2,467 1,879

' § Toomes became a director on 1 June 2011 N B M Askew retired as a director on 31 October 2011 R Quarta was apponted as a
non-executive director on 1 June 2011 and as Chairman from 1 November 2011

2MJLamb D M Hurt and R M Twite waved all or part of their 2010 bonus entitlement and pension oflowance The Company made
discretionary contnbutions into the Executive Retirement Plan as disclosed in last year's annual report

*R M Twite’s salary increased from £373,000 to £385 000 on 1 September 2011

Non-executive remuneration shown above of £464,000 (2010 £400,060) represents fees rather than salary
No compensation for loss of office was paid to or receivable by any director in 2011

Benefits in kind provided to executive directors consist of the prowision of private health care arrangements and all
employee share ownership plan awards

All executive directors elected for a cash alternative, instead of a company car Sums paid by way of taxable allowances
in the above table include cash allowances in lieu of company car, certain pension benefits and tax assistance
Relocation allowances were provided to S Toomes and | W Whiting in respect of theirr moves to Switzerland

10 Directors’ share awards

This section of the Remuneration Report i1s required to be audited

Share awards/options are outstanding under the following schemes

UK SAYE - IM! Savings-Related Share Option Scheme PSP - Performance Share Plan

SMP - Share Matching Plan (formerly DBF) SOP - Share Option Plan

US SAYE - IMI US Stock Purchase Plan 2011
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REMUNERATION REPORT

10. Directors’ share awards {continued)

10 1 Table of SAYE, PSP and SOP awards

Asat

oMt s
':::nf— (:; ::;? Duning the year A 4&23.1!,1t Date market
ance Date of omnt- {or date of from which price at
cond- granl Award menl Exercised retrement exertisable/ Expiry Dateof dateof
Director Scheme 1on eward price’ i later) Granted /vested Lapsed if earlier) vesting date date exercise exercise

MJLamb UKSAYE  a) 090409 201 36p 4,544 4544 010812 310113
PspP by 04 04 08 473 58p 138,500 158,977+ Ni 280311 040418 280311 1016 00p

c) 1103 09 229 50p 285800 285800 110312 110319

d) 070510 679 00p 96,600 86600 220313220320

d) 1003 11 956 17p Nil 75,300 75300 100314 100321

DMHut UKSAYE 4 090400 20136p 7,772 7772 010814 310115
PSP b) 040408 47358p 76,000 87,235+ N 280311 0404 13 2803 11 1016 00p

c) 1103 09 229 50p 156,800 156,800 110312 110319

d) 070510 679 00p 53,000 53000 220313220320

o) 1003 11 956 17p Nil 41,300 41300 100314 100321

RMTwite UK SAYE a) 090409 201 36p 4,544 4544 010812310113
PSP by 040408 47358p 71,500 82,069+ NIl 230311 0404 18 2803 11 1016 00p

c) 11 0309 229 50p 148,100 148,100 110312110319

d) 070510 679 00p 50,100 60,100 220313220320

d) 100311 956 17p M 39,000 38,000 1003141003 21

IWWhiting US SAYE 2} 1912 11 631 85p Nil 977 977 250813 1803 14
Psp b) 0404 08 473 58p 30,000 34,434+ Nl 280311 040418 2803 11 1016 C0p
b} 031008 37625p 9900 11,276+ Nl 031011031018 231211 746 50p

d) 1003 11 956 17p Nil 36,000 36,000 100314 1003 21

SOP ) G309 09 440 932 120,000 120,000 036912030819

e) 2203 10 64500p 75,000 75,000 220313220320

S Toomes PSP dy 1003 11 95617p 21,100 21,100 100314 1003 21

SOP €) 0309 09 440 93p 90,000 90,000 030912030919

€) 2203 10 645 00p 57,500 57,500 220313220320

During the year

+ This includes dividends paid in shares on the veated portion over the three year penod

a) No performence conditions arg attached to the SAYE opbons

b) 50% of the 2008 awards were based on comparative TSR (subject to the Remuneration Committee being satisfied that the relative
TSR position reflects underlying performance) with vesting at median (25% vests) to upper quartile (full vesting), and the rematning
50% on EPS growth of between 6% per annum (25% vests) to 15% per annum {full vesting) over the three-year performance penod
2008 PSP awards vested in 2011 at maximum

) 2009 awards were entirely based on comparative TSR with the vesting scale as descnbed in b) above and wall vest in 2012 at
maxmum

d) 2010 and 2011 awanrde were based on TSR and EPS measures with the vesting ecales as descnbed in b} above for 25% end 50%
of awards respectively, and, as to the other 25% upen RoOCE with vesting on a binear scale from 24% {enginally 25% before
adjustment made in 2011 following the acquisition of Z&J) of maximum to maximum for RoDCE of between 24% and 30% (ongmnally
25% and 32% before adjustmenta made in 2011 following the acquisttion of Z&J)

&) SOP awards shown were made to | W Whiting and S Toomes pnot to their appointment as executive directors and are not subject to
performance conditions Executive directors are not ehgible to participate in the SOP

* The award pnce 1s the exercise pnce for awards structured as options and the prnce used to calculate the number of shares for

PSP awards to UK participants in the PSP which are structured as deferred share awards or nil cost options and, 1 each case, 13
determined by reference to an average nuddle market quotation without discount
The closing pnce of the Company's ordinary shares at 31 December 2011 was £7 60 per share and the closing pnce ange dunng the
year was £6 36 to £11 19
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102 Table of SMP awards

As at
o101 11
market gy, Dumgtheyer nEn v maket
Perform-  Dateof priceat omt- {or date of fromwhich  Date of pnce at
ance grant/  date of ment Exercised/ retmement exercisable/ exercise/ date of
Drrector condition award award  flater) Granted vested Lapsed fearlier) vestingdate vestmg  exercise
M JLamb a) 040408 46175p 66,100 78,174+ 1,983 NI 28031% 280311_1016 00p
by 010608 35775p 690,359 690359 260312
c) 070510 64050p 330,090 330,090 220313
d) 280311 1016 00p N 212,530 212530 280314
O M Hurt a) 040408 46175p 28,300 33,956+ 849 Nd 280311 2803 11_ 1016 00p
b) 010609 357 75p 174917 174917 260312
¢) 070510 64050p 160,246 160,246 2203 13
d) 280311 1016 00p NIl 97,190 97,190 280314
R M Twite a) 040408 46175p 49,702 61,158+ 1,491 N 280311 280311 1016 00p
b) 010608 35775p 146,645 146645 260312
c) 070510 64050p 131,602 131602 220313
dy 280311 1016 00p Nl 84,448 84448 280314
I'W Whiting a) 040408 461750 24446 31,672+ 733 Nt 280311 2803111016 00p
b} 010609 35775p 122370 122370 260312
¢} 070510 64050p 63,729 63729 220313
d) 280311 1016 00p NI 72,238 72238 280314
S Toomes by 010609 35775p 62,367 62,367 260312
c) 070510 64050p 34,487 34487 220313
d) 280311 1016 00p 35,109 35109 280314

+ This includes dnidends paid in shares on the vested portton over the three-year pencd

a) The applicable performance measure was EVA over the years 2008-2010 Vesting was tiered (wrth linear progreseion in each band) as
follows 0% to 20% of maximum (maximum being a 125% match for the Chief Executive and a 100% match for other executive
chirectore) for positive EVA of up to £200m, 20% to 50% for £200m to £290m, 50% to 85% for £290m to £380m and 85% to 100%
for £380m to £400m EVA 2008 SMP awards vested in March 2011 at 97% of maximum

b} Performance measures for 2009 SMP awards were exceptional, and included one third TSR {on the same basis as for the 2009 PSP
awards}, one third profit before tax (measured annually) and one third annual pnonty targets (measured annually) The annual prnonty
tamgets were weighted equally, in 2009 between cash conversion and profit drop through and 1n 2010 and 2011, between cash
conversion and return on sales 2009 SMP awards will vest in 2012 at 95% of maximum

c) The performance measura for 2010 SMP awards was EVA over the years 2010 to 2012 Veshing 18 tiered (with linear progression in
each bend) as follows 0% to 25% of maximum for positive EVA of up to £235m, 25% to 50% for £235m to £335m, 50% to 75% for
£335m to £369m (onginally £395m before adjustment made in 2011 following the acquistion of Z&J) and 75% to 100% for between
£369m (onginally £395m before adjustment made in 2011 following the acquisition of Z3J) and £475m

d) The performance measure for 2011 SMP awards was compound annual growth m EVA over the years 2011 to 2013 compared to
EVAn the preceding 3 years No awards will vest f compound annual growth in £VA te negative 10% of awands vest for poative
compound annual growth over the penod, with subsequent veating being tiered {with linear progressicn in each band) as follows 10%
to 25% vesting for compound annual growth between 0% and 6% and 25% to 100% vesting for compound annual growth of between
6% and 17%

10 3 Awards under the legacy IM| Deferred Share Plan 2002

Purchase price Number of Mid-market

* Date of DSP for inihal shares iniial shares Matching price at

Director award (per share) purchased award Release date release date
M J Lamb 04 04 08 465 37p 37,225 9,306 2803 11 1016 00p
R M Twite 0404 08 465 37p 16,872 4,218 2803 11 1016 00p

* No performance conditions were attached to DSP awards which wera made following mandatary reinvestments into the DSP of cash
payments under a defunct long-term incentive scheme under which no other awards remain outstanding The final 2008 awards vested in
March 2011
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IMI BOARD REPORTS

REMUNERATION REPORT

11 Summary of directors’ pension arrangements
This section of the Remuneration Report 1s required to be audited

Details of the pension henefits earned in the IMI Pension Fund or, in relation to ian Whiting, the Control Components Inc
Employees’ Pension Plan and the IMI Amencas Supplementa! Executive Retirement Plan are summansed in the following

table
Difference Increase Value of
Transfer  Transfer between in accrued increase
valueof  value of transfer Increase pension naccrued
Accrued accrued accrued values at inaccrued overthe pensionat
Pensionable  pension pension pension 31 1210° pension year 311211
Age at serviceto at at at and  over the {net of {net of
311211 311211 3112112 311211 3112108 311211 year? |nflation} inflation)
Director Years Years £000pa £000 £000 £000 £000pa €000 pa £000
M J Lamb 51 20 310 6,424 5,290 1,134 15 - -
S Toomes * 43 24 69 849 746 103 1 n/a n/a
R M Twite 44 18 81 786 650 136 3 - -
I W Whiting ® 47 5 3s 187 137 50 - - -

1 Pensionable service ceased with effect from 6 Apnl 2006 for M J Lamb, 1 February 2007 for R M Twite 31 August 2010 for S Toomes
end 1 September 2010 for | W Whiting

2 ForM JLamb and R M Twrte the increase in the accrued pension dunng the year reflects the increase under the IM! Pension Fund,
which 15 generally In ine with inflation  No allowance has been made for the value of benefits that may be denved by the payment of
additional voluntary contnbutions
QOr as at date of appointment if later

S Tocmes was appointed as a director on 1 June 2011 and the figures shown in the table relate to the penod from 1 June 2011 to 31
December 2011 As S Toomes has been a director for less than one year the increass in accrued pension relatwe to (annuaf) inflabon
and the value of this increase relatve to (annual) inflation 1s not epplicable

5 Figures have been converted using exchange rates of £1 $1 55 as at 31 December 2011 (€1 $1 57 as at 31 December 2010) Due to
rounding the pension shown as at 31 Decomber 2011 s £1,000 pa higher than that previously shown at 31 December 2010 The
actual increase s less than £500 pa and thie 18 entirely due to the change in exchange rates over the year as in § terms | W Whiting's
pension has not changed over the year

The transfer values that would be payable from the IM! Pension Fund at the relevant date are also shown in the table,
together with the transfer value {at the end of the year) of the increase in the accrued pension over the year (net of
inflation) The transfer value shown is the estimated capital value of the future pension payments in retirement, determined
by the Fund's Trustee in accordance with the appropriate statutory requirements [n respect of | W Whiting's benefits
under US pension arrangements, the transfer value quoted 1s based on the method and assumptions used by the
Company to account for the costs associated with its US defined benefit pension schemes (see note 19 to the financial
statements on pages 108 to 114)

Under the method and assumptions used by the Company to account for the costs associated with its defined benefit
pension schemes, the aggregate value of the accrued benefits as at 31 December 2011 for the executive directors was
£11 77m (2010 £8 96m)
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12. Directors’ interests

This section of the Remuneration Report 1s not required to be audited

The interests (all being beneficial) of the directors and thetr families in the share capital of the Company are shown below

Director during
2011

Shares held

Interest as at 31 12 11
or date of retirement 1§ earlier

Interest as at 01 01 11
or date of appointment if later

N B M Askew
K § Beeston
A M Frew

T M Gateley
D M Hurt

M J Lamb

R Quarta®

R J Stack

S Toomes®
R M Twite

I W Whiting

Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares+
Ordinary shares+
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares+

Ordinary shares+

10,000
20,000
7,500
7,500
193,928
390,834
15,000
68,049
121,757
202,023

10,000
20,000
7,500
7,500
186,243
411,574
15,000
68,049
148,605
214,651

+ Including shares held within company share plana

“ R Quarta and S Toomes becams directors on 1 June 2011

Duning the period 31 December 2011 to 1 March 2012 there were no changes in the interests of any current director from
those shown save for purchases within the IMI All Employee Share Ownership Plan on 10 January 2012 of 15 shares on
behalf of each of M J Lamb and R M Twite and 16 shares on behalf of D M Hurt at 808 5p per share and 14 February 2012
of 14 shares on behalf of M J Lamb and R M Twite and 13 shares on behalf of D M Hurt at 916p per share

Approved by the Board on 1 March 2012 and signed on tts behatf by

Bob J Stack

Chairman of the Remuneration Committee

B ot I
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!M] BOARD REPORTS

68

STATEMENT OF DIRECTORS' RESPONSIBILITIES

Statement of directors’ responsibiliies in respect of the Annual Report and the financial statements

The directors are responstble for preparing the Annual Report, which includes the Directors’ Report, Remuneration Report
and Corporate Governance Statement, and the Group and parent company financial statements in accordance with
applicable law and regulations

Company law requires the directers to prepare Group and parent company financial statements for each financial year
Under that law the directors are required to prepare the Group financial statements in accordance with those International
Financial Reporting Standards as adopted by the European Union Under company law the directors must not approve
the Group financial statements unless they are satisfied that they present farrly the financial position, financial
performance and cash flows of the Group for that penod In prepanng those Group financial statements, the directors are
required to

* select sutable accounting polictes in accordance with IAS8 ‘Accounting Policies, Changes in Accounting Estimates
and Errors’ and then apply them consistently,

» make judgements and estimates that are reasonable and prudent,

» present information, including accounting policies, in a manner that provides relevant, relable, comparable and
understandable information,

e provide additional disclosures when comgphance with the specific requirements in IFRSs 1s insufficient to enable users
to understand the impact of parlicular tfransactions, other events and conditions on the Group’s financial posihon and
financia! performance, and

e state that the Company has complied with [FRSs as adopted by the European Union, subject to any matenal
departures disclosed and explained in the financial statements

The directors have slected to prepare the parent company financial statements in accordance with United Kingdom

Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) Under company

law the directors must not approve the parent company financial statements unless they are satisfied that they give a true

and fair view of the state of affairs of the Company and of the profit or loss of the Company for that pertod In preparing
the parent company financial statements, the directors are required to

e select sutable accounting policies and then apply them consistently,
e make judgements and estimates that are reasonable and prudent,

» state whether applicable United Kingdom Accounting Standards have been followed, subject to any matenal
departures disclosed and explatned in the financial statements, and

@ prepare the financial statements on the gomng concern basis unless it 1s Inappropniate to presume that the Company
will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclese with reasonable accuracy at any time the financial posttion of the Group and the
parent company and enable them to ensure that the Group and parent company financial statements comply with the
Companies Act 2006 and Article 4 of the IAS Regulation as appropriate They are also responsible for safeguardmng the
assets of the Group and the parent company and hence for taking reascnable steps for the prevention and detection of
fraud and other irregulanties

The directors are responsible for the maintenance and integrity of the corporate and financial information included on the
GCompany’s website Legistation in the United Kingdom govermng the preparation and dissemination of financial
statements may differ from legislation in other junsdictions

Directors’ responsthility statement under the Disclosure and Transparency Rules
Each of the directors listed on pages 36 and 37 confirms that

» the Group and parent company financial statements in this annual report, which have been prepared in accordance
with applicable UK iaw and with the applicable set of accounting standards, give a true and fair view of the assets,
habities, financial position and profit of the Group, and

» the management report {(which comprises the Directors’ Report and the business review) includes a %arr review of the
development and performance of the busmness and the position of the Company and the Group taken as a whole,
together with a description of the pnncipal nsks and uncertainties that they face

By order of Board

John O'Sh ————
Company Secretary
1 March 2012
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FINANCIAL STATEMENTS

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF IMI PLC

for the year ended 31 December 2011

We have audited the Group financial statements of IMI plc for the year ended 31 December 2011 which compnise the
Consotidated Income Statement, the Consolidated Statement of Comprehensive Income, the Consolidated Balance
Sheet, the Consolidated Statement of Changes in Equity, the Consolidated Statement of Cash Flows and the related
notes 1 to 27 The financiat reporting framework that has been apphed in their preparation 1s applicable law and
tnternational Financial Reporting Standards (IFRSs) as adopted by the European Union

This report 15 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 fullest extent permitted
by law, we do not accept or assume responsibility to anycne other than the Company and the Company’s members as
a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement set out on page 68, the directors are responsible

for the preparation of the Group financial statements and for being satisfied that they give a true and farr view

Our responsibility 1s 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 Ethical Standards for Auditors

Scope of the audrt 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 misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting policies are appropnate to the Group's circumstances and have
been consistently applied and adequately disclosed, the reasonableness of significant accounting estimates made by the
directors, and the overall presentation of the financial statements In addition, we read all the financial and non-financial
information in the annual report to identify 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 opinion the Group financial statements

® Give a true and fair view of the state of the Group’s affars as at 31 December 2011 and of its profit for the year then ended,
® Have been properly prepared in accordance with IFRSs 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 Regulation

Opimion on other matter prescrnbed by the Companies Act 2006

In our optnion the information given in the Directors” Report for the financial year for which the Group financial statements
are propared 18 consistent with the Group financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you If, In our opinion

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

#® We have not received all the information and explanations we require for our audit

Under the Listing Rules we are required to review

® The directors' statement, set out on page 27, in relation to going concern, and

® The part of the Corporate Governance Statement relating to the Company’s compliance with the nine provisions of the
UK Corporate Governance Code specified for our review, and

® Certain elements of the report to shareholders by the Board on directors’ remuneration

Other matter

We have reported separately on the Parent Company financial statements of IMI plc for the year ended 31 December 2011
and on the informatien in the Directors’ Remuneration Report that is descnbed as having been audited

vt
@,,“leoé e | de7 P

John € Flahenty {Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
Birrmingham

1 March 2012
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IMI FINANCIAL STATEMENTS

CONSOLIDATED INCOME STATEMENT

for the year ended 31 December 2011

Notes 2011 2010
Before Before
exceptional Exceptional exceptional Exceptional
tems tems Total tems nems Total
£m £m £m fm £m £m
Revenue 234 2,135 @) 2131 1,917 (5) 1.811
Segmental operating profit 2 374.1 374.1 397 3197
Reversal of economic hedge
contract gains 2 {41) (4.1} @27 27
Restructunng costs 24 (23 5) {23.5) (16 Q) {16.0}
Acquired intangible amortisation 11 (32.3) {32.3} 70 (7.0}
Employea benefit curtaiirment - UK scheme 19 - - 151 15.1
Operating profit 2,3,4 3741 (59 9) 3t42 3197 {10 6) 3001
Financral income 3] 3.3 139 172 52 205 257
Financial expense -] {20.2) {16 0) {36 2) (20 5) 8 2) (28 7)
Net finance credit relating to defined
benefit pension schemes 19 6.2 62 - -
Net financial (expense)/income 6 (1on {21) (12.8) (153 123 (30)
Profit before tax 7 3634 {62 0) 31 4 304 4 17 3061
Taxation 8 (101 8) 41 977N 91 3) 12 @2 5)
Profit for the year from
continuing operations 2616 {57 9) 2037 2131 05 2136
Profit from operations discontinued
n pnor years 5 - - i28 128
Total profit for the year 2616 {57.9) 2037 2121 133 226 4
Attnbutable to
Owners of the parent 200.4 2247
Non-controling interests 33 17
Profit for the year 2037 2264
Eamings per share 9
Basic - from profit for the year 63.2p 70 4p
Diluted - from profit for the year 62 tp 69 4p
Basic - from continuing operations 63.2p 66 4p
Diluted - from continuing operations 62.1p 65 4p
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FINANCIAL STATEMENTS

for the year ended 31 December 2011

201 2010
£m £m £m £m
Profit for the year 203.7 226 4
Other comprehensive income/(expense)
Change in fair value of effective net investment hedge denvatives 19 {6 5)
Income tax effect on above 05) 18
Exchange differences on translation of foreign operations net of
hedge settlements and funding revaluations {9.7) 169
Income tax effect on above 03 [(13)]
{80) 113
Farr value gain/{loss} on availlable for sale financial assets 12 (25
Actuanal loss on defined benefit plans {84 8) (22 2)
Income tax effect on above 15.5 34
{69 J) (18 8)
Other comprehensive Income/{expense) for the year, net of tax {76 1) (10 0)
Total comprehensive iIncome for the year, net of tax 127 6 2164
Attnbutable to
Owners of the parent 1239 2144
Non-controlling interests a7z 20
Total comprehensive income for the year, net of tax 1276 216 4
IM| plc Annual Report 2011
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IMI FINANCIAL STATEMENTS

CONSOLIDATED BALANCE SHEET

at 31 December 2011

Assets

ntangible assets

Property, plant and equipment
Employee benefit assets
Deferred tax assets

Qther receivables

Other financial assets

Total non-current assets

Inventonies

Trade and other receivables
Other current financal assets
Current tax

Investments

Cash and cash equivalents

Total current assets
Total assets

Liabilities

Bank overdraft

Interest-beanng loans and borrowings
Provisions

Current tax

Trade and other payables

Other current financial habilities

Total current iabitities

Interest-bearing loans and borrowings
Employee beneft obhgations
Provisions

Oeferred tax habilities

Other payables

Total non-current liabiliies
Total liabilities

Net assets

Equity

Share capital

Share premium

Other reserves
Retained sarmings

Equity atinbutable to owners of the parent
Non-controlling interests

Total equity

Approved by the Board of Directors on 1 March 2012 and signed on its behalf by
Robert rta
n
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Restated
(note 1)

Notes 2011 2010
£Tm £m

11 497.2 5193
12 248.3 241 3
19 1.9 16
13 75.7 563
55 49

18 49 70
8335 8304

14 3236 2880
15 3881 3452
18 72 123
121 48

18 204 192
18 147 9 122 9
8993 792 4

1,732.8 1,6228
18 04) 2 5)
16,18 (133) (22
21 {21 6) (139)
314 {36 8)
17 (484 1) (422 8)
18 7 1) (4 6)
{557 9) 493 8)
16, 18 {242.4) (252 6)
19 205 7) (201 0)
21 @332 47 4
13 39 6) (20 5)
(39.8) 317)
(560.7) {553 2)
(1,118.6) (1,047 0)

6142 5758

22 850 850
1693 168 1

590 67 4

25185 2052

564 8 5257

49 4 501

614.2 5758




FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 31 December 2011

As at 1 January 2010

Profit for the year
Other comprehensive income

Total comprehensive income

Issue of share capital

Dividends paid

Share based payments {net of tax)

Shares acquired for employee
share scheme trust

Investment in partnership
by UK Pension Fund

Income earned by partnership

At 31 December 2010

Changes in equity tn 2011

Profit for the year
QOther comprehensive iIncome

Total comprehensive iIncome

Issue of share capital

Dividends paid

Share based payments (net of tax)

Shares acquired for employee
share scheme trust

Income earned by partnership

At 31 December 2011

Share Capntal Total Non-

Share premium redemption Hedging Translation Retasned parent controlling Total
captal account reserve reserve reserve earnings equity interests  equity
m fm £m m £m £m £m £m £m
849 1666 79 74 411 919 3008 22 4020
2247 2247 17 2264

@7 157 (213 (103) 03 (100

4 7) 187 2024 2144 20 2164

01 18 18 16
(709) (709 05 (14

103 103 103

(295) (205 (29 5)

486 486

22 22

850 1681 79 27 568 2082 5257 501 5758
200.4 2004 33 2037

14 9.8 (68.1) (765 04 (761)

14 (9.8) 1323 1239 37 1276

- 12 12 12
{68.8) (888) (88 8)

106 106 106

(78 (7.8) (7.8)

{4.4) {4.4)

850 1693 7.9 4.1 470 2515 56448 494 6142
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IMI FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CASH FLOWS

for the year ended 31 December 2011

Restated
2011 2010
fm 2m
Cash flows from operating activites
Profit for the year from continuing operations 2037 2136
Adjustments for
Depreciation 436 44 8
{Reversal of impairmentyimpairment of property, plant and equipment {2.5) 34
Amortisation 36.4 114
Impairment of intangible assets - o4
Loss/{gain) on sale of property, plant and equipment 02 29
l.oss on disposal of investments - 1
Financial income 172) @257
Financial expense 36.2 287
Net finance income relating to defined benefit pension scheme (6.2) -
Equity-seftied share-based payment expenses 89 56
Income tax expense 97.7 925
Increase i trade and other receivables {45.1) {133)
Increase In inventones {35 7) (7 8)
Increase in trade and other payables 678 533
Decrease in provisions and employee benefits (253) (26 0)
Cash generated from the operations 362.5 3780
Income taxes paid (909) (56 3)
2716 3217
CClinvestigation costs 2.1) 43
Refund of EU fine * - 54
Additional pension scheme funding {52.9) (16 8)
Special contnbution to the UK Pension Fund - {48 6)
Net cash from operating activities 216 6 257 4
Cash flows from investing activities
Interest recesved 3.3 52
Proceeds from sale of property, plant and equipment 28 71
Sale of iInvestments 11 o8
Purchase of investments ((1]rg] 03
Settlement of transactional dernivatives 3.0 40
Settlement of currency denvatives hedging balance shest 5.6 @7
tncome from discontinued business (Polypipe) * -
Acquisitions of controlling interests 89 (117 4)
Acquisition of property, plant and equipment {52.1) (45 8)
Capitalised non-acquired intangibles (6 8) (50)
Net cash from investing activittes {62.7) (146 7)

Cash fiows from financing activities
Interest pad {20.2) 207
Investment in pension partnerstup by UK Pension Fund - 48 6

Acquisitton of non-controlling interests - (12 4)
Payment to non-controlling interest {4 4) -
Purchase of own shares {7 8) (29 5)
Proceeds from the issue of share capital for employee share schemes 1.2 16
Net {repayment)/drawdown of borrowings (16 0) 142
Dividends paid to non-controlling interest - (0 5)
Dividends paid to equity shareholders (88 8) {70 9)
Net cash from financing activihes {138 0) (69 6}
Net increase in cash and cash equivalents 279 11
Cash and cash equivalents at the start of the year 120.4 757
Effect of exchange rate fluctuations on cash held (0 8) 36
Cash and cash equivalents at the end of the year™ 1475 1204

* Representing profit from operations disconttnued in pror years (2010 £12 8m)
= Net of bank overdrafts of £0 4m (2010 £2 5m)
Notes to the cash flow appear in note 23

74 Financial statements



FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

1 Significant accounting policies

IMI ple (the ‘Company’} is a company domiciled in the United Kingdom The consolidated financial statements of the
Company compnse the Company and its subsidianes {together referred to as the ‘Group”) The Company financial
statements pregent information about the company as a separate entity and not about the Group The consohdated
financial statements have been prepared in accordance with International Financial Reporting Standards as adopted by
the EU and applicable law (IFRSs} The Company has elected to prepare its Parent Company Financial Statements in
accordance with UK GAAP and these are presented on pages 124 to 128 The financial statements were approved by the
Board of Directors on 1 March 2012

The following relevant standards and interpretations were adopted by the Group duning 2011
® |AS24 ‘Refated Party Disclosures’ (Amendment adopted from 1 January 2011)

The IASB i1ssued an amendment to |1AS24 that clanfies the definitions of a related party The new defintions emphastse a
symmetncal view of related party relationships and clanfy the circumstances in which persons and key management
personne! affect related party relationships of an entity The adoption of the amendment had no impact on the financial
positicn or performance of the Group

® |AS32 ‘Financial Instruments Presentation’ (Amendment adopted from 1 February 201 1)

The IASB 1ssued an amendment that alters the defintion of a financial Lability in IAS32 to enable entities to classify nghts
issues and certain options or warrants as equity instruments The amendment 1s applicable if the nghts are given pro rata
to all of the existing owners of the same class of an entity’s non-denvative equity instruments, to acquire a fixed number
of the entity’s own equity instruments for a fixed amount in any curency The adoption of the amendment had no effect
on the financial position or performance of the Group

® |FRIC14 JAS19-The Limit on a Defined Benefit Asset, Mimimum Funding Requirements and their interaction’
(Amendment adopted from 1 January 2011}

The amendment removes an unintended consequence of the interpretahon when an entity is subject to minimum funding
requirements and makes an early payment of contributions to cover such requirements The amendment permits a
prepayment of future service cost by the entity to be recognised as a pension asset The adoption of the amendment
had no effect on the financial position or performance of the Group

Improvements to IFRSs

In May 2010, the |ASB i1ssued its third omnibus of amendments to its standards, prnmariy with a view to remowving
inconsistencies and clarnfying wording There are separate transitional provisions for each standard The adoption of the
following amendments resulted in changes to accounting polictes, but no impact on the financial position or performance
of the Group

® |FRS3 ‘Business combinations’ The measurement options available for non-controling interest (NCI} were amended
Only components of NCi that constitute a present ownership interest that entitles therr holder to a proportionate share
of the entity’s net assets in the event of liquidation are entitied to the choice of measurement basis, namely at esther fair
value or at the present ownership instruments’ proportionate share of the acquiree’s identifiable net assets All other
components are to be measured at their acquisition date fair value This amendment was effective for annual pencds
beginning on or after 1 July 2011 but the Group adopted 1t from 1 January 2011 and changed its accounting policy
accordingly

® |[FRST ‘Financral Instruments — Disclosures’. The amendment was intended to simphfy the disclosures provided by
reducing the volume of disclosures around collateral held and improving disclosures by requinng qualitative information
to put the quantitative information in context  The Group reflects the revised disclosure requirements in ncte 18

® |[AS1 ‘Presentation of Financial Statements’ The amendment clanfies that an entity may present an analysis of each
component of other comprehensive iIncome erther in the statement of changes in equity or in the notes to the fmancial
statements The Group provides this analysis In the statement of changes in equity
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FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

1. Significant accounting policies (continued)

Other amendments, rasulting from improvements to IFRSs, to the following standards did not have any smpact on the

accounting polcies, financial position or performance of the Group

* \FAS3 ‘Business Combinations’ (Contingent consideration ansing from business combinations prior to the adoption of
{FRS3 (as revised in 2008))

® [FRS3 ‘Business Combinations’ (Unreplaced and voluntanly replaced share-based payment awards)
® |AS27 ‘Consolidated and Separate Financial Statements’
® |AS34 ‘Interrm Financial Statements’

The following interpretation and amendments to interpretations did not have any impact on the accounting policies,
financial position or performance of the Group

® |FRIC13 ‘Customer Loyalty Programmes’ (Amendment - determining the fair value of award credits)

® [FRIC19 ‘Extinguishing Financral Liabilities and Equity Instruments’

The following relevant standards and interpretations were 1ssued but are not effective for the year ended 31 December 2011
® |AS1 ‘Financial Statement Presentation’ - Presentation of hems of Other Comprehensive income (Amendment)

The amendments to IAS1 change the grouping of items presented n other comprehensive income  Hems that could
be reclassified (or ‘recycled') to profit or loss at a future point i time (for example, upon derecognition or settlement)
would be presented separately from items that will never be reclassified The amendment affects presentation only and
therefore will have no impact on the Group’s financtal posstion or performance The amendment becomes effective for
annual penods beginning on or after 1 July 2012

* |AS19 Employee Benefits’ (Amendment)

The IASB has tssued numerous amendments to IAS19  These include a fundamental change which will affect the bass
by which the Group apporticns finance income between the income statement and other comprehensive Income from

1 January 2013 Had this change been effective for 2011 we estimate that the financing cost would have increased by
around £16m  The main impact on the Group of the other changes to IAS19 s to increase the information required to be
disclosed

® |[FRSY ‘Financral Instruments Classification and Measurement'

IFRS2 as 1ssued reflects the first phase of the IASB’s work on the replacement of IAS39 and applies to the classification
and measurement of financial assets and financiat kabilites as defined In IAS32 The effective date of the standard has
recently been revised so that it will now only apply for annual periods beginning on or after 1 January 2015, afthough
earlier adoption 1s encouraged In subsequent phases, the IASB will address hedge accounting and impanment of
financial assets The adoption of the first phase of IFRSQ will have an effect on the classificaton and measurement of the
Group's financial assets, but wil potentially have no impact on classificaton and measurements of financial liabilihes

The Group will quantify the effect in conjunction with the other phases, when i1ssued, to present a comprehensive picture
® {FRS10 ‘Consolidated Financial Statements’

IFRS10 replaces the portion of IAS27 Consolidated and Separate Financial Statements that addresses the accounting for
consoldated financial statements it also includes the issues raised in SIC-12 Consolidation - Special Purpose Entities
IFRS10 establishes a single control model that applies to all entiies including special purpose entiies The changes
introduced by IFRS10 will require management to exercise significant judgment to determine which entities are controlled,
and therefore, are required to be consolidated by a parent, compared with the requirements that were in I1AS27 This
standard becomes effective for annual periods beginrung on or after 1 January 2013

Restatement

In accordance with IFRS3, following the finalisation of the balances relating to the Zimmermann & Jansen acquisition
reported in the 2010 consolidated financial statements, the 2010 balance sheet has been restated The details of this
restatement are set out In note 3

In the consolidated statement of cash flows, comparatives have been restated to reclassify a £2 7m outflow for settlement
of currency derivatives as an investing activity This was previously included in the ine item for the effect of exchange rate
fluctuations on cash held, which has been increased by an equivalent amount

Financial statements



a) Basis of accounting

The financial statements are presented in Pounds Sterling (which 1s the Company’s functional currency), rounded to
the nearest hundred thousand, except revenues which are rounded to the nearest whole million They are prepared on
the histonical cost basis except that the following assets and liabilities are stated at their fair value denvative financial
instruments, available-for-sale financial assets, financial assets and labihties identified as hedged items, and assets
and habilities acquired through business combinations

Non-current assets and disposal groups held for sale, where apphicable, are stated at the lower of carrying amount and
fair value less costs to sell

The following accounting policies have been applied consistently throughout the Group for the purposes of these
consolidated financial statements

b) Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and assumptions that
affect the apphication of accounting policies and the reported amounts of assets, abihittes, income and expenses
Actual results may differ from these estimates

Estimates and undertying assumptions are reviewed on an ongoing basis  Rewvisions to accountng estimates are
recognised in the penod in which the estimate 1s revised and in any future penods affected

The nature of the markets in which the Group operates ieads, from time to time, to a vanety of possible legal and other
claims from customers Whenever such matters are notified to the Group, they are investigated and any liabilty which
results 1s recognised In the accounts as soon as a relable estimate can be made Where 1t 1s not possible to make a
reliable estimate of any future liabiity, a contingent hability 1s disclosed

The Company has disposed of a number of its previous businesses The sale agreements contained various warranties
and indemnrties  In some cases, the agreements also include the potential for adjustment to the purchase price,
sometimes contingent on future events At the time of disposal, the accounts reflect the best estimate of the bikety future
impact of these agreements Estimates are updated at each reporting date to reflect the latest information avallable

Information about other areas of eshmation, uncertainty and critical judgements in applying accounting policies that
have the most significant effect on the amounts recognised in the financial statements are described in the notes
which follow, on Revenue, Acquisitions, Intangible assets, Deferred tax assets and habilities, Financial nsk
management, Employee benefits, Share-based payments, Provisions for habilities and charges and Contingencies

¢) Basis of consohdation

The Group financial statements consolidate the financia! statements of IMI plc and the entities it controls (its
subsicharies) for the year to 31 December

Subsidianes

Subsidiaries are consolidated from the date of their acquisition, being the date on which the Group obtains control,
and continue to be consolidated until the date that such control ceases Control compnses the power to govern the
financial and operating policies of the Investee so as to obtain benefit from its activities and 1s achreved through
direct or indirect ownership of voting nghts, currently exercisable or convertible potential voting nights, or by way of
contractual agreement The financial statements of subsidianes used in the preparation of the consohdated financial
statements are prepared for the same reporting year as the parent company and are based on consistent accounting
policies All intragroup balances and transactions, including unrealised profits ansing from them, are eiminated in full

A change in the ownership interest of a subsidiary, without loss of control, 1s accounted for as an equity transaction
If the Group loses control over a subsidiary, 1t () derecogrises the assets (including goodwill) and habilities of the
subsidiary, {i)) derecognises the carrying amount of any non-controlling interest, (i) derecognises the cumulative
translation differences recorded in equity, (iv) recognises the fair value of the consideration received, (v) recognises
the fair vatue of any investment retained, (vi) recogrises any surplus or deficit in profit or loss, {vi) reclassifies the
parent’s share of components previously recagnised In other comprehensive income to profit or loss or retained
earnings, as appropriate
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

1 Significant accounting policies {continued)
c) Basis of consolidation {continued)

Non-controlling interests

Non-controlling interests represent the equity tn a subsidiary not attnbutable, directly or indirectly, to the parent
company and the IMI Pension Fund interest in the IM} Scottish Limited Partnership {the partnership) Non-controlling
interests are presented within equity 1n the consolidated balance sheet, separately from equity attributable to owners
of the parent Losses within a subsidiary are attributed to the non-controling interest even if that results in a deficit
balance

d) Revenue

i) Sale of products
Revenue from the sale of products Is recognised in the income statement net of returns, trade discounts and
volume rebates when the significant risks and rewards of ownership have been transferred to the buyer and reliable
measurement ts possible No revenue 1s recogrused where recovery of the consideration 18 not probable or there
are significant uncertainties regarding assceiated costs, or the possible return of goods
Transfers of nsks and rewards vary depending on the nature of the products sold and the individual terms of the
contract of sale Sales made under internationally accepted trade terms, Incoterms 2010, are recognised as
revenue when the Group has completed the primary duties required to transfer nsks as defined by the International
Chamber of Commerce Official Rules for the Interpretation of Trade Terms  Sales made outside of Incoterms 2010
are generally recognised on delivery to the customer

1i} Services
Revenue from services rendered 1s recognised tn proportion to the stage of completion of the service at the balance
sheet date The stage of completion 1s assessed by reference to the contractual agreement with each separate
customer Installation fees are recognised as revenue by reference to the stage of completion on the installation
unless they are incidental to the sale of the goods, In which case they are recognised when the goods are sold

m) Construction contracts
Revenue from significant machinery or valve contracts 1s recogrised in proportion to the stage of completion of the
contract by reference to the specific contract terms unless the contract contains discrete components separately
transfernng nsks and rewards to the customer Where separate components are present, revenue I1s recogrised on
each component in accordance with the policy on the sale of products

¢) Exceptional items

Exceptional items are disclosed separately where either the quantum, the one-off nature or volatility of these tems
would otherwise distort the underlying trading performance

The following items of Income and expense are considered to be exceptional in thege financial statements

® Restructunng costs, which compnse significant costs associated with the closure of activities or factones and the
cost of significant reductions in workforce due to excess capacity or the reorgarusation of facitities,

® The employee benefit curtailment gam on the closure of the UK scheme to future accrual,
® The amorhsation and impairment of acquired intangible fixed assets,
® Ganns and losses (including farr value adjustments) on denvative financial instruments
The tax impact of the above rtems 15 also shown within exceptional tems, together with the exceptional tax charge in
connection with the restructuring
f)} Financial Income and expense

Financial income compnses interest recaivable on funds invested, Income from investments and gains on hedging
nstruments that are recognised in the Income statement Interest ncome 1s recognised in the income statement as it
accrues, taking into account the effective yield on the asset  Dividend income 1s recognised in the ncome statement
on the date that the dividend 1s declared

Financial expense compnses interest payable oh borrowings calculated using the effective interest rate method, the
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h)

interest related element of denvatives and logses on financial instruments that are recognised in the Income statement
The interest expense component of finance lease payments 1s recognised in the income statement using the effective
interest rate method

Net finance expense relating to defined benefit pension schemes represents the difference between the assumed
interest on employee benefit plan liabilities and the assumed returns on employee benefit plan assets

Borrowing costs directly attributable to the acquistion, construction or production of an asset that necessarily takes a
substantial period of time to get ready for its intended use or sale are capitalised as part of the cost of the respective
assets All other borrowing costs are expensed in the peniod they occur  Borrowing costs consist of interest and other
costs that an entity incurs in connection with the borrowing of funds

Income tax

Current tax represents the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the balance shest date and taking into account any adjustments in respact of prior years

Deferred tax 1s provided, using the balance sheet method, on temporary differences between the carrying amounts of
assets and habilities for financtal reporting purposes and the amounts used for taxation purpcses Deferred tax 1s not
recognised for the following temporary differences the initial recogniion of goodwill, the initial recognition of assets or
habilities in a transaction that 1s not a business combination and that affects neither accounting nor taxable profit, and
differences relating to investments in subsidianies to the extent that the timing of the reversal of the differences can be
controlled and 1t 1s probable that the differences will not reverse in the foreseeable future Deferred tax 1s measured at
the tax rates that are expected to apply when the temporary differences reverse, based on the tax laws that have been
enacted or substantively enacted by the balance sheet date

A deferred tax asset 15 recogrised to the extent that it is probable that future taxable profit will be available against
which the temporary difference can be utihsed

Non-current assets held for sale and discontinued operations

Where applicable, on initial classification as ‘held for sale’, non-current disposal groups are recognised at the lower of
carrying amount and fair value less costs to sell  Impairment losses on the intial classification of assets as held for
sale are included in profit or loss, even for assets measured at fair value, as are impairment losses on subsaquent
remeasurement and any reversal thereof

A discontinued operation 1s a component of the Group's business that represents a separate maor ine of business
that has been disposed of, 1s held for sale or I1s a subsidiary acquired exclusively with a view to re-sale

Foreign currencies

i} Foreign currency transactions

Monetary assets and liabilties denominated in foreign currencies have been translated into Sterling at the rates
of exchange ruling at the balance sheet date Foreign exchange differences ansing on translating transactions at
the exchange rate ruling on the transaction date are reflected in profit before taxation in the income statement
Non-monetary assets and habiliies that are measured at histonical cost i a foreign currency are translated using
the exchange rate at the date of the transaction Non-monetary assets and habilities denominated in foreign
cumrencies that are stated at fair value are transiated into Sterling at foreign exchange rates ruling at the balance
sheet date

ii} Foreign operations

The income statements of overseas subsidiary undertakings are translated at the appropnate average rate of
exchange for the year and the adjustment to year end rates s taken directly to reserves

The assets and habilities of foreign operations, iIncluding goodwili and fair value adjustments ansing on acquisition,
are transtated at foreign exchange rates ruling at the balance sheet date

Foreign exchange differences ansing on retranstation are recognised directly as a separate component of equity
Since 1 January 2004, the Group's date of transition to IFRSs, such differences have been recognised in the
translation reserve  When a foreign operation 1s disposed of, i part or in full, the relevant amount in the translation
reserve (s transferred to profit or loss
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

1 Significant accounting policies (continued)

j} Financial instruments and fair value hedging

k)

Financial instruments are initially recorded at fair value plus directly attnbutable transaction costs unless the instrument
13 a denivative not designated as a hedge {see below) Subsequent measurement depends on the designation of the
nstrument, which follows the categones in IAS39

Fixed deposits, comprsing principally funds held with banks and other financial institutions are classified as
‘available for sale assets’ under IAS39, and held at farr value Short term borrowings and overdrafts are classified as
financial habihbes at amortised cost

Derivatives, compnsing interest rate swaps, foreign exchange contracts and ocptions, metals futures contracts and
any embedded denvatives, are classified as ‘fair value through profit or loss’ under IAS39, unless designated as
hedges Dernivatives not designated as hedges are initially recognised at farr value, attnbutable transaction costs are
recognised in profit or logs when incurred Subsequent to initial recogrution, changes in fair value of such
denvatives and gains or losses on ther settlement are recognised in net financial income or expense

Long term loans and other interest beanng borrowings are generally held at amortised cost using the effective
interest rate method Where the long term loan is hedged, generally by an interest rate swap, and the hedge 1s
regarded as effective, the carrying value of the long term loan I1s adjusted for changes in fair value of the hedge

® Trade receivables are stated at cost as reduced by appropriate allowances for estimated irecoverable amounts
® Trade payables are stated at cost

Financial assets and habilities are recognised on the balance sheet only when the Group becomes a party to the
contractual provisions of the instrurment

Availlable for sale financial assets are camed at fair value with gains and losses being recogmsed In equity, except
for mparrment losses which are recognised in the income statement

Other hedging

]

n)

Hedge of monetary assets and habilities, financial commitments or forecast transactions

Where a denvative financial tnstrument 1s used as an economic hedge of the foreign exchange or metals commodity
price exposure of a recognised monetary asset or hability, or financial commitment or a forecast transaction, no
hedge accounting 15 applied and any gain or loss resulting from changes n farr value of the hedging instrument is
recogrused Iin net financial ncome or expense

For segmental reportting purposes, changes in the fair value of economic hedges that are not designated hedges,
which relate to current year trading, together with the gains and losses on their settlement, are aliocated to the
segmental revenues and operating profit of the relevant business segment

Hedge of net investment in foreign cperation

Where a foreign cunrency hability or derivative financial instrument s a formally designated hedge of a net
investment in a foreign operation, foreign exchange differences ansing on tranglation of the foreign currency liability
or changes in the farr value of the financial instrument are recogrused directly in equity to the extent the hedge s
effective  The Company assesses the effectiveness of its net investment hedges based on fair value changes of its
net assets, Including refevant goodwill designated as foreign currency assets, and the far value changes of both the
debt designated as a hedge and the relevant financial instrument

Business combinations and goodwill

Business combinations are accounted for using the acquisition method  The cost of an acquisihon 15 measured

as the aggregate of the consideration transferred, measured at acquisition date fair value and the amount of any
non-controlling interest In the acquiree  The choice of measurement of non-controlling interest, either at far value or
at the proportionate share of the acquiree’s identifiable net assets 1s determined on a transactton by transaction basis
Acquisition costs incurred are expensed and included in admimistrative expenses unless theirr quantum, nature or
volatility meets the definition of an excephional item as set out in accounting policy (e} above
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When the Group acquires a business, it assesses the financial assets and habilies assumed for appropriate classificaton
and designation in accordance with the contractual terms, economic circumstances and pertinent conditions as at the
acquisiion date  This includes the separation of embedded denvatives in contracts held by the acquiree

Any contingent consideration to be transferred by the acquirer will be recogrised at farr value at the acquisition date
Subsequent changes to the fair value of the contingent consideration which 1s deemed to be an asset or hability

will be recognised in accordance with I1AS39 etther in profit or loss or In other comprehensive income  [f the contingent
consideration 1s classified as equity, it 1s not remeasured until it 1s finally settled within equity

Goodwill 19 inhially measured at cost being the excess of the aggregate of the acquisition date farr value of the
consideration transferred and the amount recogrised for the non-controlling interest {and where the business
combination 15 achieved in stages, the acquisition date fair value of the acquirer's previously held equity interest in

the acquiree) over the net identifiable amounts of the assets acquired and the habiliies assumed for the business
combination Assets acquired and habilites assumed In transactions separate to the business combnations, such

as the settlement of pre-existing relationships or post-acquisiion remuneration arrangements are accounted for
separately from the business combination in accordance with their nature and applicable IFRSs Identifiable intangible
assets are recognised separately from goodwill Contingent habilities representing a present cbhgation are recogrised
if the acquisthon date farr value can be measured reliably

If the aggregate of the acquistion date fair value of the consideration transferred and the amount recognised for the
non-controlling interest (and where the business combination 1s achieved n stages, the acquisition date fair value of
the acquirer’s previously held equity interest in the acquiree) I1s lower than the fair value of the assets, labilities and
contingent lrabilities and the fair value of any pre-existing interest held in the business acquired, the difference is
recogrused in profit and loss

After iInitial recognition, goodwill 1s measured at cost less any accumulated impairment losses For the purpose of
impaiment testing, goodwall acquired in a business combtnation g, from the acquisition date, allocated to each of the
Group's cash-generating units {or groups of cash-generating units) that are expected to benefit from the combination,
irespective of whether other assets or habilites of the acquiree are assigned to those units  Each untt or group of
units te which goodwill is allocated shall represent the lowest level within the entity at which the goodwill 1s monitored
for internal managerment purposes and not be larger than an operating segment before aggregatron

Where goodwill forms part of a cash-generating unit and part of the operaton within that untt 1s disposed of,

the goodwll associated with the operation disposed of 15 included in the carrying amount of the operation when
determining the gain or loss on dispasal of the operation  Goodwill disposed of in this circumstance 18 measured
based on the relative values of the operation disposed of and the portion of the cash-generating unit retained

m) intangible assets

Intangible assets are further sub-divided in the notes to these accounts between acquired intangible assets and
non-acquired intangible assets Amortisation of acquired intangible assets 1s treated as an exceptional item as
descnbed in note (g) of these accounting policies, because of its inherent volatility The accounting policy for goodwill
15 descnbed in note 1 above

1} Research and development

Expenditure on research activities, undertaken with the prospect of gaining new scientific or technical knowledge
and understanding, 1s recognised in the income statement as an expense as ncurred

Expenditure on development actwvities, whereby research findings are apphed to a plan or design for the production
of new or substantially improved products and processes, 18 capitalised provided benefits are probable, cost can
be reliably measured and if, and only if, the product or process 1s technically and commercially feasible and the
Group has sufficient resources and intention to complete development The expenditure capitalised includes the
cost of matenals, direct labour and directly attnbutable overheads Other development expenditure Is recognised
in the income statement as an expense as Incurred  Capitalised development expenditure is stated at cost less
accumulated amortisation {see below) and impaiment losses {see accounting policy ‘Imparrment’) and 1s included
in the other acquired or other non-acquired category of intangible assets depending on its ongin
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

1. Significant accounting policies {continued)

m) Intangible assets (continued)
i} Software development costs
Software appiications and systems that are not an integral part of their host computer equipment are caprtalised on initial
recognibon as intangible assets at cost Cost compnses the purchase pnce plus external costs incurred on development
of the asset to bnng it nto use  Following intial recognition, software development costs are camed at cost less any
accumulated amortisation (see below) and accumulated impaiment losses (see accounting policy ‘Imparrment’) and are
inciuded in the other acquired or ather non-acquired category of intangible assets depending on their ongin

) Gustomer relationships and other acquired intangible assets
Customer relationships and other intangible assets that are acquired by the Group as part of a business
combination are stated at therr fair value calculated by reference to the net present value of future benefits accruing
to the Group from utiisation of the asset, discounted at an appropnate discount rate Expenditure on other
internally generated intangible assets 1s recognised in the Income statement as an expense as incurred

w} Amortisation of intangible assets other than goodwli
Amortisation 13 charged to the income statement on a straight-line basis (unless such a basis is not aligned with the
anticipated benefit) over the estimated usefu! lives of intangible assets Amortisation commences from the date the
intangible asset becomes avallable for use The estimated maximum useful ives are as follows

& Capitalised development costs 5 years

® Software development costs Life of the intangtble asset (up to 10 years)
® Customer relationships Ufe of the intangible asset (up to 10 years)
® Order book Period of the outstanding order book

® Other intangible assets Life of the intangible asset (up to 10 years)

n) Property, plant and equipment
Freehold land and assets in the course of construction are not depreciated
ltems of property, plant and equipment are stated at cost less accumulated depreciation (see below) and impaiment
losses (see accounhing policy ‘tmparment’)
Where an item of property, plant and equipment compnses major components having different useful ives, they are
accounted for as separate items of property, plant and equipment Costs in respect of tooling owned by the Group for
clearly identifiable new products are capitalised net of any contnbution received from customers and are included in
plant and equipment
Depreciation 1s charged to the mcome statement on a straight-line basis (unless such a basis 1s not alighed with the
anticipated benefit) so as to write down the cost of assets to residual values over the penod of their estimated useful
lives within the following ranges
® Freehold buildings 25 to 50 years

#® Plant and equipment 310 20 years

Leased assets

—

Q
Leases where the Group assumes substantially all the nsks and rewards of ownership are classified as finance leases
Plant and equipment acquired by way of finance lease 15 stated at an amount equal to the lower of its farr value and
the present value of the minimum lease payments at inception of the lease, less accumulated depreciation (see above)
and impaimment losses (see accounting policy ‘Impairment’)

Payments made under operating leases are recognised in the income statement on a straight-line basis over the term
of the lease

Lease incentives received are recognised in the income statement over the period of the lease unless a different
systematic method 1s more appropnate under the temms of the lease  The majonty of leasing transactions entered into
by the Group are operating leases
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p)} Inventories

q

_—

Inventories are valued at the lower of cost and net realisable value  In respect of work In progress and firished goods,
cost Includes all direct costs of production and the appropnate proportion of production overheads

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits Bank overdrafts that are repayable en demand
and form an integral part of the Group's cash management are included as a component of cash and cash equivalents
for the purpose of the statement of cash flows

Impatrment
The carrying values of the Group's non-financial assets other than inventonies (see accounting policy ‘Inventones’)

and deferred tax assets (see accounting policy ‘Income tax’}, are reviewed at each balance sheet date to determine
whether there 1s any iIndication of impairment

If any such indication exists, the recoverable amount of the asset or all assets within its cash generating unit 1s
estimated An impairment loss 18 recognised whenever the camying amount of an asset or its cash gensrating unit
exceeds its recoverable amount Impairment losses are recognised in the Income statement

For goodwill and assets that are not yet available for use, the recoverable amount is evaluated at each balance sheet date

1} Calculation of recoverable amount

The recoverable amount of the Group’s recevables other than financial assets held at fair value 1s calculated as the
present value of expected future cash flows, discounted at the onginal effective nterest rate inherent in the asset
Recevables with a short duration of less than one year are not discounted

The recoverable amount of other assets 18 the greater of their fair value less costs to sell and value in use

In assessing value in use an iIndividua! assessment 1s made of the estimated future cash flows generated for

each cash-generating unit (based upon the latest Group three year plan and extrapolated using an appropriate long
term growth rate for each cash generating unit In perpetuity consistent with long term GDP growth) These are
discounted to thewr present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the nisks specific to the asset  Management befieve that this approach, including the use of
the indefinite cash flow projection, 1s appropnate based upon both histonical expenence and because 1t 1s one of
the bases management utilise to evaluate the farr value of Investment opportunities For an asset that does not
generate largely independent cash infiows, the recoverable amount 1s determined for the smailest cash generating
unit to which the asset belongs

n) Reversals of mpairment
As required by IAS36 Impawrment of Assets’, any impairment of goodwill or available for sale financial assets 1s
non-reversible In respect of other assets, an imparment loss 1s reversed If at the balance sheet date there are
indications that the loss has decreased or no longer exists following a change in the estimates used to determine tho
recoverable amount
An impairment loss 1s reversed only to the extent that the asset’s carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or amortisation, If no impairment loss had been
recognised

s} Dividends

Dmvidends are recognised as a liability in the pernod m which they are approved by the Company’s shareholders or by
the subsidiary’s shareholders in respect of dividends to non-controlling interests
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NOTES TO THE FINANCIAL STATEMENTS

1 Significant accounting policies {continued)

t) Employee benefits

1) Defined contnbution pension plans
Obligations for contnbutions to defined contnbution pension plans are recognised as an expense in the income
statement as incurred

1} Defined benefit pension plans

The Group's net obligaticn in respect of defined benefit pension plans i1s calculated separately for each plan by
estimating the amount of future benetfit that employees have earned in return for ther service in the current and
pnor penods, that benefrt 1s discounted to determine its present value, and any unrecogrused past service costs
and the fair value of any plan assets are deducted The discount rate 1s the yield at the balance sheset date on high
quality corporate bonds of the appropnate currency that have durations approximating those of the Group's
obhgations The calculation 15 performed by a qualified actuary using the projected unit credit method When the
calculation results in a net asset to the Group, the recognised asset 1s imited to the net total of any unrecogmised
past service costs and the present value of any future refunds from the plan or reductions in future contnbutions to
the plan and restricted by any relevant asset celling

When the benefits of a plan are iImproved, the portion of the increased benefit relating to past service by employees
15 recognised in profit or loss In the income statement on a straight-ine basis over the average period untd the
benefits become vested To the extent that the benefits vest iImmediately, the expense 1s recognised immediately in
the ncome statement Actuanal gains and losses are recognised immediately in equity and disclosed in the
statement of comprehensive income

ni) Long-term service and other post-employment benefits
The Group’s net obligation in respect of long-term service and other post-employment benefits, other than pension
plans, is the amount of future benefit that employees have earned in return for their service in the current and pnor
perniods The ohbligation 1s calculated using the projected unit credit method and is discounted to its present value
and the fair value of any related assets 1s deducted The discount rate Is the yield at the balance sheet date on high
quality bonds of the appropnate currency that have durations approximating those of the Group's obligations

w) Equity and equity-related compensation benefits

The Group operates a number of equity and equity-related compensahon benefits as set out in note 20 The farr value
of the employee services received in exchange for the grant of the options 1s recognised as an expense each year

The total amount to be expensed over the vesting penod 1s determined by reference to the far value of the options
granted, excluding the impact of any non-market vesting conditions (for example, profitability and sales growth
targets) Non-market vesting condrtions are included in assumptions about the number of options that are expected
1o become exersisable The fair value of the options 1s determined based on the Black-Scholes option-pricing moded

At each balance sheet date, the Group revises its estimates of the number of options that are expected to vest

It recogrises the impact of the revision of onginal estimates, if any, in the income statement

The proceeds received net of any directly attributable transaction costs are credited to share capital (nominal value)
and share premium when the options are exercised

u} Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events,
it 1s probable that an outfiow of resources will be required to settle the obligation, and the amount can be reliably
estmated Provisions are valued at management’s best esttmate of the amount required to settle the present
obligation at the balance sheet date

A provision for restructuring 1s recogrised when the Group has approved a detalled and formal restructuning plan, and
the restructuring has either commenced or has been announced publicly
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2. Segmental information

Segmental information is presented in the consolidated financial statements for each of the Group’s operating
segments The operating segment reporting format reflects the Group’s management and internal reporting structures
tnter-segrment revenue 1s insignificant

The Group includes the following five operating segments and activities

Fluid Controls
Severe Service

Design, manufacture, supply and service of high performance cntical control valves and asscciated equipment for
power generation plants, oll & gas producers, petrochemical, iron & steel plants, and other process industnes

Flud Power

Design, manufacture and supply of motion and fluid control systems, pnincipally pneumatic devices, for onginal
equipment manufacturers in commercial vetucle, life science, rail, energy, food and beverage and other industnes
Indoor Climate

Design, manufacture and supply of Indoor climate control systems, principally balancing valves for large commercial
bulldings, thermostatc radiator valves for residential bulldings and water conditioning equipment

Retail Dispense
Beverage Dispense

Design, manufacture and supply of still and carbonated beverage dispense systems and associated merchandistng
equipment for brand owners and retallers

Merchandising
Design, manufacture and supply of pont of purchase display systems for brand owners and retailers

Information regarding the performance of each operating segment 1s included below Performance is measured based
on segmental operating profit which 1s the profit reported by the businesses, stated before exceptional iterns including
restructunng, acquired intangible amortisation, reversal of economic hedge contract gains and losses and the employee
benefit curtaiiment on the UK scheme Businesses enter into forward currency and metal contracts to provide economic
hedges against the impact on profitability of swings in rates and values in accordance with the Group’s policy to minimise
the nsk of volatility in revenues, costs and margins Segmental operating profits are therefore charged/credited with

the impact of these contracts These contracts do not meet the technical provisions required under IAS39 for hedge
accounting therefore gains and losses are reversed out of segmental profit and are recorded In net financial income

and expense for the purposes of the statutory consolidated income statement

Segmental Segmental

revenue operating profit
2011 2010 2011 2010
£m £m £m £m
Fluid Controls 1,649 1,433 307.6 262 4
Severe Service 572 452 889 784
Fluid Power 767 685 1505 1137
Indoor Climate 310 296 68 2 703
Retail Dispense 486 484 66.5 573
Beverage Dispense 317 315 41.1 320
Merchandising 169 169 254 253
Totatl 2,135 1,917 3749.1 3197
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NOTES TO THE FINANCIAL STATEMENTS

2 Segmental information {continued)

Reconciliation of reported segmental revenue and operating profit

Revenue Profit
2011 2010 2011 2010
£m £m £m £m
Segmental result 2,135 1917 3741 3197
Reversal of economic hedge contract gains {4} © {41) 27
Restructuring costs (23.5) (16 0)
Acquired intangible amortisation (32.3) 70
Employee benefit curtadment - UK scheme - 151
Total revenue/operating profit reported 2,131 1,911 3142 3001
Net financtal expense {(12.8) 30
Profit before tax - continuityy operations 301.4 306 1
Balance shoeot
Segment Segment
assets liabilities
Restated Restated
2011 2010 2011 2010
£m £m £m £m
Flud Controls 1,183 4 1,1309 3779 3371
Severe Service 5955 556 6 201.6 167 6
Fluid Power 436 0 4265 114.9 1061
Indocr Climate 151.9 147 8 614 634
Retail Dispense 283.4 2750 914 809
Beverage Dispense 1373 1371 58.6 530
Merchandising 146 1 1379 32.8 279
Total 1,466.8 1,4059 469 3 4180
Reconcihation of segment assets and habilihes to Group balance sheet
Assets Liabilibhes
Restated Restated
2011 2010 2011 2010
£m £m £m £m
Segment assets and habilities 1.468.8 1,4059 469.3 418 0
Corporate items 80 121 876 77
Employee benefits 19 16 2057 2010
Investments 204 192
Funds/borrowings 147 9 1229 256 1 268 3
Net taxation and others 878 811 99 9 820
Per Group balance sheet 1,7328 1,.6228 1,118 6 1,047 0
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Other information

Restructuring Capital Depreciation &

costs expenditure amortisation”
2011 2010 2011 2010 201 2010
£m £m £m £m £m £m
Fluid Controls 214 107 50.7 419 707 44 4
Severe Service 19 48 114 200 392 112
Fluid Power 55 31 262 150 23.3 259
Indoor Climate 40 28 131 69 8.2 73
Retail Dispense 21 53 8.0 87 88 113
Beverage Dispense 21 50 5.3 49 6.3 83
Merchandising - 03 27 38 25 30
Subtotal 235 160 587 506 795 557
Corporate - - 02 02 05 05
Total 235 160 58.9 508 80.0 562

* Included within depreciation and amortisation for Severe Service 1s £28 9m (2010 £3 1m) amortisation of acquired intangtbles
Inciuded within depreciation and amortsation for Flud Power 1s £3 1m (2010 £3 4m) amortisation of acquired intangibles
Included within depreciation and amortsation for Indoor Climate ts £0 3m (2010 £0.2m) amortisahon of acquired intangibles
Included withun depreciation and amortisation for Beverage Dispense 1s £nil (2010 £0 3m) amorgsation of acquired intangibles

Revenue by geographical destination

UK

Gemany

Rest of Europe
USA
Asia/Pacific
Rest of World

Total segmental revenue

Reversal of economic hedge contract gans

Total

2011 2010
£m £m
136 141
296 261
577 542
580 543
319 285
227 145
2,135 1,017
4 (6)
2,131 1,011

No individual customer, of group of customers under common control, represents more than 10% of Group revenue

(2010 none)

Segmental analysis of ntangible assets and property, plant and equipment

Restated

2011 2010

£m £m

UK 1037 99 4

Germany 164 2 1810

Rest of Europe 187 2 186.5

USA 2321 2325

Asia/Pacitic 466 47 2

Rest of World 117 140

Total 7455 760 6
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3 Acquisitions
3 1 Acquisitions subsequent to the year-end

Remosa

On 16 February 2012, the Group acquired Remosa SpA and related companies (collectively Remosa), a leading
engineering business specialising in valves and related flow control products for severe applhications, for an enterpnse
value of approximately £84 7m (€100m), being cash consideration of £69 8m (€82 4m) and debt assumed of
approximately £14 9m (€17 6m) The consideration was funded out of IMY's existing resources and banking faciities

Founded in 1955 by Giuko Mambrnn, Remosa Is a severe service valve business based in Sardirua, Italy and was
pnivately-owned prior to acquisition Remosa makes specialist valves used in cntical applications in the downstream
petrochemical sector and also has an estabhshed valve servicing business

The main Remosa manufacturing faciity 1s located in Sardima The senior management and all of its 360 employees
will be transferring wath the business In the 2011 calendar year, Remosa’s unaudited sales were £40 7m (€48m) and
underlying EBITDA was £6 8m (€8m)

Remosa will jomn IMI's Severe Service division and 18 highly complementary with Zmmermann & Jansen, which iMl

acquired at the end of 2010, and will strengthen the Group's presence in the downstream petrochemical market

The use of IMI's global sales and aftermarket infrastructure 1s expected to improve Remosa’s geographic penetration,

notably in North Amenca, and develop its aftermarket offenng Remosa already has a strong presence in emerging

markets, including South Amenca and Asia, with over 50% of sales coming from those markets !

InterAtiva

Cn 17 February 2012, the Group acquired Grupo InterAtiva (InterAtiva), a Brazihan isolation valve business, from its
founding partners for an iihial cash consideration of £22m and contingent consideration up to a maximum of £21 2m
to be pard based on 1ts performance over the next three years The consideration i1s being funded out of IMI's existing
resources and banking facilities

Founded in 1992 by Wilson Gabnel and Mauro Bilbzo, InterAtva was pnvately-owned and designs, assembles and
distributes i1solation valves to various end-markets including oil and gas, sugar and ethanol production, and water
treatment it currently leases a 9,000sq metre faciity located in Sorocaba, near Sao Paclo and employs 70 people who
are all transfernng with the business In the 2011 calendar year, InterAtiva’s unaudited sales were £12m and underlying
EBITDA was £3m  All of the 2011 sales were In the fast-growing South Amencan markets

InterAtiva will join IMI's Severa Service division and has existing strong customer relationships and approvals in Brazi
with the major engineernng, procurement and construction firms and also with the major ol and gas companies  With an
experienced management team, and capacity for final assembly, it will be a strong platform for IMI's existing severe
service 1solation valve brands, including Orton and TruFlo Rona, to enter this market

Given the proximity of these acquisitions to the date of approval of these financial statements, the initial accounting for
them 1s not yet complete and consequently disclosures regarding, inter alia, the farr value of the assets and habtlities
acquired, the fair value of the consideration and the amounts allocated to goodwll and intangible assets have not been
given, but will be included in the Group’s 2012 Intenm Report

3.2 Acquistions dunng the year

TH Jansen

The Group acquired 100% of the share capital of TH Jansen Armaturen GmbH (THJ) on 17 Octeber 2011 Consideration
of £10 3m, including the overdraft acquired of £1 3m, 1s net of £2.2m due from the vendor, which 1s subject to agreement
through the completion accounts process Net debt of £2 5m was taken on as part of the acquisition  Assuming that

the acquistion of THJ had been completed on 1 January 2011, it 1s estimated that the Group segmental revenue and
segmental operating profit would have been £2,150m and £375 dm respectively Segmental revenue of £3 4m and
segmental operating profit of £0 3m for the penod since acquisition has been reported within the Severe Service segment.
THJ designs, manufactures and sells 1solation valves for the ron & steel industry from its manufacturning facility near
Saarbrucken in Germany Similar to IMI's existing Severe Service businesses, THJ’s products are typically custom-
engineered for specific, critical, severe service applications with significant ongoing aftermarkst requirements
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The farir value of the net assets acquired was £7 7m, resulting in goodwill of £1 3m The net assets compnsed customer
relationships of £6 4m, an order book of £1 1m, property, plant and equipment of £2 9m, working caprtal balances of
£3 3m (including trade and other recewvables of £3 7m) less £6 Om of net debt and deferred tax liabilthies

The methodology for amwing at fair values, intangible asset values and restdual goodwill 1s descnbed in the accounting
policies in note 1 to these financial statements The goodwill recognised on acquistion principally relates to skills present
within the assembled workforce, customer service capability and an element of the synergies avallable when the business
13 Integrated with the Zimmermann & fansen (Z&J) business acquired in 2010

The fair value adjustments relate pnncipally to the harmomsation with Group IFRS comphant accounting policies,
recognition of intangible assets (which compnse the value of non-contractual customer relationships and the order book
at acquisition) and adjustments to move the carrying value of the identfiable net assets from cost to farr value

Transaction costs of £0 5m have been expensed and are included within administrative expenses

The fair values of the assets and habilites acquired and the consideration for THJ have been provisionally determined at
31 December 2011  Completion accounts have been prepared and adjustments to both consideration and the far value
of assets acquired may arnise when these are finahsed

Cash flows from the acquisition of controlling tnterests are shown below
Cash flows
from acquisition
of controlling

Interests
£m

Purchase consideration
Cash 12
Receivable from vendor (22)
Total purchase consideration for THJ 9.0
Cverdraft acquired 13
Recewvable from vendor 22
Gross amount paid on acquisrion of THJ 12.5
Finalisation of consideration for acquisition of Z&J 36)
Included in cash flow from investing activibes 89
Transaction costs of the acquisiicn (included in cash flows from operating activities) 05
Total cash flow on acquisition of controlling interests 94

3.3 Prior year acqursitions

On 31 December 2010 the Group acquired Z&J for total purchase consideration of £124 4m, net of a £6 3m receivable
(subsequently £6 4m due to exchange rate movements} from the vendor for amounts to be finalised in the completion
accounts Total identifiable net assets were £75 Om, resulting In goodwill of £49 4m  These amounts were deemed
provisional at this date  Duning the first half of this year, these provisional amounts were finalised, resulting in an increase
to consideration of £2 8m, represented by increases to trade and other receivables of £0 4m, decreases in trade and other
payables of £0 4m, an increase in the associated deferred tax habilities of £0 2m and an increase to goodwill of £2 2m
The 2010 balance sheet has been restated accordingly

During 2010 the Group also paid £1 6m in deferred constdaeration in respect of the acquisition of 70% of Pneumatex AG
onginally completed on 28 December 2007

3 4 Non-controlling interests

The IMI Scottish Limited Partnership {the partnership) was established duning the year ended 31 December 2010

The IMI Pension Fund agreed to invest a special contribution of £48 6m made by the Group into the partnership, giving
them nights to receive iIncome of £4 4m per year for twenty years The partnership is fully consolidated in these accounts
with the pensson fund’s interest presented within equity in the Group's consolidated balance sheet, separately from equity
attributable to the owners of the parent The investment valuation at 31 December 2011 was provided by the Trustee,
based on an independent valuation prepared for the Trustee in June 2011
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4 Operating profit

2011 2010

£m Em

Revenue (i} 2,130.5 19113

Cost of sales (i1) {1,228 4) {1,097 4)
Gross profit 802.1 8139

Selling and distribution costs (i) (245.4) (234 0)

Administrative expenses (iv) (342.5) (270 8)
Operating profit 3142 3091

1) includes reversal of £4 4m economic hedge contract gains (2010 gain £5 8m)

u} ncludes £8 1m restructunng costs (2010 £1 9m) and a reversal of £0 3m economic hedge contract gains (2010 £3 1m)
ni) includes €1 Om restructunng costs (2010 £2 7m)

i) includes £13 4m restructunng costs (2010 £11 4m), £32 3m of acquired Intangible amortisation (2010 £7 Om) and £rl
In respect of the closure of the UK pension scheme to future accrual (2010 £15 1m credit)

Total restructunng costs of £23 5m (2010 £16 Om) were incurred during the year, which are analysed by division i note 2
These costs principally related to the relocation of fluld controls manufacturing activities to low-cost manufacturing
locations, particularly within the Severe Servica division

5 Discontinued operations

There was no iIncome or expense In respect of discontinued operations dunng 2011

in 2010 the General Court of the European Union 1ssued 1ts Judgement on the Group's appeal against the fine levied in
2005 in respect of allegations of anti-competitive behaviour among certain manufacturers of copper tube The result of
the appeal wasg a reduction in the fine of £5 4m This Income was shown as discontinued operations as it related to a
business that was sold in 2002

Also in 2010, consideration of £7 4m was received in relatron to the disposal of Polypipe dunng 2005 and was credited
within profit from discontinued operations No tax was chargeable on the discontinued terms in 2010 The basic and
diluted earmings per share from discontinued operations in 2010 was 4 Op
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6 Net financial income and expense

Recognised in the income statement

Interest income on bank deposits
Financial instruments at fair value
through profit or loss
Designated hedges
Other economic hedges
- current year trading
- future year transactions

Financial income

Interest expense on interest beanng
lcans and borrowings

Interest cost capitalised

Financial nstruments at fair value
through profit or loss
Designated hedges
Other economic hedges
- current year trading
- future year transactions

Financial expense

Net finance expense relating to
defined benefit pension schemes

Net financial (expense)/income

2011 2010

Financial Financial
Interest instruments Total Interest Instruments Total
£m £m fm £m £m £m
33 33 52 52
07 07 05 05
81 8.1 96 96
51 851 104 104
33 139 17.2 52 205 257
{20 4) {20.4} (20 7) {20 7}
02 0.2 02 02
{0.8) (0.8) 04 (0 4}
0.0) (9.0) T3 7 3)
62 62 ©5) ©05)
{202) {16 O) {36.2) (20 5) 82 (28 7)
62 6.2 - -
(107 @n {12.8) (15 3) 123 By

Included in financial instruments are current year trading gains and losses on economically effective transactions which for
management reporting purposes (see note 2) are included in segmental operating proftt  For statutory purposes these are
required to be shown within net financial Income and expense above Gains or losses for future year transactions are in

respect of financial Instruments held by the Group to provide stability of future trading cash flows

IMI plc Annual Report 2011

9

MIIAYIAC SS3INISNE

M3IIATY ONILYHIdO dNOHD

S$SANISNE F18ISNOJS3H

Si40d3d Q4voa

SLN3WALYLS TWIINYNiS




IMI FINANCIAL STATEMENTS

92

NOTES TO THE FINANCIAL STATEMENTS

6 Net financial iIncome and expense {continued)

Recognised In other comprehensive income 2011 2010
£m £m
Foreign cumrency transtation differences {9.7) 169
Change in farr value of other financial assets 12 {2 5}
Change n farr value of effective portion of net investment hedges 19 (6 5}
Income tax on financial income/(expense) recogmsed directly m equity 02 09
Financial income/(expense) recognised directly in equity (net of tax) (6 8) 88
Recognised in
Hedging reserve 14 47
Translation reserve (9 8) 157
Retamed earnings 12 29
Non-controlling interests 04 03
{6 8) 88
7 The following have been charged/{credited} in arriving at profit before tax
2011 2010
£m £m
Deprecration of property, plant and equipment 436 448
Amortisation of acquired intangible fixed assets 323 70
Amortisation of non-acquired intangible fixed assets 4.1 44
Research and development * 388 369
Impairment of property, plant and equipment and intangible assets (2.5) 38
Loss on disposal of investments - 01
Fees payable to the Company's auditor for the audit of the Company's annual accounts 02 02
Feas payable to the Company’s auditor and its associates for other services
The audit of the Company's subsidianes, pursuant to legislation 27 24
Other services pursuant to legislation - 01
Tax services 02 01
Other services 01 02
Rentals under operating leases
Property rents 214 207
Hire of plant and machinery 91 80
Exchange (gains)/losses on operating activities net of hedging arrangements (13) i0

* In addition to the research and development costs above, £4 4m (2010 £5 Om) has been capitalised in respect of

deveiopment costs and 18 included in other non-acquired intangible assets in note 11
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8 Taxation
2011 2010
£m £m £m £m
a) Recognised in the income statement:
Current tax expense
UK corporation tax
Current tax on income for the year {0 4) 93
Adjustments :n respect of pnior years 12) 02
{1.6) 95
Overseas tax
Current tax oh income for the year 86.7 582
Adjustments in respect of prior years 01 01
868 583
Total current tax 852 678
Deferred tax
Ongination and reversal of temporary differences 125 247
Total Income tax expense 977 925
b} Total current and deferred tax recognised directly in equity:
On equity-settied transactions {16) (4 8)
On gains and losses of financial Instruments 05 (18)
On actuanal losses (15 5) 34
On foreign currency translation differences {03} 09
(16.9} ©@1)
<) Reconciliation of effective tax rate
2011 2010
Before Exceptional Before Exceptional
exceptionals items Total exceptionals items Total
£m £m £m £m £m £m
Profit before tax from continuing operations 363 4 (62.0) 3014 304 4 17 306 1
Income tax using the Company's domestic
rate of tax of 26 5% (2010 28 0%6) 963 {16 4) 799 852 05 857
Effects of
Non-deductible items 13 12 25 01 17 18
Exceptional tax charge on restructuring - 110 10 - - -
Utilisation of tax losses (10) - {10) 0 1) - o1
Current year losses for which no deferred
tax asset has been recognised 04 - 04 18 - 18
Diffenng tax rates in different junsdictions 61 01 6.2 47 10 37
Qver provided in prior years (13) - (1 3) 04 - (04
Total tax i income staterment on
continuing operations 1018 41) 977 913 12 925
Effective rate of tax 28 0% 6 6% 32.4% 300% 70 6% 302%

The weighted average rate of corporation tax for the calendar year in the UK 1s 26 5% (2010. 28 0%) As the Group
operates worldwide 1t 1s subject to several factors which may affect future tax charges, principally the levels and mix of
profitability in different junsdictions in which the Group may or may not have offsetting tax losses and the vanous tax rates
imposed in those junsdictions

The tax credit on exceptional terns of £4 1m (2010 charge of £1 2m) includes a tax credit of £15 1m on the exceptional
costs of £62 Om together with a tax charge of £11 Om in connection with certam of the restructunng activihes

Changes to the matn rate of UK Corporation Tax were proposed in the Budget of 23 March 2011 to reduce the main rate of
UK Corporation Tax to 26% from 1 Apnl 2011 and by 1% per annum to 23% by 1 Apnl 2014 The further reduction of the
main rate to 25% from 1 Apnl 2012 was substantively enacted on 19 July 2011 The cther proposed reductons had not been
substantively enacted at the balance sheet date and consequently are not reflected 1n these financial statements

No tax was chargeable on the discontinued operations in 2010
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9 Earnings per ordinary share

The weighted average number of shares in 15sue durning the year, net of shares held as treasury shares or held in trust to
satisfy employee share schemes, was 317 Om, 322 Sm diluted for the effect of outstanding share options (2010 319 Om,
323 8m diluted) Basic and diluted earnings per share have been calculated on earnings of £200 4m (2010 £224 7m)
As there 15 no iIncome from discontinued operations in 2011, the basic and diluted earnings per share from continuing
operations have also been calculated on earnings of £200 4m (2010 £211 9m)

The directors consider that adjusted earnings per share figures, using earnings as calculated below, give a more

meaningful ndication of the underlying performance because the quantum, the one-off nature, or the volatility of the tems
adjusted would otherwise distort it

2011 2010
£m £m
Profit for the year from continuing operations 203.7 2136
Non-controlling mterests (3.3) 17)
200.4 2119
Charges/(credits}) included in profit for the year
Restructuring costs 235 160
Employee benefit curtaiiment - UK scheme - (15 1)
Acquired intangible amortisation 323 70
Financial Instruments excluding economic hedge contract gains and losses 62 @ 6)
262.4 2102
Taxation {credt)/charge on exceptional tems 41) 12
Eamings for adjusted EPS 258.3 2114
Weighted average number of shares 317 Om 319 0m
Adjusted EPS 81.5p 66 3p
Diluted adjusted EPS 80.1p 65 3p
10 Employee information
The average number of people employed by the Group during the year was
201 2010
Fluid Controls 11,251 9,992
Retail Dispense 2,970 2,988
Corporate 182 184
Total 14,403 13,164

The average number of Group employees excludes temporary and contract staff As Z&J was acquired on 31 December
2010, these employees are also excluded from 2010 figures

The aggregate employment cost charged to operating profit for the year was

£m £m
Wages and salanes 498.8 456 3
Share-based payments (see note 20) 8.9 55
Social secunty costs 83.1 709
Pension costs * 128 08
Total 603.6 5335

* In 2011, pension costs above exclude £9 6m (including £1 2m Nationa! Insurance contributions) for committed payments to
be made to deferred members In respect of the enhanced transfer value exercise and the associated setlement gan of £11 7m
(both included in note 19) because these amounts are in respect of former employees In 2010, pension costs include the
curtaiment beneft of £15 1m relating to the closure of the UK pension scheme as this related to curent employees

The detalled information concerning directors’ emoluments, shareholdings and options 1s shown in the audited section of
the Remuneration Report
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11 Intangible assets

Cost

As at 1 January 2010
Exchange adjustments
Acquisitions (restated)
Additions

As at 31 December 2010 {restated)
Exchange adjustments
Acquisitions

Additions

As at 31 December 2011
Amortisation

As at 1 January 2010
Exchange adjustments

impairment
Amortisation for year

As at 31 December 2010

Exchange adjustments
Amortisation for year

As at 31 December 2011

NBV at 31 December 2010 (restated)

NBV at 31 December 2011

Acquired Other Other
customer acqured non-acquired

Goodwill relationships Iintangibles Sub total intangibles Total
£€m £m £m £m £m £m
3413 44 6 383 424 2 410 465 2
g9 01 19 119 13 132
5186 545 228 128 9 - 1289
- - - - 50 50

402 8 992 830 5650 47 3 6123
0.1 {1.8) {0.5) (2.2) (0 1) {2 3)
1.3 64 1.1 88 - 88

- - - - 68 6.8
404.2 1038 63.6 5716 540 625.6
210 331 541 247 788

- i.7 17 07 24

- - - 04 04

58 12 70 44 114

268 360 628 302 930

{0 4) 085 {09) ©1) (1.0)

106 217 323 4.1 364

370 572 94.2 342 128.4

4028 724 270 502 2 171 5193
404 2 668 6.4 477.4 198 497.2

Cumulative impairment recogmsed in relation to goodwill 1s £6m (2010 £6m)

Goodwill Is tested annually for impaiment with the recoverable amount based on value inuse Valus in use 1s calculated
based on the discounted cash flows of the cash generating unit being tested for impawment  The key assumptions in the
discounted cash flow calculations are the growth rate and the discount rate  The growth rate is based on the 3 year long
term forecasts extrapolated into perpeturty at 2 25%, which 15 consistent with the long term growth rates of the mdustry in

which the Group operates

Goodwi!l 1s allocated to cash generating units based on the synergies expected to be denved from the acquisithion on which
the goodwill arose. The Group has 34 cash generating untts to which goodwill 1s allocated but these cash generating units
neither have a significant proportion of the total goodwill allocated to them, nor 1s this the case after any aggregations of
cash generating units for the purpcse of impairment testing

Pre-tax discount rates of between 10% and 15% are applied in determining the recoverable amounts of cash generating
unts The discount rates are estimated based on the Group's cost of capital, nsk adjusted for indmdual unit’s

circumstances

The Group's estimates of impaimments of goodwill are most senstive to the ncreases in the discount rate used and the long
term growth rates used in the forecast cash flows in addibon to the achievement of the forecasts themselves These growth
rates vary significantly depending on the cicumstances of each cash generating unt and have been based on the business

reviews carned out n the year

The aggregate amount of goodwil! ansing from acquisiions prior to 1 January 2004 which had been deducted from the profit

and loss reserves and incorporated into the IFRS tranaihonal balance sheet as at 1 January 2004, amounted to £364m
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12. Property, plant and equipment

Assets in the
fLand & Plant & course of

Cost buildings equipment construction Total

£m £m £m £m
As at 1 January 2010 186 5 6712 149 87286
Exchange adjustments 20 113 - 133
Acquisitions 60 52 03 115
Additions 33 28 2 143 458
Disposals ©®2 (35 6) - (44 8)
Transfers t0 89 (99 -
As at 31 December 2010 1896 689 2 196 898 4
Exchange adjustments {16) {0.6}) {03) (11.5)
Acquisitions 19 1.0 - 29
Additions 74 35.0 9.7 521
Disposals {2.0) (55.2) - (57.2)
Transfers 09 100 {10.9) -
As at 31 December 2011 196 2 6704 18.1 8847
Depreciation
As at 1 January 2010 201 5495 - 639 6
Exchange adjustments 10 88 - 98
Disposals 63 (34 2) - (40 5)
Impairment - 33 01 34
Deprectation 51 307 - 44 8
As at 31 December 2010 899 5671 01 657 1
Exchange adjustments {0.9) 67 - (7.6)
Disposals (0.4) {53 8) - 54 2}
Impairment reversal 1.0) {15 - {2.5)}
Depreciation 50 386 - 436
As at 31 December 2011 92.6 5437 o1 636 4
NBV at 31 December 2010 97 1221 195 2413
NBV at 31 December 2011 1036 1267 180 248.3

Included in the total net book value of plant and machinery 13 £1 Om (2010 £1 Om) in respect of assets acquired under

finance leases Depreciation for the year on these assets was £0 6m (2010 £0 6m)

13 Deferred tax assets and liabilities

Recognised deferred tax assets and habilibes

Assets Liabilities Net
2011 2010 2011 2010 2011 2010
£m £m £m £m £fm £m
Restated Restated Restated
Non-current assets 27 95 (532} 63 3) (50 5) (53 8)
inventones 83 65 {5 6) 55 27 10
Revaluation of denvatives 09 11 (1.2) @n (0 3) {1 6)
Employee benefits and provisions 83.1 923 4.7) (50) 784 873
Tax assets 58 29 - - 5.8 29
1008 1123 (64.7) (76 5) 361 a8
Set-off of tax {25 1) {56 0) 25.1 560 - -
757 563 {39 6) (20 5) 361 358
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Unrecognised deferred tax assets and liabilities

Deferred tax assets of £25 4m (2010 £25 7m) have not been recogrused in respect of tax losses of £99 4m
{2010 £97 5m) The majornty of the tax losses have no expiry date, and the assets have not been recognised due to

uncertainty over thewr recoverability

It 1s likely that the majonty of unremitted earnings of overseas subsidianes would qualfy for the UK dividend exemption
However £59 9m (2010 £48 7m) of those earnings may still result in a tax hability principally as a result of the dividend
withholding taxes levied by the overseas taxes junsdictions in which those subsidianes operate  These tax habilties are
not expected to exceed £5 7m (2010 £5 2m) of which only £1 5m (2010 £1 Om) has been provided as the Group 1s able
to control the timing of the dividends It 1s not expected that further amounts will crystaliise in the foreseeable future

Movement in net deferred tax assets and liabilites dunng the year

Non-current assets
Inventones
Reavaluation of derivatves

Employee benefits and provisions

Tax assets

MNon-current assets
Inventones

Revaluation of derivatives
Employee benefits

Tax assets

Restated Recognised

Balance Recognised directly in Acquisitions/ Batance at
at1Jan 11 inincome equity Exchange disposals 31 Dec 11
£m £m £m £m £m fm
{53 8) 4.8 - 0.8 (2.3) (50 5)

10 18 - {0 1) - 27
e 14 - {0 1) - {0 3)

873 (23 9) 144 o1 - 78 4

29 29 - 1) 0.1 58

358 (12.5) 144 0.6 {2.2) 361
Recognised Restated Restated

Balance Recognised directly In Acquisithons/  Balance at

at 1.Jan 10 n Income aquity Exchange disposats 31 Dec 10
£m £m £m £m £m £m
(28 Q) (06 - 09 a7 (538)

13 (0 6) - - 03 10
10 ©93 - ©3 - (16)

948 (18 5) 85 04 21 873

75 47 - 01 - 29

746 24 7) 85 (03 {22 3) 358

All exchange movements are taken through the translation reserve Of the £14 4m (2010 £8 5m) recognised directly
inequity £15 3m (2010 £4 3m) was credited in the consclidated statement of comprehensive income and £0 9m
{2010 £4 2m) was charged directly in the consolidated statement of changes in equity

14 Inventones

Raw matenals and consumables

Work in progress
Finished goods

2011 2010
£m £m
108 6 101 4
1174 940
976 926
3236 2880

In 2011 the cost of iInventones recognised as an expense within cost of sales amounted to £1,213 6m (2010 £1,095 5m)
In 2011 the wnte-down of Inventories to net realisable value amounted to £10 Om (2010 £5 1m) The reversal of write-
downs amounted to £0.6m (2010 £0 7m) The write-down and reversal are included in cost of sales Write-downs and
reversals in both years relate to ongoing assessments of inventory obsolescence, excess inventory holding and inventory
resale values across all of the Group’s businesses

IMI plc Annual Report 2011 97

M3IAHIAO SSINISNS

M3IIAIYH ONILVE3dO dNOYD

SSINISNE F789ISNOdS3Y

S1H043d auvod

SLNIWILYLS TWIONYNIA



IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

15 Trade and other receivables

Restated
2011 2010
Falling due for payment within one year £m £m
Trade receivables 3449 3149
Other receivables 219 162
Prepayments and accrued income 213 141
388 1 3452
Receivables are stated after
Allowance for mparment 18.2 17 4
The Group’s exposure to credit and market nisks related to trade and other receivables i1s disclosed in note 18
16. interest-beanng loans and borrowings
This note provides information about the terms of the Group's interest-bearing loans and borrowings  For more
information about the Group’s exposure to interest rate and foreign currency nsk, see note 18
2011 2010
£m £m
Current habilites
Unsecured loan notes and other loans 130 129
Current portion of finance lease labilibes 03 03
133 132
Non-current hiabilities
Unsecured loan notes and other loans 2418 252 2
Finance lease hiabilihes 06 04
242.4 2526
17 Trade and other payables
Restated
2011 2010
Current £m £m
Trade payables 298.0 237
Bills of exchange payable 5.1 51
Other taxation 174 155
Social secunty 6.3 45
Other payahles 0.4 11
Accruals and deferred income 156.9 164 9
484 1 4228
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18 Financial risk management

Overview

The Board of Directors has overall responsibility for the establishment and oversight of the Group’s nsk management
framework As descnbed in the Corporate Governance Report on page 45, this responsibility has been assigned

to the Executive Committee with support and feedback from the Audit Committee and the IMI Group Assurance
Department as described below

The Audit Committee oversees how management monitors compliance with the Group's nsk management policies and
procedures and reviews the adeguacy of the nsk management framework in refation to the risks faced by the Group
The IMI Group Assurance Department undertakes both regutar and ad hoc reviews of nsk management controls and
procedures, the results of which are reported to the Audit Commuttee

The Group's funding and hquidity as well as its exposure to interest rate, foreign exchange and base metal price
movements are managed centrally by IMI's treasury function Treasury uses a combinaton of denvatives and
conventional financial Instruments to manage the underlying nsks These denvatives and financial instrurnents
themselves introduce exposure to the following risks

& Credit nsk
® Market nsk
® Liquidity nsk

This note presents information about the Group’s exposure to each of the above risks, the Group's objectives, policies
and processes for measunng and managing risks, including sach of the above nsks, and the Group’s management of
capital Further quantitative disclosures are included throughout these consolidated financial statements

Credit nsk

Credit nsk s the nisk of financial loss to the Group if a customer or counterparty to a financial iInstrument fails to meet its
contractual obligations, and anses pnnecipally from the Group's recervables from customers, cash and cash equivalents
held by the Group's banks and other financial assets At the end of 2011 these totalled £525 4m (2010 Restated £476 3m)

Trade and other receivables

The Group's exposure to credit nsk 1s Influenced mamly by the individual charactenstics of each customer

The demographics of the Group’s customer base, including the default nsk of the industry and country in which customers
operate, have less of an influence on credit sk 4% (2010 4%) of the Group’s revenue 1s attnbutable to sales transactions
with our largest single customer Geographically there 1s no unusual concentration of credit risk  The Group’s contract
approval procedure ensures that large contracts are signed off at executive director level at which tme the nsk profile of the
contract, including potential credit nsks, 1s reviewed Credit nsk 1s mintmised through due diligence on potential customers,
appropnate credit imits, cash flow management and the use of documentary credits where appropnate

Counterparty nsk

A group of relationship banks provides the butk of the banking services, with pre-approved credit imits set for each
institutton  Financial denvatives are entered into with these core banks and the underlying credit exposure to these
nstruments 13 included when considening the credit exposure to the counterparties At the end of 2011 credit exposure
including cash deposited did not exceed £20m with any single institution (2010 £22m)

Market nsk

Market nsk 1s the nsk that changes in market prices, such as foreign exchange rates, interest rates and commodity prices
will affect the Group’s Income and cash flows or the value of its holding of financial Instruments The objective of market
nsk management 1s to manage and control market risk exposures within acceptable parameters

Under the management of the central treasury function, the Group enters into derivatives in the ordinary course of
bustness and also manages financial iabilities in order to mitigate market nsks  All such transachons are camed out
within the guidelines set by the Board

Currency nsk

The Group publishes consolidated accounts in Sterling but conducts much of its global business in other currencies
As a result it 15 subject to the nsks associated with foreign exchange movements affecting transaction costs
{‘transactions’), translation of foreign profits (‘profit translation’) and translation of the underlying net assets of foreign
operations (‘asset translation’)
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18 Financial risk management (continued)
Currency nsk [continued)

Transactions

The Group’s wide geographic spread both in terms of cost base and customer locations helps to reduce the impact on
profitabiity of swings in exchange rates as well as creating opportunities for central netting of exposuras  tis the Group's
policy to minmise nsk to exchange rate movements affecting sales and purchases by economically hedging or netting
currency exposures at the time of commitment, or when there 1s a high probability of future commitment, using currency
instruments (pnmanly forward exchange contracts) A proportion of forecast exposures are hedged depending on the
level of confidence and hedging 1s topped up following regular reviews On this basis up to 50% of the Group’s annual
exposures are likely to be hedged at any point in time and the Group's net transactional exposure to different currencies
vanes from time to time

Profit translabon

The Group 1s exposed to the translation of profits denominated in foretgn currencies into the Sterling-based income
statement The interest cost related to the currency habilities hedging the asset base provides a partial hedge to this
exposure Short term currency option contracts may be used to provide imited protection against Sterling strength on
an opportunistic basis  The translation of US Dollar and Euro-based profits represent the most significant transiation
exposure for the Group

Asset translation

The Group hedges its net investments in its major overseas operations by way of external currency loans and forward
currency contracts  The intention 1s to manage the Group’s exposure to gains and losses 1n Group equity resulting
from retranslation of currency net assets at balance sheet dates To the extent that an instrument used to hedge a net
investment in a foreign operation 1s determmed to be an effective hedge, the gain or loss ansing 1s recognised directly
in reserves The ineffective portion 1s recogmsed immediately in the income statement  Detall of the quantum and
management of this exposure 1s provided in note 18 2

Southem European nsk

The Group has reviewed its risks from a potential break-up of the Euro affecting Southern Furopean countnes Local cash
deposits are already minimised through the use of existing cash pooling and intercompany loan arrangements There are
regular reviews of exposure to and rellance on local banking partners, receivables management and terms of significant
contracts In 2011 Southern Europe represented around 5% of the Group’s revenues and a similar proportion of its costs
and assets - with the majonty being in ltaly and Span

intorest rate nsk

As a result of the Group’s management of its asset translation nsks, It 1s exposed to a number of global interest rates —
the most important of which are US, Eurozone and UK rates The analysis of this exposure 1s shown in note 18 3 of
these financiai statements The Group adopts a policy of mamtaining a portion of its liabilities at fixed interest rates and
reviewing the balance of the floating rate exposure to ensure that If interest rates nse globaily the effect on the Group's
income statement 1Is manageable

The Group has raised US Dallar debt through the issuance of medium to long term fixed rate Loan Notes In order to
manage its exposuire to interest rates, in 1989 US$30m of this fixed rate exposure was hedged back to floatng rates
through the use of interest rate swaps covenng loan notes with a matunty of 2014 The interest component of the fair value
of this portion of the Loan Notes has been designated as a hedged tem and has been revalued accordingly in the accounts

The far value of these interest rate swaps 1s included in the balance sheet at £3 1m (2010 €3 8m) The hedged tem 1s
included in the value of the debt as an increase in iability of £3 1m (2010 increase £3 8m)

Exposure to other interest rate volatility 1s managed through a combination of fixed rate debt and derivative instruments
where appropnate

Commodrity nsk

The Group’s operating companies purchase metal and metal components with an annual base metal matenal value of
approximately £36m (2010 £26m) The Group manages this exposure through a centralised process hedging copper,
zine, atlurmimium and micke! using a combination of financial contracts and local supply agreements designed to minimise
the volatiity of short term margmns
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Liquidrty nsk

Liquidity nsk 1 the nsk that the Group will not be able to meet its financial obligations as they fall due The Group’s approach to
managing quidity is to ensure, as far as possible, that t will always have adeqguate resources to meet its babilties when due,
with sufficient headroom to cope with abnormal market conditons  This position (s reviewed on a quarterly basis

Funding for the Group 15 co-ordinated centrally by the treasury function and compnses committed bilateral facilities with a
core group of barks, and a senes of US Loan Note 1ssues  The level of faciliies 1s maintained such that facilibes and term
ioans exceed the forecast peak gross debt of the Group over a rolling 12 month view by an appropnate amount taking into
account market condrtions and corporate activity, Including acquisthons and organic growth plans At the end of 2011 the
Group had undrawn committed facilties totaling £250m (2010 £213m) and was holding cash and cash equivalents of £148m
{2010 £123m} There are no significant seasonal funding requirements or capital Intensive Investment areas for the Group

Caprtal management

The Board's policy 1s to maintain a batance sheet with a broad capital base and the strength to sustain the future
development of the business including acquisitions  The Board monitors the demographic spread of its shareholders and
employees are encouraged to hold shares in the Company The underlying capital base of the Group includes total equity
and reserves and net debt Employee benefit obligations net of deferred tax form part of the extended capital base
Managemaent of this element of the capital base 1s discussed further in note 19 to the accounts Undrawn committed
funding faciities are maintained as described above to provide additional capital for growth (including acquisitions and
organic investments} and iquidity requirements as discussed above

18 1 Capital base

2011 2010

£m £m

Total equity 614 576
Gross debt 256 268
Cash (148) (123)
Capital base 722 721
Employee benefits and deferred tax assets 155 143
Extended capital base 877 864
Undrawn funding factlites 250 213
Avallable capital base 1,127 1,077

Part of the capital base s held in currencies to broadly match the cumency base of the assets being funded as described
in the paragraph on aaset translation earlier in this section

The balance between debt and equity in the capital base of the company Is considered regularly by the Board n the hight

of market condrtions, business forecasts, growth opportunites and the ratio of net debt to EBITDA Funding covenants
currently limit net debt to a maximum of 3 tmes EBITDA (note that the net debt to EBITDA ratio at the end of 2011 wasx 03
(2010 x04) The Board would consider appropnate acquisttions which might taks net debt to EBITDA to an internal limit of
up to 2 to 2 5 times EBITDA as long as prevailing market conditions and the outlook for our existing businesses supported
sucha move It 1s expected that at these levels our debt would still be perceived as investment grade The potential benefits
to equity shareholders of greater leverage are offset by higher nsk and the cost and availability of funding

As part of the capstal management process, the Group ensures that adequate reserves are available in IMI plc in order to
meet proposed shareholder dividends, the purchase of shares for employee share scheme incentives and any on-market
share buy-back programme

The Board supports a progressive dividend policy with an aim that the dividend should be covered by at least 2 tmes
underlying earnings n the avent that the Board cannot identfy sufficient growth opportunities through organic investment
and acquisitions, the return of funds to shareholders through share buy-backs or special dvidends will be considered

It should be noted that a number of shares are regularly bought in the market by an employee beneftt trust in order to hedge
the exposure under certain management incentive plans Details of these purchases are shown in note 22 to the accounts
The Board will consider raising additional equity in the event that it 1s required to support the capital base of the Group

The Group currently uses a post-tax Weighted Average Cost of Capital (WACC) of 8% as a benchmark for investment
returns This is reviewed regularly in the light of changes in market rates  The Board tracks the Group's return on invested
capital and seeks to ensure that it consistently delivers returns in excess of the WAGC  Consistent with this objective the
growth 1n Economic Value Added (EVA) 1s used as a metnc in the Group’s long term incentive programmes
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18 Financial nsk management (continued)
18 2 Currency profile of assets and habilities

Net assets /

{iabiities)
excluding cash & Exchange Net Net
debt Cash Debt contracts assels assets
2011 2011 2011t 2011 2011 2010
£m £m £€m £m £m £m
Sterling (12) 51 - 373 412 336
Us Dollar 265 17 {255) - 27 32
Euro 228 16 - {234) 10 55
Other 241 64 {1 {139) 165 153
Total 722 148 {256) - 614 576

Exchange contracts and non-sterling debt are financial instruments used as cumency hedges of overseas net assets

18 3 Interest rate risk profile

Debt and Cash and Weighted Weighted
exchange exchange Floating Fixed average fixed average period
contracts contracts rate rate interest for which

2011 2011 2011 2011 rate rate 1s fixed
£m £m £m £m % years
Sterling - 424 424 -
US Dollar (255) 17 {6} {232) 68 6.1
Euro (234) 16 {218} -
Cther (140) 64 {76) -
Total (629) 521 124 (232)
Debt and Cash and Weighted Weighted
exchange exchange Floating Fixed average fixed average penod
contracts contracts rate rate interest for which
20190 2010 2010 2010 rate rate 1s fixed
m £m £m £m % years
Sterling - 364 364 -
US Dollar (254) 18 12} (229) 68 71
Euro (235) 24 (168) 43) 24 11
Other {126) 64 (62) -
Total {B15) 470 127 (272)

Interest rates are managed using fixed and floating rate debt and financial instruments ingluding interest rate swaps
Floating rate kabilities compnse short term debt which bears interest at short term bank rates and the liability side of
exchange contracts where the interest element 1s based primanly on three month inter bank rate

All cash surpluses are invested for short penods and are treated as floating rate investments

Non-interest beanng financial assets and labiities including short term trade receivables and payables have been

excluded from the above two analyses
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18 4 Undrawn comimitted facilites

The Group has vanous undrawn committed borrowing faciiies

which all conditions precedent had been met were as follows

The faciliies availabte at 31 December in respect of

2011 2010
£m £m
Expiring within one year 50 12
Expiring between one and two years - o
Expinng after more than two years 200 -
250 213
The weighted average iife of these facilities is 2 7 years (2010 0 7 years)
18 5 Terms amd debt repayments schedule
The terms and conditions of cash and cash equivalents and outstanding loans were as follows
Effective 5 years
nterest Carrying Contractual Oto 1to 2to 3to 4to and
rate value cashflows <«l1year <2years «<3years «<4years <5years over
% £m £m £m £m £m fm £m fm
2011
Cash and cash equivalents Floating 1479 147.9 147.9
US Loan Notes 2012 - 2022 8.93-717% (22 6) (31.0) (144 on o7 07) 0.n {13.8)
US Loan Notes 2014 Floating (22 4) {23.6) 04 (0.4} (22.8)
US Loan Notes 2016 7 26% {48 4) (64.4) {35 35 (3.5) 35 {80 4)
US Loan Notes 2018 598% (96 8) (132 4) {58 59 5.8) 58) (5.8) (103 4)
US Loan Notes 2019 761% (64 5) {101.6) 49) 49 4.9) {49) (49 77 1)
Finance leases Vanous {09) (0.9} {03) {0.2) 0.3) {01)
Bank overdrafts Floating (0.4} {04) 04
Unsecured bank loans Floating 0.1) (0.1) 1)
Total {(1082) (208.5)  118.1 (155 (380) (150) [618) (1943)
Effective 5 years
interest Camying Contractual Oto 1to 2to 3to 4to and
rate value cashflows <lyear <Z2years <3years <d4years <«5years over
% £m £m £m fm £m £m £m £m

2010
Cash and cash equivalents Floating 1229 1229 1229
US Loan Notes 2012 - 2022 693-717% {22 3) {32.2) (16) (142 {07) {07) on (14 3)
US Loan Notes 2014 Floating {22 9) {24 0) 03 {03 (03} (23 1)
US Loan Notes 20168 7 26% 478 (67 3) {35) {3 5} {35) {3s) {35) {40 8)
US Loan Notes 2018 598% {95 5) (136 2) 57 57 (57 {57) B7n (1077
US Loan Notes 2019 761%  (637)  (1050) a8 @8 @8) {48) (48 (810
Finance leases Vanous 07 07) 03) 02 (02
Bank overdrafts Floating {25 {25) {25)
Unsecured bank loans Floating (129) (129) (129)
Total (145 4) (257 9) 913 287 (15.2) (37 8) (147) (2528)

Contractual cash flows include undiscounted committed interest cash flows and, where the amount payable 1s not fixed,
the amount disclosed 13 determined by reference to the conditions existing at the reporting date
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18 Financial nsk management {continued)
18 6 Total financial assets and lhabilities

The table below sets out the Group’s accounting classification of each class of financial assets and habilities, and their fair
values at 31 December 2011 and 31 December 2010 Under IAS39, ali dervative financial instruments not in a hedge
relationship are classified as denvatives at fair value through the income statement The Group does not use denvatives
for speculative purposes and transacts all derivatives with suitable iInvestment grade counterparties  All transactions in
denvative financial iInstruments are undertaken to manage the nsks ansing from undertying business activities

Other Total
Designated denvatives Availlable for Amortised carrying
at fair value at fair value sale assets cost value Farr value
£m £m £m £m £m £m
2011
Cash and cash equivalents - - 147 9 - 147.9 1479
Bank overdrafts - - - (04) 0-4) ©4)
Borrowings due within one year - - - {133) {13 3) {13 3)
Borrowings due after cne year (22.4) - - {2200) (242.4) {285 5)
Trade payables - - - (208.0) (298 0) (298.0)
Trade receivables - - - 3449 344.9 344.9
Investments - - 20 4 - 204 20.4
Other current financial assets/(habilities)
Dervative assets * 31 940 - - 121 121
Dervative habilities ™ (02) {6.9) - - (7 1) {7.1)
Total {19.5) 21 1683 (186 3) 359) (79.0)

" Includes £4 9m falling due after more than one year (2010 £7 Om)

** Denvative abilities include habilities of £1 Om falling due after more than one year (€0 8m i 1-2 years and £0 2m m
2-3 years) Denvative labiihes designated at farr value represent the fair value of net mvestment hedge denvatives

The mcrease in value of net investment hedge denvatves in the year of £1 8m s shown in the censolidated statement of
comprehensive income

Trade payables are all dus within one year

Restated
Other Restated Total
Designated  denvatives Available for  Amortised carnying Restated
at fair value at far value  sale assets cost value Farr value
£m £m £m £m £m £m
2010
Cash and cash equivalents - - 1229 - 1229 1229
Bank overdrafts - - - (25) 25 (2 5)
Borrowings due within one year - - - (132 (132 (132)
Borrowings due after one year 22 9) - - (229 7) (252 &) 277 8)
Trade payables - - - (2317 (2317 231 7)
Trade receivables - - - 3149 3149 3149
Investments - - 192 - 192 192
Other current financial asseta/(labilties)
Denvative assets * 38 120 35 - 193 193
Denvative labilites ** 21) {2 5) - - 4 6) {4 6)
Total 21 2) 95 1456 (1622) (28 3) (53 5)

* Includes £7 Om faling due after more than one year

* Denvative habilittes include habiliies of £ 6m falling due after more than one year (£0 2m in 1-2 years, £0 2m i 2-3
years and £0 2m in 3-4 years)

Trade payables are all due within one year
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Valuations

Cash and cash equivalents, bank overdrafts, short term borrowings, trade payables, trade receivables and other asssets
are carned at their book values as this approximates to their fair value due to the short term nature of the instruments

Long term borrowings, apart from any which are subject to hedging arrangements, are carned at amortised cost as it1s
the intention that they will not be repaid prior to matunty The fair values are evaluated by the Group based on parameters
such as interest rates and relevant credit spreads

Long term borrowings which are subject to hedging arangements are valued using appropnate discount rates to value
the relevant hedged cash flows

Denvative assets and liabilities, including foreign exchange forward contracts, interest rate swaps and metal commodity
hedges, are vatued using comparable cbserved market pnices and a valuation model using foreign exchange spot and
forward rates, interest rate curves and forward rate curves for the underlying commodities

Investments are primanly in pubtically quoted pooled funds held to fund overseas pension habilties The fair value 1s
based on the price quotation at the reporting date

Fair vatue hierarchy

The Group usas the following hierarchy for determining and disclosing the fair value of financial iInstruments by valuat:on
technique

Level 1 quoted {(unadjusted) prices in active markets for identical assets or habiities

Level 2 other techriques for which all inputs which have a significant effect on the recorded far value are observable,
erther directly or indirectly

Level 3 techniques which use inputs which have a significant effect on the recorded fair value that are not based on
observable market data

Long term borrowings which are subject to hedging arangements of £22 4m (2010 £22 9m) and denvative assets of
£12 1m (2010 £22 1m) and habilities of £7 tm (2010 £4 6m) are valued by Level 2 techniques Investments are valued by
Level 1 techmiques

18.7 Exposure to credit nsk

The maximum exposure to credit nsk for financial assets s represented by therr carrying value At 31 December 2011 this
was £180 5m (2010 £161 4m)

Carrying amount

Restated

2011 2010

£m £m

Cash and cash equivalents 147 9 1229
Investments 204 192
Other availabte for sale financtal assets - 3s
Interest rate swaps 31 38
Forward exchange contracts 9.1 117
Metals contracts - g3
1805 161 4

The maximum exposurs to credit nsk for trade receivables at 31 December 2011 by geographic region was

Carrying amount

2011 2010

£m £m

UK 30.9 257
Germany 28.0 299
Rest of Europe 101.5 1019
USA 770 755
Asia/Pacrific 736 598
Rest of World N9 221
3449 3149
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

18 Financial nsk management {continued)
18 7 Exposure to credit nsk (continued)

The maximum exposure to credit nsk for trade receivables at the reporting date by business sector

Carrying amount

2011 2010

£m £m

Severe Service 1321 1158
Fluid Power 107 7 298
Indoor Climate 385 393
Beverage Dispense 410 406
Merchandising 251 194
Corporate 05 -
344 9 3149

The Group's most significant customer, a food and beverage company, accounts for 3 8% of trade recevables carrying
amount at 31 December 2011 (2010 1 5%)

impairments

The ageing of trade receivables at the reporting date was

2011 2010

Gross Impairment Gross Iimparment

£m £m £m £m

Not past due 3049 2.2) 275.3 a4
Past due 1-30 days 294 {10} 317 {0 8)
Past due 31-90 days 126 {0 8) 90 (10
Past due over 90 days 162 (14 2) 163 (14 5)
Total 3631 (182) 3323 (17 4)

The movement in the allowance for impairment in respect of trade receivables dunng the year was as follows

2011 2010

£m £m

Net balance at 1 January 174 17.8
Charged to the income statement 45 37
Utihsed dunng the year (18) (2 6)
Released (1.7) (17
Exchange (0.2) 02
Net balance at 31 December 18.2 17 4

The impairment loss recognised of £1 Om {2010 gain £0 1m) relates to the movement in the Group's assessment of the nsk
of non-recovery from a range of customers across all of its businesses
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18 8 Market nsk sensituivity analysis on financial mstruments

As described elsewhere in this note 18, the Group uses financial instruments including debt and denvatives to reduce its
underlying balance sheet and income statement exposure to volatility in interest rates, currency rates and base metal
commodity prnices

In estimating the sensitivity of the financial instruments we have assumed a reasonable potential change In interest rates,
currency rates or metal prices The method used assumes that all other vaniables are held constant to determine the
impact on profit before tax and equity The analysis 1s for llustrative purposes only, as in practice market rates rarely
change in 1solation

Actual resutts in the future may differ matenally from these estimates due to the movements in the underiying
transactions, actions taken to mitigate any potential losses, the interaction of more than one sensitivity occurring, and
further developments in global financial markets As such this table should not be considered as a projection of lkely
future gains and losses In these financial Instruments

Financial instruments sensrtivity table

The outputs from the sensihivity analysis are estimates of the impact of market nsk assuming that the specified changes
occur only to the financial Instruments and do not reflect the opposite movement from the impact of the specific change
on the underlying business that they are designed to hedge

1% decrease 1% increase 10% 10% 10% increase 10% decrease
In Interest innterest  weakening strengthening in base metal in base metal
rates rates in Sterling in Sterling costs costs
£m fm £m £m £m £m
At 31 December 2011
Impact on income statement
{loss)/gain - - {3.5) 35 0.4 (0.4)
Impact on equity {loss)/gain - - (51.2) 51.2 - -
At 31 December 2010
Impact on Income statement
(loss)/gan {04 04 50 50 02 {02)
Impact on equity (oss)/gain - - (40 0} 48 0 - -

The above sensitivities are estmates of the timpact of market nsk on financial Instruments only  As noted, it I1s the Group’s
policy to use financial Instruments to manage its underlying exposure to interest rate, foreign exchange and base metal
price movements In accordance with this policy, the Group 1s confident that the underlying nsks that these financial
instruments have been acquired to hedge will move in an oppostte direction  To the extent that the underlying currency,
Interest rate or metals price exposure ts not fully hedged, the Group will remain exposed to movements in these vanables
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

19. Employee benofits

Pension arangements, other post-employment and other long-term employee benefit arrangements are accounted for in
accordance with the requirements of IAS19  Ag at 31 December 2011 the Group continues to provide pension benefits
through a mixture of defined benefit and defined contnbution arrangements  Contnbutions to defined contnbution
arrangements are recognised in the consohdated income statement as incurred

The Group has 75 different defined benefit arrangements worldwide  The major pension and other post-employment
benefit arrangements are funded with plan assets that have been segregated in a trust or foundation Assessments of
the obligations for funded and unfunded plans are carned out by independent actuanes, based on the projected unit
credit method Pension costs primanly represent the increase in the actuanal present value of the obligation for projected
benefits based on employee service dunng the year and the interest on this obligation in respect of employee service In
previous years, net of the expected return on the assets Movements in the pension assets and habilties that anse
during the year from changes In actuanal assumptions, or because actual expenence 1s different from the underlying
actuanal assumptions, are recogrised through equity

The Group also provides a number of other long-term arrangements to our employees, with benefits payable more than
12 months after the related services are rendered These plans are generally not funded and actuanal gamns and losses
are recognised 1n the Income statement i the penod i which they anse

The Group's strategy 1s to move away from defined beneftt arrangements towards defined contribution arrangements
wherever possible and to minimise the lrability of the Group During 2011 four defined benefit arrangements were
wound-up, one was closed to new entrants and one to future accrual

The largest defined benefit arrangement 1s the IMI Pension Fund in the UK (the Fund) This constitutes 83% of the total
defined benefit habilities and 89% of the total defined benefit assets The last formal tnenrial actuanal valuation of the
Fund was carned out as at 31 March 2011 The statement of funding pnnciples agreed wrth the Trustee resulied in an
actuanal deficit of £120m  The Group agreed to pay a special contnbution of £36 1m in December 2011 and further
contributions of £16 8m each July from 2012 to 2016 inclusive as part of the recovery plan to close the defreit by 2016

The Group recognises there 1s a nsk inherent within defined benefit arrangements that the assets do not match the
habilities at any given point ntime  In advance of the IMI| Pension Fund 2011 triennial actuanal valuation, the Group
worked with the Trustee to mitigate the nisk of a volatite funding position A number of important Inthatives were
implemented in ine with this objective

The Fund was closed to future acecrual on 31 December 2010, which resulted 1n a curtailment gain of £15 1m which was
recognised as an exceptonal credit in the iIncome statement for that year The Trustee also purchased approximately
£325m of annuities to match cerntain benefit payments due from the Fund The purchase price of these annuities was
greater than the value, measured using the underlying IAS19 assumptions, of the insured benefits The Trustee also
rearranged the remaming Fund assets with the objective of preserving the expected return on the total Fund assets
{including the annuity policies) This was achieved, with a reduction in the funding volatility of the Fund, as measured by
the Trustee’s value at nsk model, of approximately 25% The purchase of the annuities also reduced the mortality nsk by
around 20%

Also dunng 2010, the difference between the cost of the annuities and the underlying IAS19 hability was financed by a
special contnibution to the Fund of £48 6m which the Trustee agreed to invest in a special purpose vehicle giving them
nghts to receive income of £4 4m a year for twenty years, or until the Fund becomes fully funded

During 2011 certan Fund members accepted the Group’s enhanced transfer vatue offer The 31 December 2011 defined
benefit obligation in respect of the Fund reflects the liability to pay transfer values in early 2012 The transfer values
payable are less than the value of the llabiliies measured using the underiying IAS19 assumptions, resulting in a
curtaiment gain As part of the Group's offer, In addition to receiving transfer values from the Fund (which will reduce the
IAS19 assets and habilities by £27 4m each), subsequent to the year-end, the Gsoup made payments of £8 5m to the
individuals in addition to paying employers’ national insurance thereon of £1 1m The curtalment gain of £11 7m reported
in this note 12 therefore partially offset by £9 8m addional pension costs accrued, resulting In a net gain of £2 1m,
reflected in segmental operating profit

With effect from 1 January 2012 Fund pensioners could choose to exchange future increases on their pensions for a
higher current pension The reduction In the Fund’s defined benefit cbligation as a result of this exercise will ba reflected
in the income statement for 2012
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Reconciliabon to the balance sheet as at 31 December

2011 2010
Overseas Overseas Overseas Qverseas
post non-post post non-post
employ- employ- employ- employ-
UK ment ment Total UK ment ment Total
£m £m £m £m £m £m £m £m
Funded schemes in surplus
Far value of assets - 216 - 216 - 218 - 218
Present value of defined benefit
obligation - (182 - (182 - (191 - {191
- 34 - 3.4 - 27 - 27
Restnction due to asset celling - {1.5) - 1 5) - a1 - 1)
Assets for defined
benefit funded schemes - 19 - 19 - 16 - 16
Funded schemes in deficit
Fair value of assets 1,0615 1124 - 1,173 9 9315 1127 - 1,0042
Present value of defined benefit
obligation {1,159 5) {142.9) - {1,302.49) (1,0884) (1343) - (12227
Recogrused habiities for defined
benefit funded schemes (98 0) {30.5) - {128 5} (106 9) (21 6) - (128 5)
Present vatue of obligation for
unfunded schemes {35) {60 3) {13 4} (717.2) {3 5) (54 6) (14 4) 72 5)
Liabilities for defined
benefit schemes {101 5) (90 8) {13.9) (2057 (110 4) 76 2) (144 (201 Q)
Net liability for defined
benefit obligations {101 5) {889) {13.4) {203 8) (1104 {74 6) {14 4} (199 4)
Total fair value of agsets 1,0615 1340 - 1,1955 a815 1345 - 1,116 0
Total present value of defined
benefit obligation {1,163 0) {221 4) (134) (1,397.8) (1,0919) (2080) (144) (1,314 3)
Asset celling - 15 - 15 - 1 - a1
Net hability for defined
benefit abligatons {101 5) (88 9) (13 4) {203.8) (110 4) {74 6} (14 4) (199 4)
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

19 Employee benefits {continued)

a) Summary of assumptions

Weighted averages
31 Dec 2011 31 Dec 2010 31 Dec 2009

UK  Overseas UK Overseas UK Overseas

% pa % pa % pa % pa % pa % pa

inflation rate - RPI 3t n/a 35 n/a 37 n/a
inflation rate - CPI 21 1.0 n/a 20 n/a 20
Discount rate 48 37 58 41 57 44
Expected rate of salary increases ' n/a 28 n/a 28 49 28
Rate of pension Increases 2 31 05 35 06 37 05
Rate of increase for deferred pensions 2 31 05 35 06 37 05
Medical cost trend rate 3 n/a 50 n‘a 50 n‘a 50
Expected return on equtties 71 7.5 74 73 81 76
Expected return on bonds 38 28 48 31 53 35
Expected return on property 6.0 50 67 51 70 56
Expected return on other assets * 8.4 24 g4 24 44 25
Overall expected return on assets * 65 43 71 44 69 46

! For 2009, includes 0.2% pa as the average effect of the age-by-age promational scale for UK
2 in excess of any Guaranteed Minimum Pension (GMP) for UK

3 Inriral rate of 7 0% pa (7 5% pain 2010, 8 0% pa in 2009) reducing by 0 5% pa each year to 5 0% pa Assumed healthcare cost trend
rates do not have a significant effect on the eamounts recognised in the income statemaent

* There was a matenal change in the assumed return on cther aesets in the UK in 2010 which reflects changes i the IM! Pension Fund'a
investment strategy dunng the year See note (8} below for further details
% Baeed on the distnbution of asssts eet out In note (8) below

The mortality assumptions used for the IMI Pension Fund reflect its experience, together with an allowance for
improvements over tme The expenence was reviewed as part of the formal tnennial actuanal valuation carned out as at
31 March 2011, and the assumptions used as at 31 Dacember 2011 reflect the results of this reiew The table below
shows the implied life expectancy from age 65 for the Fund’s current and future pensioners based on the assumptions
adopted The allowance for future improvements in mortality rates from 2011 is in ine with the CMI's 2010 Core
Projection model, with a long-term rate of improvement of 1 26% pa The CMI s the tesearch body funded by the
actuanal profession to collect and analyse UK mortality rates The allowance for future improvements in mortality rates
assumed at December 2009 and 2010 was in ine with the published medium cchort rates, with a muinimum annual rate of
improvement of 1%

Imphed Iife expectancy (years) from age 65 for

31 Dec 2011 31 Dec 2010 31 Dec 2009
Males Females Males Females Males Females
Current pensioners 20.9 238 207 224 2086 223
Future pensioners 22,7 258 227 243 226 242

The sensitivity of the balance sheet liability in respect of the IMI Pension Fund to changes in the key assumptions ts shown
n note {j) below
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by Components of the pension expense recognised in the Income statement for the year ended 31 December

2011 2010
Overseas Overseas Overseas Overseas
post non-post post non-post
employ- employ- employ- employ-
UK ment ment Total UK ment ment Total
£m £m £m £m £m £m £m £m
Defined benefit schemes operating costs
Current service cost - 46 0.8 5.4 47 42 06 95
Past service cost - - a1 0.1 - (08) - {0 8)
Recogrubon of losses/{gamns) - - (0 1) {0.1} - - 09 09
Settiement/curtaiiment 11N {1.8} - {13.5) (15 1} 10 - {16 1}
Total (117 2.8 08 8.1 (10 4 24 15 65
Defined benefit schemes financial costs
Interest cost 58.3 8.2 0.7 672 61 2 80 07 699
Expected return on assets {67.5) (5.9) - {73 4) (64 2) 57 - 699
Total ©2) 2.3 0.7 62 @0 23 07 -
Total defined benefit schemes pension
expense/(income} {20.9) 51 1.5 (14 3) {13 4) 47 22 65
Accrued payment to deferred members* 96 - - 9.6 - - - -
Pension expense from defined
contnbution schemes 31 6.1 - 92 10 63 - 73
Total pension (income)/expense B2 112 15 45 (12 4) 10 22 o8

* £9 6m (ncluding £1 2m Natonal Insurance contnbutions) has been accrued for committed payments to be made to deferred

members In respect of the enhanced transfer value exercise This amount has been included in operating profit After the
related setlement gan of £11 7m included above, this exercise results in a £2 1m net gain in the 2011 ncome statement

¢) Income and expense recognised through equity for the year ended 31 December

2011 2010
Overseas Overseas Overseas QOverseas
post non-post post non-post
employ- employ- employ-  employ-
UK ment ment Total UK ment ment Total
£m £m £m £m £m £m £m £m
Actuanal logses dunng the year {64 9) (19 9) - {84 8) (18 6) (35) - {22 1)
Change n the effect of the asset celing - 0 4) - {0 4) - {0 1) - (01)
Exchange gain/{loss) ! - 08 08 - (15 {0 2) (17
Total losses recognised during the year (64 9) (19 5) - 84.4) (18 6) 61 02 (23 9)
Cumulatve amount of actuanal
gains/{losses) at the beginning of the year {216 Q) (30 8) (5.9) (2527 (1974 257) (57 (2288)
Cumulative amount of actuarial losses
at the end of the year {280 9) (50.3) 5.9y (3371) (2160) (30 8) 59 (25627

' The 2011 figure Includes no gain or loss on asset celing due to exchange rate movements The equivalent figure for

2010 was a £0 1m gain
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

19 Employee benefits {continued)

d) Reconciliation of present value of Defined Benefit Obligation (DBO) for the year ended 31 December

2011 2010
Overseas Overseas Overseas Overseas
post non-post post nen-post
employ- employ- employ- employ-
UK ment ment TFotal UK ment ment Total
£m £m £m £m £m £m £m £m
Present value of DBO at the beginning
of the year 1,0919 208.0 144 13143 1,101 4 186 3 135 1,301 2
Company service cost - 4.6 08 54 47 42 06 95
Interest cost 583 82 07 672 612 80 07 699
Employee contnbutions - 29 - 29 14 24 - 38
Past service cost - - 01 01 - (G 8) - 08
Actuanal (gain}loss
from experience {10 5) {18) {0.6) (12 9) (118 (1 6) 07 127
from changes in assumptions 90.0 182 0.5 1087 101 58 02 161
Actual benefit payments
from plan assets (55 0} {10.0) - {65.0) {60 0} (8 6} - (68 6)
direct from the employers - {3.9) (2.5) (6 4) - (33 (2 3) (5 6)
Settlement/curtaiment (11.7) {2.9) - (14 6) (s 1) (31) - (18 2)
Purchase of business - - - - - 44 08 52
Exchange - 0.1 - 0.1 - 143 02 145
Transfer to defined contnbution scheme - {2.0) - (2.0} - - - -
Present value of DBO at the end of
the year 1,163 0 2214 134 13978 1,0819 2080 144 13143

o) Market value by category of assets as at 31 December

2011 2010

Overseas Overseas

post post

employ- employ-
UK ment Total UK ment Total
£m £m £m £m £m £m
Equities 546 378 92.4 415 404 819
Bonds 3975 731 4706 3356 715 407 0
Property 382 8.6 468 365 63 428
Other 5712 145 5857 568 0 163 584 3
Total 1,061.5 1340 1,1955 981 5 1345 11160

As at 31 December 2011 Other UK assets now include

@ the current market value of the total return equity swaps of a negative £3m These contracts provide the IMI Pension
Fund with equity returns in excess of LIBCR on a notronal investment of £362m,

® £317m in respect of Insurance (annuity) policies and IMI Pension Fund’s interest in the IMI Scottish Partnership,
® £147mn respect of hedge fund investments,

® £61m in respect of PFl investments, and

® £49m n respect of cash and currency items

There are no assets that may be counted against the liabilhes for overseas non-post employment arrangements
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f) Reconciliation of the fair value of assets for the year ended 31 December

2011 2010
Overseas Overseas
post post
employ- employ-
UK ment Total UK ment Total
£m £m £m £m £m £m
Fair value of assets at the beginning of the year 8815 1345 11160 926 6 1182 10448
Expected return on assets 675 59 734 642 57 699
Actuanal gain/(loss) on assets 146 (35) 11 {20 3) 07 (19 6)
Actual company contnbutions
normal - 63 63 42 &5 97
addmional - as agreed under 2008 valuation
funding plans 168 - 168 168 - 168
addrhonal - other 36 1 - 36.1 486 - 48 8
Employee contnbutions - 29 29 14 24 38
Benefit payments {met from plan assets} {55 0) {10 0) {65.0) (60 0) {8 6) (68 6)
Settlements - {(11) (1.1) - 21 21
Exchange - 0.9 09 - 127 127
Transfer to defined contribution scheme - (19) {19) - - -
Fair value of assets at the end of the year 1,06156 1340 11,1955 9815 1345 11160

The other additional Company contribution made to UK arrangements dunng 2010 was tn connection with facilitating
investment by the IMI Pension Fund in the IM| Scottish Partnership

@) Reconcihation of actual return on assets for the year ended 31 December

2011 2010
Overseas Overseas
post post
employ- employ-
UK ment Total UK ment Total
£m £m £m £€m £m £em
Expected return on assets 67.5 5.9 734 642 57 69 9
Actuanal gain/(loss) on assets 14.6 3 5) 11.% (20 3) 07 (19 8}
Actual returmn on assets 82.1 24 84.5 439 64 S03

IME Annual Report 2011

113

M3IIAY3IAD SS3NISNE

M3IAH DNIIVEILO SNCHD

SSANISNE 1FISNOJSIY

8140d34 Quvo8

SINIWILVLS TYIONYNIS




IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

19 Employee benefits (continued)

h) Additional information

UK  Overseas Total
£m £m £m
Expected employer contnbutions to defined benefit schemes for the year ending
31 December 2012
Normal - 58 58
Additional 168 - 168
Expected employee contnbutions to defined benefit schermes for the year ending
31 December 2012 - 32 32
Expected benefits to be paid by the Company for the year ending 31 December 2012 - 58 58
The IMI Pension Fund closed to future accrual with effect from 31 December 2010
1} Historicat mformation
2011 2010 2009 2008 2007
£m fm fm £m £m
Present value of the defined benefit obligation {1,397.8) (1,314 3} {1,301 3 {1,003 7) (1,184 1)
Fair value of assets 1,1955 1,116 0 1,044 8 958 2 1,124 0
Deficit {202.3) (198 3) (256 4) {135 5} 60 1)
Impact of the asset celing {1.9) (11) Yy (16) (35)
Net liability for defined benefit obligations {203.8) (199 4) {257 5) (137 1) (63 6)
Experience (gain)/loss ansing on plan labilties {(12.9) (127 231} (130) 08
Experience {gain)/loss ansing on plan assets 11 1) 196 (74 0) 2456 113

)} Sensitvites

The balance sheet hability 13 sensitive to changes in the assumptions used to place a value on the defined benefit
obligation, in parttcular to the discount rate and imphed life expectancy, and to changes in the assets, in particular to
equity market movements The IMI Pension Fund constitutes 83% of the total kabilihes and 89% of the total assets for the
Group’s long-term employee benefit arrangements as at 31 December 2011 It 1s therefore appropnate to consider the
sensrtivity to changes in key assumptions in respect of the Fund and these are illustrated below (net defined benefit hability
as at 31 December 2011 for the IMI Pension Fund 1s £98 Om)

Increase in net defined benefit hability as at 31 December 2011* £m
Discount rate 0 1% pa lower 15
Inflation-inked pension tncreases 0 1% pa higher ih!
Increase of one year in hie expectancy from age 65 30
10% fall iIn non-bond-like? assets 66

"1n each case dll cther assumptions are unchanged
2 hond-lke assets include cash bonds, insurance (annuity) polictes and IMI Pension Fund's interest in the IMI Scottish Partnership
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20 Share-based payments
The Group operates the following share-based payment schemes
SAYE savings-related share option scheme

This scheme 15 open to the majonty of the Group’s UK employees, including the executive directors, and allows the
grant of options to all participants at a discount of up to 20% below the market price Such schemes are not subject to
performance conditions and offer tax incentives to encourage employees to use their own money to purchase IMI shares
SAYE options are exercisable within 6 months of the date they become exercisable or otherwise expire

Share Incentive Plan (SIP)

This scheme 1s open to the majonty of the Group’s UK employees, including the executive directors  This scheme covers
two separate opportunities for employees to share in IMI’s success Partnership shares — allow employees to sacnfice up
to £125 per month from pre-tax pay, which 1s used to buy IMI shares Matching shares may be awarded In respect of
partnership shares acquired under the plan although the policy to date has been not to award any matching shares

Free shares - allows a grant of shares to employees each year, up to a maximum of 0 6% of salary capped at £3,000
Both the Partnership and Free share schemes are not subject to performance conditions and offer tax incentives to
encourage empioyees to build up their shareholdings with the Company

Global Employee Share Purchase Plan (GESPP}

The IMI Global Savings Related Share Option Scheme was introduced n 2011 for USA and Germany The German
GESPP offers the opportunity to buy shares in IMI at a fixed price at a future date This scheme mirrors the UK SAYE, with
a minimum / maximum savings limit per month and contract duration of 3 or 5 years The USA GESPP also offers the
opportunity to buy shares in IM! at a fixed price at a future date The USA scheme also operates in a similar way to SAYE,
with 2 mimimum / maximum savings hmit per month However the contract duration is for a fixed penod of 2 years and
different taxation conditions apply for the exercising period

Performance Share Plan (PSP)

The performance share plan 1s open to the Company’s executive directors and selected senior managers within the

Group For awards granted prior to April 2009, 50% of these PSP awards vest subject to EPS growth while the remaining
50% of awards are subject to relative TSR (total shareholder return) For awards granted in 2009, 100% of the awards
granted vest subject to refative TSR performance For awards granted in 2010 onwards, 50% of PSP awards vest subject
to EPS growth, 25% vest subject to TSR, and 25% vest subject to RoOCE (Return on Operating Caprtal Employed)

Share Matching Plan (SMP)

Executive directors’ and selected senior managers’ annual tncentive payments are governed by the individual’s
achievement of a Share Ownership Guideline (SOG) The SOG 1s a requirement to hold a percentage of salary as IMI|
shares, and If achieved, any incentive payment 1s made 1in cash if not achieved, a proportion of any earned annual
incentive payment will be mandatonly deferred for three years and delivered in M| shares in the SMP This mandated
investment (if Share Ownership Guidehne is not achieved) 1s matched from 75% up to a maximum of 200%

These matching shares can be earned if performance conditions over the three year vesting penod are met

Qualfyning employees may also elect to voluntanty defer all or part of the remainder of therr incentive payment, and invest
personal funds, up to a maximum of 100% of their annual incentive opportunity  Additional shares, in the form of a
matching award, may be earned {to a maximum of 200% of the gross equivalent number of shares invested in the plan)
performance conditions over the three year vesting peniod are met

Performance measures for 2000 SMP awards were exceptional, and included one third TSR, one third profit before tax
{measured annually) and cne third annual pnonty targets (measured annually} The annual pronity targets were weighted
equally, m 2009 between cash conversion and profit drop through and, in 2010 and 2611, between cash converston and
return on sales The performance measure for 2010 SMP awards was Economic Value Added over the years 2010 to 2012

Share Option Plan (SOP)

Share option awards were made from 2009 to selected senior managers and certain other employees under the Share
Option Plan adopted in 2009 These awards are not subject to performance condttions, but are subject to a three year
vesting penod The purpose of the Plan is to give selected IMI employees {who are not executive directors of the
Company) the opporturity to share in the benefits of share price growth and to increase their IMi shareholding
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

20 Share-based payments (continued)

The following share-based plans are no longer operated, but awards are outstanding under them
Executive Share Option Scheme

Executive share options were last awarded to executive directors in 2004 and to certan other employees in 2005 under the
Executive Share Option (1885) Scheme which expired in May 2005 All outstanding opbons granted under this scheme wera
granted subject to stretching tiered performance conditions related to growth in EPS above inflation over a fixed period of
three financiat years Executive share options expire If not exercised or lapsed within the penods shown below

Long Term Incentive Plan (LTIP)

The LTIP awards were made in 2005 as part of the transition to new long term mncentive amangements introduced in 2005
The LTiP allows for cash awards to be made to executive directors and selected semor managers within the Group
subject to certain performance conditions At the end of the performance period, the net of tax value of any LTIP
payments can {or in the case of executive directors, must) normally be invested in market purchases of IMI shares
pursuant to a deferred share plan Such share purchases are to be made through an employee trust and held for a further
thres year penod  After that perniod, matching shares are awarded at the rato of one addittonal share for every four
invested with no further performance conditions

Deferred Bonus Plan (DBP)

Under the DBP, for executive directors and selected senior managers, a proportion of earned annual bonus was
mandatonly deferred for three years, and delivered in IM| shares Qualifying employees also elected to voluntanly defer all
or part of the remainder of their annual bonus Additional shares, in the form of a matching award, may be earned (o a
maximum of 100%, or 1259% for the Chief Executive, of the deferred bonus at the entry share pnce level) If stretching
performance conditions are met by the Company over the three year deferral penod

Analysis of options granted
Currently operated share-based payment schemes

Performance Share
Employee SAYE option Share Plan! Matching Plan’ Share Option Plan

Number of Weaighted Normmal Number of Normal Number of Normal Numberof Weighted Nomal

options average  exerciable awards exercisable awards exercisable awards awards exercisable

thousand option pnce date thousand date thousand date thousand option pnce date
2003 976 201p 2006-2010 - -
2004 801 280p 2007-2009 - -
2005 464 380p 2008-2010 706 2008
2008 251 495p 2009-2011 716 2009
2007 204 S517p 2010-2012 734 2010
2008 342 391p 2011-2013 995 2011

2009 832 201p 2012-2014 673 2012 1,783 2012 2,532 441p 2012

2010 180 511p 2013-2015 228 2013 1,145 2013 1,565 645p 2013

2011 111 849p 2014-2016 234 2014 a1 2014 1,463 a59p 2014

Global Employee Share Purchase Plan

Weighted
Number of average Normal
options optich exercisable
thousand price date
2011 246 695p 2013-2016
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Logacy share-based payment schemes

Long Term Deferred

Executive Option Scheme Incentive Plan' Bonus Plan?
Number of Weighted Normal Number of Normal Number of Normal
options average  exercisable awards exercisable awards exercisable
thousand option pnce date thousand date thousand date
2003 2,258 257p 2008-2013 - - - -
2004 2,199 358p 2007-2014 - - - -
2005 484 421p  2008-2015 53 2008 - -
2008 - - - 44 2009 117 2009
2007 - - - 61 2010 184 2010
2008 - - - 82 2011 183 20Mm

! These options were granted at an option pnce of £nil

The number and weighted average exercise pnces of share options outstanding are as follows

Options without Options with

performance conditions performance conditions

Weighted

Number of Range of average
options option prices option price Number of options
Outstanding at 1 January 2010 4,372,528 201-517p 383p 4,379,648
Exercisable at 1 January 2010 715,618 21-517p 361p 15,389
Granted 1,754,639 511-645p 631p 1,372,302
Exercised 362,498 201-517p 359p 412,652
Lapsed 417,664 201-517p MMip 538,422
Qutstanding at 31 December 2010 5,347,005 201-645p 464p 4,800,876
Exercigable at 31 December 2010 344,142 201-517p 364p 18,905
Granted 1,819,496 632-972p 9M17p 1,054,632
Exercised 317,903 201-645p 390p 940,459
Lapsed 812,488 201-972p 573p 171,553
Outstanding at 31 December 2011 6,236,110 201-972p 575p 4,743,496
Exercisable at 31 December 2011 205,849 257-511p 386p 89,979
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

20 Share-based payments (continued)

Share options previously reported as Employee SAYE options and Executive options have been combined within Options
without performance conditions The options previously reported as Long Term Incentive Plan options, Performance Share
Pian options and Deferred Bonus Plan options have been combined within Options with performance condicns  In both
cases these schemes have substantally similar arrangements  Options with performance condibions were granted with an
option price of £ni

The weighted average remaining contractual Irfe for the share options outstanding as at 31 December 2011 15 6 99 years
(2010 7 42 years)
Included in these balances are share options that have not been recognised in accordance with IFRS2 as the options were
granted on or before 7 November 2002 These options have not been subsequently modified and therefore do not need to
be accounted for in accordance with IFRS2 The number of these share options outstanding was as follows

1 January 2010 78,772

31 December 2010 and 1 January 2011 10,022

31 December 2011 nil
The weighted average share pnce at the date of exercise of share options exercised dunng the penod was £894 (2010 £6 91)

The fair value of services raceived in return for share options granted are measured by reference to the far value of share
options granted, based on a Black-Scholes option pricing model The assumptions used for grants in 2011 included a
dividend yield of 3 5% (2010 3 7%), expected share pnce volatility of 30% (2010 30%), a weighted average expected life
of 3 4 years (2010 3 6 years) and a weighted average interest rate of 2 1% (2010 2 0%) The expected volatility 1s wholly
based on the historic volatility (calculated based on the weighted average remaining life of the share options), adjusted for
any expected changes to future volatility due to publicly avalable mformation

The total expenses recognised for the period ansing from share-based paymenits are as follows

2011 2010
£m £m
Equity settled share-based payment expense in employee cost in the income statement 8¢9 55

The share-based payment expense of £8 9m (2010 E5 5m) compnises a charge of £10 3m for the year offset by a credit of
£1 4m (2010 £2 2m) in respect of lapses £6 Om (2010 £2 8m) of the total charge is in respect of directors

21 Prowisions for habilites and charges

Trade Investigation

Restructunng  warranties costs Other Total
£m £m £m £m £m
Current 119 - 20 - 139
Non-current - 321 17 136 47 4
At 1 January 2011 19 321 37 136 613
Exchange adjustment 01 - - - 0.1
Acquisttions - 01 - - 01
Utiised duning the year (15.3) (12.3) {2.1) (0 3} (30 0)
Ansing during the year 102 12.5 - 06 233
At 31 December 2011 69 32.4 16 139 548
Current 69 131 1.6 - 216
Non-current - 193 - 139 33.2
69 324 1.6 139 548
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The restructunng provision 1s expected to be fully utihsed within one year The provision balance reflects residual amounts
committed but not spent In relation to a number of specific projects to reorganise operations and faciliies

Trade warranties are given in the normal course of bustness and cover a range of penods, typically 1-2 years, with the
expected amounts falling due in less than one year separately analysed above Amounts set aside represent
management’s best estimate regarding the amount of the setlements and the timing of resolution with customers

CCl s subject to oversight by an independent compliance monitor pursuant to the terms of a settlement agreement with
the US Department of Justice Prowision has been made for the costs associated with the monitor over the three year
monitor appointment penod which runs until June 2013 and the cost of resolving certain investigation related matters

Other provisions are pnincipally environmental provisions, recognising the Group's obligation to remediate contaminated
land at a number of current and former sites Because of the long term nature of the liability, the timescales are uncertain

and the provision represents management’s best estimates of these costs

22 Share capital

Number of ordinary
shares of 25p each

2011 2010 2011 2010
m m £m £m
Authonsed 480 0 480 0 1200 1200
Issued and fully paid
in 1ssue at the start of the year 3399 3385 850 849
Issued to satisfy employee share schemes 03 04 - 01
In 1ssue at the end of the year 3402 3389 85.0 850
Of which held within retained earrings 220 233
Shares issued and purchased during the year are shown in the table below
Employee
Benefit Trust Treasury Other Total
m m m m
In i1ssue at 31 December 2010 42 191 31686 3299
New issues - - 03 03
Market purchases 08 - (0 8) -
Allocations {t2) - 12 -
At 31 December 2011 38 191 3173 3402
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

22. Share capital {continued)

During the year ( 3m shares were issued under employee share schemes reahlising £1 2m

The Company made market purchases of a total of 0 8m (2010 3 6m) of its own shares with an aggregate market value of
£8 0m (2010 £29 5m}) and a nominal value of £0 2m (2010 £0 8m) including dealing costs of £nil (2010 €0 2m) Of the
23 Om (2010 23 3m) shares held within retained earnings, 3 8m (2010 4 2m) shares with an aggregate market value of
£29 1m (2010 £33 7m) are held n trust to satisfy employee share scheme vesting

Dvidends

After the balance sheet date the following dwvidends were proposed by the directors  The dividends have not been
provided for and there are no Income tax consequences

2011 2010

£m £m

19 Op per qualifying ordmary share (2010 17 Op) 603 539
The following dividends were declared and paid by the Group duning the year

2011 2010

£m £m

17 Op per qualfying ordinary share {2010 13 2p) 539 422

11 Op per qualifying ordinary share (2010 © Op} 349 287

88.8 709

Share options

The majonty of UK employees may participate in the IMI Sharesave Plan (2004) and selected senior execulives within the Group
parbicipate m the IM Executive Share Option (1995) Scheme and the IMI Performance Share Plan At 31 December 2011, options
to purchase ordinary shares had been granted to and not exercised by participants of IMI share option schemes as follows

Date of Number
grant of shares Price Date of exercise
IMt SAYE Share Option 04 04 06 2,278 494 55p 010811
{1994) Scheme 16 04 07 35,317 517 18p 010812
1404 0B 74,788 331 41p 0108110r010813
09 04 09 709,599 201 36p 0108120r0108 14
06 04 10 164,183 51092p 0108130r 010815
06 04 11 105,838 849 02p 0108140r010816
Global Employee Share 1912 11 173,930 632 00p 010813
Purchase Plan 191211 71,602 849 02p 010814 0r0108 16
IM| Executive Share 0204 03 27,500 256 Op 020406100204 13
Option {1995) Scheme 2403 04 44,590 358 Op 2403070240314
230305 129,235 420 5p 230308102303 15
IM| 2005 Long Term 130505 3,050 - 130508t0 130515
Incentive Plan (also known as 03 04 06 6,520 - 030409t003 04 16
M1 Performance Share Plan) 05 04 07 9,768 - 2903 10100504 17
04 04 08 70,641 - 0404 11to04 0418
1003 09 673,400 - 100312t0 1003 19
07 0510 227,700 - 07 05 1310 07 05 20
10.03 11 234,000 - 100314101003 21
IMi Share Optiont Plan (2009) 03.09 09 1,997,000 440 93p 03091210 030919
220310 1,317,250 645 00p 2203 13t022 03 20
2303 11 1,310,500 971 83p 230314t023 03 21
191211 72,500 719.33p 191214t019 12 21
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23 Cash flow notes

a) Reconciliation of cash and cash equivalents

Restated
2011 2010
£m £m
Cash and cash equivalents in current assets 147.9 1229
Bank overdraft in current habilihes {0.49) 25
Cash and cash equivalents 1475 1204
b) Reconciliation of net cash to movement in net borrowings
Net increase in cash and cash equivalents 279 411
Net repayment/{drawdown) of borrowings 160 (14 2)
Cash inflow 439 269
Net debt acquired (2.5) -
Currency translation differences {4.2) 01
Movement in net borrowings in the year 37.2 270
Net borrowings at the start of the year (145 4) (172 4)
Net borrowings at the end of the year {108 2) (145 4)
c} Analysis of net debt
Borrowings and finance
leases due
Cash and cash within one after more Total
equivatent year thanone year net debt
£m £m £m £m
At 1 January 2011 1204 (132) (252 6) {145 4)
Net debt acquired (25) (2 5)
Cash flow excluding ssettlement of currency denvatives
hedging balance sheet 23 (0.1) 161 383
Settlement of currency denvatives hedging balance sheet 56 56
Other currency translation differences {0 8) 34) 42
At 31 December 2011 1475 (13.3) (242.4) {108.2)
24 Operating leases
Non-cancellable operating lease rentals are payable as follows
2011 2010
Land and Land and
buildings Others buldings Others
£m £€m £m £m
Within one year 210 52 16 1 49
In the second to fifth year 376 122 307 99
After five years 23.4 - 267 15
82.0 174 735 163
Operating lease payments represent rentals payable by the Group pnmanly for certain of its office properties
M| plc Annual Report 2011
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IMI FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS

25 Commutments

Group contracts in respect of future capital expendrture which had been placed at the balance sheet date amounted to
£7 3m (2010 £6 'm)

26 Contingencies
Group contingent liabilibes relating to guarantees in the normal course of business and other items amounted to £95m
(2010 £86m)

27. Related party transactions

Transactions between the Company and its subaichartes, which are related parties, have been elimmated on consolidation
and are not disclosed 1n this note Executive directors are considered to be the key management personnel.
Remuneration 1g as follows

2011 2010

£m £m

Short term employee benefits 5.2 21
Contnbutions to executive retirement plan - 18
Share-based payment 60 28
Total 11.2 67

Short-term employee benefits compnse salary and benefits earned during the year and bonuses awarded for the year
There are no other related party transactions
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FINANCIAL STATEMENTS

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF IMI PLC

We have audited the Parent Company financial statements of IMI plc for the year ended 31 December 2011 which
compnse the Company Balance Sheat and the related notes C1 to C11 The financial reporting framework that has been
apphed in thew preparation s applicable law and United Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting 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 fullest extent permitted by
law, we do not accept or assume responstbility to anyone other than the Company and the Company's members as a
bady, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and audrtors

As explained more fully in the Directors’ Responsibilities Statemant set out on page 68 the directors are responsible for
the preparation of the Parent Company financial statements and for being satisfied that they give a true and fair view
Cur responsibility 1s to audit and express an opinion on the Parent Company 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 Ethical Standards for Auditors

Scope of the audit of the financial statements

An audtt involves obtaining ewidence about the amounts and disclosures in the financial statements sufficient to gve
reasonable assurance that the financial statements are free from matenal migstatement, whether caused by fraud or emmor
This includes an assessment of whether the accounting policies are appropnate to the Parent Company’s circumstances
and have been consistently applied and adequately disciosed, the reasonableness of significant accounting estrmates made
by the directors, and the overall presentation of the financial statements In addibon, we read all the financial and non-
financial Information in the annual report te identify 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 opinion the Parent Company financial statements

* give a true and fair wew of the state of the Company’s affairs as at 31 December 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 Compantes Act 2006

Opinion on other matters prescnbed by the Companies Act 2006

In our opimion

® the part of the Directors' Remuneration Report to be audited has been property prepared tn accordance with the
Compantes Act 2006, and

* the information given in the Directors’ Report for the financial year for which the financial statements are prepared 1s
consistent with the Parent Company financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 required us to report to you

if, in our opimion

® adequate accounting records have not been kept by the Parent Company, or returns adequate for our audit have not
been received from branches not visited by us, or

® the Parent Company financial statements and the part of the Directors’ Remuneration Report to be audited are not in
agreement with the accounting records and returng, or

® certain disclosures of directors’ remuneration specified by law are not made, or
® we have not received all the information and explanations we require for our audit

Other matter
We have reported separately on the Group financial statements of IMI plc for the year ended 31 December 2011

John C Flaherty (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
Birmingham

1 March 2012
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IMI FINANCIAL STATEMENTS

COMPANY BALANCE SHEET

at 31 December 2011

2011 2010
Note £m £m
Fixed Assets
Investments C6 574.0 5740
Current assets
Debtors (including £1 9m due after more than one year (2010 £9 2m)) Cc7 27.6 312
Cash at bank and in hand 09 08
285 320
Creditors
amounts falling due within one year
Other creditors c8 {50 6} (48 6)
Net current liabilites (221 {i68)
Total assets less current liabilities 6519 557.4
Creditors:
amounts falling due after more than one year
Borrowings co {(22.4) (22 9)
Net assets 529 5 5345
Capital and reserves
Called up share capital ct0 850 850
Share premum account Ci0 169.3 168 1
Capital redemption reserve ci0 7.9 79
Profit and loss account 10 2673 2735
Equity shareheolders’ funds 529.5 834 5

Approved b Board of Directors on 1 March 2012 and signed on its behalf by

rt Cua
Chairman
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COMPANY NOTES TO THE FINANCIAL STATEMENTS

C1 Significant accounting policies

The following accounting policies have been applied consistently in dealing with items considered matenial in relation to
the fimancial statements, except where otherwise noted below.

Basis of accounting

The financial statements have been prepared under the histencal cost convention and in accordance with applicable UK
accounting standards except for certan financial instruments as defined by FRS26 ‘Financial mstruments measurement’
which are stated at farr value

The Company has nct presented a separate profit and loss account as permitted by Section 408 of the Companies Act 2008
Under FRS1 ‘Cash flow statements’, the Company 1s exempt from the requirement to prepare a cash flow statement on
the grounds that the Company 1s included in its own published consclidated financial statements

The Company has taken advantage of the exemptions contained in FRS8 ‘Related party disclosures’ and has not
disclosed transactions or balances with wholly owned entities which form part of the Group Related party transactions
with the Company’s key management personnel are disclosed in the Remuneration Report on pages 48 to 67 and in note
27 of the Group financial statements The Company has adopted the requirements of FRS29 ‘Financial Instruments
Disclesures’ and has taken the exemption under that standard from disclosure on the grounds that the Group financial
statements contain disclosures in comphance with IFRS7

Foreign cumrencies

Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of transaction

Monetary assets and babiities denominated in foreign currencies have been translated into Sterling at the rates of
exchange niling at the balance sheet date and the gans or tosses on translation included in the profit and loss account
Investments

The Company’s cost of investment in subsiciary undertakings 1s stated at the aggregate of (a) the cash consideration and
erther (b) the nominal value of the shares 1ssued as consideration when Section 612 of the Companies Act 2006 apples or
(<) in all other cases the market value of the Company's shares on the date they were i1ssued as consideration

Taxation

The charge for taxation 1s based on the profit for the year and takes into account taxation deferred because of timing
differences between the treatment of certain items for taxation and accounting purposes

Deferred tax is recognised without discounting, in respect of all tirming differences between the treatment of certain tems

for taxation and accounting purposes which have arngen but not reversed by the balance sheet date, except as otherwise
required by FRS19

Financial instruments

The principal financial Instruments utilised by the Company are interest rate swaps These instruments are used for
hedging purposes in ine with the Group’s nsk management policy Interest differentials are taken to net interest in the
profit and loss account

If an instrument ceases to be accounted for as a hedge, for example because the underlying hedged posrion 1s
eliminated, the mstrument 13 marked to market and any resulting profit or loas recogrised at that ime

Equity and equity-related compensation benefits

The Company operates a number of equity and equity-related compensation benefits as set out In note 20 to the Group
financial statements The fair value of the employee services received in exchange for the grant of the options are
recharged to the pnncipal employing company.

When a parent grants share-based payments to employees of a subsidiary, UITF41 ‘Scope of FRS20” and UITF44 ‘Group
and Treasury Share Transactions’ states that the parent recerves services from the employees indirectly through its
subsidiary which should be accounted for as an increase tn the investment in the subsidiary by the parent
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IMI FINANCIAL STATEMENTS

COMPANY NOTES TO THE FINANCIAL STATEMENTS

C1 Significant accounting policies {continued)
Equrty and equity-related compensatron benefits {continued)

Amounts recharged to subsidianes are recognised as a reduction in the cost of investment in the subsidiary as this recharge
15 considered to form part of the determination of the net capital contnbution from the parent m respect of the share-based
payment arangement  Accordingly, there 1s no overall iIncrease in the investment in subsidianes recorded in the Company's
financial statements The recharged amount Is recognised as a debtor falling due for payment within one year

The total amount recharged over the vesting penod 1s determined by reference to the far value of the options granted,
excluding the iImpact of any non-market vesting conditions (for example, profitability and sales growth targets) Non-market
vesting condrtions are included in assumptions about the number of options that are expected to become exercisable

The farr value of the options at the date of grant is determined based on the Black-Scholes option-pncing mode!

At each balance sheet date, the Company revises its estimates of the number of options that are expected to vest

it recognises the impact of the rewision of onginal estmates, If any, in the amount recharged to subsidiary undertakings

The proceeds received net of any directly attnbutable transaction costs are credited to share capital (norminal vatue} and
share premium when the options are exercised

Treasury shares

The consideration paid by the Comparty on the acquisttion of treasury shares is charged directly to retained earnings

in the year of purchase If treasury shares are subsequently cancelled the nominal value of the cancelled shares 1s
transferred from share capital to the capital redemption reserve

Dividends or shares presented within shareholders’ funds

Diwvidends unpaid at the balance sheet date are only recognised as a liability at that date to the extent that they are
authonsed and are no longer at the discretion of the Company Unpaid dividends that do not meet these critena are
disclosed in the notes to the financial statements

C2. Remuneration of directors

The detalled information concerning directors' emoluments, shareholdings and options are shown in the audited section
of the Remuneration Report on pages 48 to 67

€3 Remuneration of auditors

The detaled information concerning auditor’s remuneration is shown in note 7 of the Group financial statements

C4 Staff numbers and costs

The nurmber of people employed by the Company, including directors, duning the year was 27 {2010 25) all of whom were
employed in administrative roles The costs associated with them were borne by a subsidiary undertaking

The Company participates in the IMI Pension Fund, which 1s a defined benefit scheme In which the assets are held
independently The Company 1s unable to identify its share of the underlying assets and labilites of the schemes and
consequently In accordance with FRS17 paragraph 9(b) the Company is required to account for pension costs as If the
scheme were a defined contrbubon scheme  Note 18 to the Group financial statements provides further details regarding
the defined benefit scheme
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€5 Dividends
The aggregate amount of dividends comprises

201 2010
£m £m
Final dividends paud in respect of prior year but
not recogrused as habilibes in that year 539 422
Intenm dividends paid in respect of the current year 34.9 287
Aggregate amount of dividends paid in the financial year 888 709
Cividends paid in the year of £88 8m respresent 28 Op per share (2010 22 2p)
After the balance sheet date the following dividends were proposed by the directors
The dwidends have not been provided for and there are no iIncome tax consequences
2011 2010
£m £m
19 Op per qualfying ordinary share (2010 17 Op) 603 539

Dividends proposed after the balance sheet date may differ from the final dwidend paid  This 1s 2 result of the final number

of qualifying shares entitted to dividend differmg from those in 1ssue at the balance sheet date

C6 Fixed assets - investments

Subsidiary undertakings

Shares Loans Total
£m £m £m
At 1 January 2071 and 31 December 2011 at cost and net book vatue 1701 403.9 574.0
Details of subsidiary undertakings at 31 December 2011 are shown on pages 130 and 131
C7 Debtors
2011 2010
£m £m
Falling due for payment within one year:
Amounts owed by subsidiary undertakings 24.1 173
Prepayments and accrued income 0.4 04
Deferred tax - 33
Cther financial assets 1.2 10
25.7 220
Falhing due for payment after one year
Deferred tax - 64
Other financial assets 1.9 28
1.9 92
27.6 312

IMI plc Annual Report 2011

127

MIIAYIAO SSANISNS

M3IIAZYH SNILYH3O dNOYD

SSINISNE 18I1SNOdS3Y

SLH0d3d QUvod

S1IN3WILYLS TVIONYNId



IMI FINANCIAL STATEMENTS

COMPANY NOTES TO THE FINANCIAL STATEMENTS

C8 Other creditors falhing due within one year

2011 2010

£m £m

Amounts owed to subsidiary undertakings 49 2 46 9
QOther payables 09 08
Accruals and deferred income 0.5 09
50.6 48 6

C9 Borrowings

This note provides information about the contractual terms of the Company’s interest-bearing loans and borrowings
For mere information about the Company’s exposure to interest rate and foreign currency nsk, see note 18 in the Group
financial statements

2011 2010
£€m £m
Due after more than one year
Unsecured US loan notes 2014 2.4 229
Terms and debt repayment schedute
2011 2010
£m £m
Debt can be analysed as falling due
Between two and three years 224 -
Between three and four years - 229
22.4 229
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C10 Share capital and reserves

Share Share Redemption Retamed Parent
capital premium reserve eamnings equity
£m £m £m €m £m
At 1 January 2010 849 166 6 79 1706 4300
Retained profit for the year 167 8 197 8
Shares 1ssued In the year 01 15 16
Dwidends paid® (709 (70 9}
Share-based payments 56 55
Shares held in trust for employee share schemes™ (29 5) (20 5)
At 31 December 2010 850 168 1 79 2735 5345
Retained profit for the year 81.5 815
Shares issued In the year - 12 1.2
Dividends pad* {88 8) {88.8)
Share-based payments 89 8.9
Shares held in trust for employee share schemes® (7.8) (7.8}
At 31 December 2011 850 169 3 79 267.3 529.5
Share capital 2011 2010
£m £m
Authorised
480 Om (2010 480 Om) ordinary shares of 25p each 120.0 1200
Issued and fully paid
340 2m (2010 339 9m) ordinary shares of 25p each 85.0 850

Dunng the year 0 3m shares were issued under employee share schemes realising £1 2m

* Details of treasury and employee trust share scheme movements are contained in note 22 to the Group financial
statements and details of dvidends paid and proposed in the year are shown in note C5.

C11 Contingencies

Contingent habiities relating to guarantees in the normal course of business and other items amounted to £70 Om (2010
£64 8m)

There 1s a nght of set-off with three of the Company’s bankers relating to the balances of the Company and a number of
its wholly-owned UK subsidiaries

Where the Company enters into financial guarantee contracts to guarantee the indebtedness of other companies within its
Group, the Company considers these to be insurance arangements, and accounts for them as such  In this respect, the
Company treats the guarantee contract as a contingent hability untsl such time as it becomes probable that the Company
will be required to make a payment under the guarantee

The Company, as parent of the IM{ Group, has contingent iabilities in respect of contingencies within the Group as
described in note 26 to the Group financial statements
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lMl FINANCIAL STATEMENTS

SUBSIDIARY UNDERTAKINGS

The pnncipal subsidiary undertakings listed are these which in the opinion of the directors principally affect the figures
shown in the financial statements A full list of subsidiary undertakings will be included in the Annual Return of IMI plc

to be filed with the Regtstrar of Companies dunng 2012 Except where indicated, the undertakings are subsidianes
incorporated in the United Kingdom and the share capital consists of ordinary shares only The principal country in which
each subsidiary operates I8 the country of mcorporation IMI plc’s effective interest in the undertakings hsted 1s 100%,
except where indicated, and 1s held :n each case by a subsidiary undertaking, except for IMI Group Ltd which 1s held
directly by IMI plc

The Group has an interest Iin a partnership, the IM| Scottish Limited Partnerstup, which is fully consohdated into these
Group financial statements The Group has taken advantage of the exemption conferred by Regulation 7 of the
Partnerships (Accounts) Regulations 2008 and has, therefore, not appended the accounts of this qualifying partnership
to these financial statements Separate accounts for the partnership are not required to be and have not been filed at
Companies House

Flud Controls

Asro Dynamiek BV Netherlfands IMI Norgren Henon Pvt Ltd india Orton eri ltaly

Asterm SAS France IM! Norgren Oy Finland Pneumatex & CIE NV Belgiwm

Buschjost GmbH Germany IMI Norgren SA Span Pneumatex BV Netherlands

CCIAG Swizerand IM! Norgren SA de CV Mexico Pneumatex GmbH Germnany

CCI Amenca du Sol Comenco de IMl1 Scott Ltd Pneumatex SARL France
Equipamentos Industnals Ltda Brazi IMI Webber Ltd Shanghai CCY Power Control Equipment

CCl Czech Republic sro Czech Republhic  Industne Mecanique Pour Les Fluides Co Ltd China (70%}

CCl Row Control (Shanghai) Co Lid SAS France Stainless Steel Fasteners Ltd
Chmna Newman Hattersley Lid Canada STV sd Raly

CCl Haly srt ftaly Norgren A/S Denmark TA Heimetsr GmbH Germany

CCIKK Japan Norgren AG Switzeriand TA Hydronica AB Swedsn

CCl Ltd Korea Norgren AS Norway TA Hydronics AS Norway

CCl Valve Technology AB Sweden Nongren Automation Solutions LLC USA  TA Hydronics BV Netherfands

CCl Valve Technology GmbH Austna Norgren BV Netherfands TA Hydronica GesmbH Austna

Control Components Inc USA Norgren Co Ltd China TA Hydromics Ltd

Control Components India Pty Ltd Inda Norgren European Logistics Company TA Hydronics Qy  Finfand

Eley Ltd Ltd TA Hydrenics SA France

Engineenng Apphances Ltd Norgren GesmbH Austna TA Hydrorice SA Switzeriand

Flow Design Inc USA Norgren GmbH Germany TA Hydronics Switzertand AG

Fluid Automation Systems GmbH Norgren GT Development Corporation Switzerland
Germany Inc USA TA Isitma ve Havalandirma Sanayi

Flud Autormation Systems SA Norgren Inc USA Ticaret ve Servis Limited Sirketi Turkey
Switzerland Norgren Kloehn Inc USA TA Regulator d o o Sloverra

Fiuid Automation Systems Technologies Norgren Ltd Th Jansen-Armaturen Gmbh Germany
SA Switzerland Norgren Ltd Hong Kong Thompson Valves Ltd

Henon Systemtechrk GmbH Germany Norgren Ltd New Zealand Tour & Andersson A/S Denmark

Hochdruck-Reduziertechrik GmbH Norgren Ltda Brazi Tour & Andersson NV/SA Belgum
Germany Norgren Manufactunng Co Ltd China Tour & Andersson SA Spain

IMI Components Inc USA Norgren Manufactunng de Mexico SA Truflo Manne Ltd

IMI Components Ltd de CV Maxico Truflo Rona SA Belgium

IM| Indoor Climate Trading (Shanghai) Norgren NV Belgium Zimmermann & Jansen Technologies
Co Ltd Chma Norgren Pte Ltd Singapore GmbH Germany

IMI International Kft Hungary Norgren Pty Ltd Australa Zimmermann & Jansen Inc USA

IMI International LLC Russra Norgren SAS France

IMI International sro Czech Republic Norgren SpA Italy

IMI International Spzo o  Poland Nargren Sweden AB Sweden
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Retall Dispense

3Wire Group Inc USA

Artform International Inc USA
Artformn Intemational Ltd

Cannon Equipment Company USA
DCI Marketing Inc USA

Display Technologies LLC USA

IMI Cornelius Espaia SA Spain

IMI Cornelius Europe SA Belgum

IMI Cornelius (Pacific) Ltd Hong Keng

GCorporate

IMI Group Ltd

IMI Kynoch Ltd

IMI Overseas Investments Ltd*
IMI Property Investments Ltd

* This entity holds debt histed on the official list of the Channel Islands Stock Exchange

GEOGRAPHIC DISTRIBUTION OF EMPLOYEES

IM1 Cornelius (Tianpn) Co Ltd China

iM1 Cornelius (UK) Ltd

iMI Cornelius Australia Pty Ltd Australia

IMI Cornetius de Mexico SA de CV
Mexico

IMI Cornehus Deutschland GmbH
Germany

IMI Corneliua Hellas SA Greace

IMI Cornelus Inc USA

IMI Amencas Inc USA

IM| Overseas Holdings Inc USA

IM| Germany Holding Limited & Co KG
Germany

IMI Corneliug ltaha srl Haly

IM} Cornelius Osterreich GesmbH
Austna

IMI Cornelius (Singapore) Pte Ltd
Singapore

IMI Cornelius Ukraine LLC Uloaine

IMI Manufactuning de Mexico SA de
CV Mexico

Brockvale Intemational Insurance Ltd
Bermuda

The followsng table shows the geographic distnbution of employees at 31 December 2011 and 1s not required to be audited

United Kingdom 2,554
Continental Europe 6,494
Amencas 4,709
Asia/Pacific 1,859
Others 82
Total 15,698
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IMI FINANCIAL STATEMENTS

FIVE YEAR SUMMARY

Continuing operations
Revenue £m
2,131
1,901 1,91
1792

1,599

07 08 09 10 11

Adjusted profit before tax* £m
383

304

255

07 08 09 10 11

2011 sales by
geographic desbnaton**
RoW UK
1% 8%
Ang/ Germany
Pacific 14%
15% ’
USA Rest of Europe
27% 27%

" before reversal of economic
hedge contract gains and losses

132 Fve year summary

2007 2008 2009 2010 2011
£m £m £m £m £m
income statement
Revenue 1,599 1,90t 1,792 1911 2131
Segmental revenue” 1,589 1,897 1,785 1,917 2,135
Segmental operating profit” 2078 2663 2342 3197 3741
Adjusted profit before tax” 2055 2547 2117 3044 3634
Restructuring costs 2200 (1986 (349 (160 (235)
Employee benefit curtailment
- UK scheme - - - 151 -
Investigation costs and fines 49 (263 - - -
Acquired intangible amortisation
and impairment (109) (1323 72 (70) (323)
Other Income 17 - - - -
Financial instruments excluding
economic hedge contracts
gains/{losses) 16 (19 6) 166 g8 62)
Profit before tax from continuing
operations 1710 1760 1862 3061 3014
EBITDAT 220 269 262 369 392

* before exceptional items

1 earnings before interest, tax, depreciation, amortisation and impawrment and

other income

Group sales by destination

2007 2008 2009 2010 2011
£m £m £m £m £fm
UK 188 183 132 141 136
Germany 209 266 234 261 296
Rest of Europe 423 533 524 542 577
USA 4860 517 491 543 580
Asia/Pacific 202 249 278 285 319
Rest of World 117 149 126 145 227
1,500 1,897 1,785 1017 2,135

Reversal of economic

hedge contract losses/(gains) - 4 7 (6) 4

1,599 1,801 1,782 19211 2,131




Earnings and dvidends

Adjusted earmings per share (pre-restructunng)
Earnings per share
Ordinary dividend per share

Balance sheet

Segmental net assets
Other non-operating habilities {excluding borrowings)
Net debt

Net assets

Statistics

Segmental operating profit as a percentage of
segmental revenue

Segmental operating profit as a percentage of
segmental net assets

Effective tax rate
Net assets per share {excluding treasury shares}

Net debt as a percentage
of shareholders’ funds

Net debt EBITDA

EBITDA Interest

2007 2008 2009 2010 2011
41 9p 54 1p 45 8p 66 3p 815p
35 4p 354p 40 8p 70 4p 63 2p
20 2p 20 7p 212p 26 Op 30.0p

2007 2008 2009 2010 2011

£m £m £m £m £m
771 873 850 985 897
(125 212) {276} (264) {275)
(233) (299) {172 {145) {108)
413 462 402 576 614
2007 2008 2009 2010 2011
13 0% 14 0% 131% 16 7% 17 5%
27 0% 27 4% 27 6% 325% 375%
311% 31 0% 300% 300% 28.0%
128 1p 144 4p 126 1p 180 5p 193 5p
57 3% 66 0% 43 0% 27 7% 192%
11 11 07 04 03
17 17 14 24 3

IMI plc Annual Report 2011

133

MIIAHIAO SS3NISNY

M3IA3Y DNIIVHIO dNOYS

SSINISNS F18ISNO4S3Y

SLHOd3Y GYv08

SINIWNIALYLS TVIONYNIS



SHAREHOLDER INFORMATION

Announcement of trading results
The trading results for the Group for the first half of 2012 will be announced on 23 August 2012
The trading results for the full year ending 31 December 2012 will be announced in March 2013

Intenim management statements will be issued 1n Apnil and November 2012

Dividend payment

Dividends on ordinary shares are normally pard as follows
Intentm mid October

Final mud May

Share pnces and capital gains tax

The clasing price of the Company’s ordinary shares on the London Stock Exchange on 31 December 2011 was 780 00p
(2010 945 00p)
The market value of the Company’s ordinary shares on 31 March 1982, as calculated for capital gains tax purposes, was
53 5p per share

The Company’s SEAQ number 1s 51443

Enquiries about shareholdings
For enquines concerning shareholders' personal holdings, please contact the Company’s Regstrar

Equintti, Aspect House, Spencer Road, Lancing, West Sussex, BN89 6DA Telephone 0871 384 2916, or from overseas,
+44 121 415 7047

Lines are open 8 30am to 5 30pm, Monday to Fnday Calls to this number are charged at 8p per minute from a BT
landiine Other telephony provider costs may vary

Corporate Individual Savings Accounts (ISAs)
By arrangement with Equinitt Financial Services Limited, an IMI single company I1SA 1s now being operated A brochure,
apphcation form and further information can be obtained by contacting the Equiniti ISA hetpline on 0871 384 2244

Lines are open 8 30am to 5 30pm, Monday to Fnday Calls to this number are charged at 8p per minute from a BT
landiine Other telephony provider costs may vary

Share Dealing Service

Managed by Equiniti, the Company’s Registrar, the IM! plc Share Dealing Senace provides shareholders with a simple
way of buying and selling IMi ordinary shares Telephone 08456 037 037 Full wnitten details can be obtained from the
Secretary’s Department, IMI plc, Lakeside, Solhull Parkway, Birmsngham Business Park, Birmingham, B37 7XZ
Telephone 0121 717 3700

Amencan Depository Receppts

IMI plc have an Amencan Depositary Receipt (ADR) programme that trades onh the Over-The-Counter {(OTC) market n
the US ADR enquines are directed to Citibank Shareholder Serwvices, PO Box 43077, Providence, Rl 02940-3077, USA
Toll-free number in the USA s 1-877-CITI-ADR (877-248-4237), or emall ciibank@shareholders-online com

Ordinary shareholders
Number of Balance as at

Range holdings % 31 December 2011 %
1-500 shares 6,101 3493 1,664,876 052
501-1,000 shares 4,910 28 11 3,631,040 113
1,001-10,000 shares 5,749 32 92 13,294,512 414
10,001-100,000 shares 406 232 14,065,454 438
100,001-Highest 300 172 288,412,918 89 83
Total 17,466 100 00 321,068,800 100 00

19,124,700 treasury shares are excluded from the above totals
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GENERAL INFORMATION

Headquarters and registered office
Lakeside

Solihull Parkway

Birmingham Business Park
Brrmingham

B37 7XZ

Telephone 0121 717 3700

Website address
www imiplc com

Secretary
John O'Shea

Registrars

Equinit)

Aspect House

Spencer Road

Lancing

Woest Sussex

BNS9 6DA

Telephone 0871 384 2916"

Or from overseas, +44 121 415 7047

Lines are open 8 30am to 5 30pm, Monday to Fnday

Solicitors

Pinsent Masons LLP
3 Colmore Circus
Brrmingham

B4 6BH

Stockbrokers

J P Morgan Cazenove
10 Aldermanbury
London

EC2V 7RF

Auditor

Emst & Young LLLP

No 1 Colmore Square
Birmingham

B4 6HQ

IMI ple 1s registered in England

No 714275

Allen & Overy LLP
One Bishops Square
London

E1 6AO

Citi

33 Canada Square
Canary Wharf
Lendon

E14 5LB

*Calls to this number are charged at 8p per minute from a BT landline Other tetephony provider costs may vary
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