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Who we are
We are a multi-national industrial engineering group with two focused
niche businesses that are the world leaders: Spirax Sarco for steam
specialties and Watson-Marlow for peristaltic pumps.

What we do

We assist our customers to achieve environmentally friendly solutions
for process efficiency improvements, energy savings and plant
health, safety and regulatory compliance.

Our principal objective
Our prime financial objective is to provide enhanced value to

shareholders through consistent growth in earnings and dividends
per share. We have proudly achieved this objective for over 40 years.

Group - at a glance

SPIRAX SARCO
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What we do

Sprrax Sarco s the global leader in the supply of engineered solutions for the efficient design, maintenance
and operation

TUESDAY




of industnal and commercial steam systems As a heat source, steam 1s the natural choice in most industnal
processes due to

its high heat-camying capacity, controllability, sterity and efficiency as a heat transfer fuid With our specialist
knowledge, technical expertise and wide range of products, as well as our extensive global presence, Spirax
Sarco 1s uniquely posrtioned to provide

a broad range of erwrronmentally-friendly engineered solutions

to the many industnes using steam

Our customers face a vanety of challenges including high energy costs, pressure to mprove the efficiency
and capactty of existing processes and the need to comply with ncreasingly stringent health, safety and
environmental legislation Our direct sales force Is trained at length in product application, system
performance and troubleshiooting of steam systerms The Spirax Sarco offering 1s very wide, from single
products through to complete tumkey bespoke packages that can include design, fabncation, installation,
commissioning and mamntenance All of this creates

a compelling and atiractive one-stop approach for our customers

EMEA

Revenue

£225.5m
Operating proft Operating profit margin

£35.6m 15.8%

Highlights of the year

= Difficult market condtions

+  Favourable exchange benefits from 13% weaker sterfing aganst the euro

»  Good performance from large operations in France, Germany and Italy

« Improved demand and sales n Russia in H2 after a very slow start mH1

«  Difficult year n the domestic UK market but good project wins in December
s  Reduced volumes at our manufactunng plants contributed to profit decline
» Headcount down 8%

Americas

Reverue

£104.6m
Operating profit Operating profit margin

£13.9mM 13.2%

Highlights of the year

»  End markets stabiised n H2 but contnuing weakness in Canada

« Favourable exchange benefits from 19% weaker sterling aganst the US dollar
¢ Good trading margin of 13 2% versus 11 9% in 2008

*  Profit increase from 2008 closure of UtraPure

+  Lower profits m Brazil from strong currency impacting export market customers
¢ Headcount down 13%




Asia Pacific
£104.7m

Operating profit Operating profit margin

£23.1m22.1%

Highlights of the year

e  Market conditons mxed but improving

* Favourable exchange benefits from 21% stronger renmmby

= Strong shipments in Q4 from backlog

*  Added new sales people in China

* Pre-fabncated heat exchange package sales up 30%

*  Sgnificant mprovement i Japan trading profit from FX benefit
+  Headcount down 3%

WATSON MARLOW

Percentage of Group revenue

6%

£83.8m
£22.3m

Operating profit margin

26.6%
What we do

Watson-Marlow Is the global leader in penstaltic pumping and specialises nct only inthe design and
manufaciure of the most advanced penstattic pumps, but also in the application of those pumps to
customers’ processes Our penstaltic pumps are ideal for difficult pumping applications They are highly
accurate and contrallable and wvirtually mantenance-free, making them a very reliable and cost-effectve

solution

Operating a make-to-order manufactunng system and uniquely extruding our own pump tubing, we have
the leading posttion in the supply of penstattic pumps to the biotechnology, pharmaceuticals, wastewater
treatment, mining and food industnes The peristattic pumping market s a small part of the global pump

market but 1t 1s one of the fastest growing segments

Highlights of the year
» End markets stabilsed and improving
e  Favourable benefits from the strong US dollar




+  Good Q1 proect orders In the US contributed to H2 shipments

*  Good underiying project actmty in phammaceuticals and biotechnology

* Strong sales growth in Asia

¢ Increased demand for Flexicon products

* Sales declined at Bredel from difficult mining and general industnal markets

«  MasoSine acquisition integraton procaeding well
¢  Headcount down 2%

Our performance at a glance

IAdjusted”
'ear to 31st December 2009 2008 |Change
Revenue £518 7m | £502 3m | +3%
Operating profit £899m | £857m | +5%
Operating profit % 173% | 171%
Profit before taxation £902m | €90 1m | 0%
Earmings per share 822p 834p | 1%
Dividends per share 36 1p 333p | +8%
Totas
Year to 315t December
2009 2008 |Change
Revenue
£518 7m | £502 3m | +3%
Operating profit
276 5m | £810m |-6%
Profit before taxation
£764m | £852m -10%
Eamings per share
69 6p 780p H11%
[Dividends per share
36 1p 333p | +8%
Revenue
£518.7m +3%
Highhghts

* Sales up 3% and down 7% at constant cumency
*» Sales performance broadly simitar across all geographic regiens and business segments
» Acquisiions added less than 1% to sales




Operating profit*

£89.9m +5%

Highlights

* Adjusted operating profit up 5% and down 12% at constant cumency

* Profit increase from management actions to reduce costs prcing, resourcing matenals and favourabie curmency
* Adjusted cperating profit margin increased to 17 3%

+ Eighth year of profit margin improvernent

Dridend

36.1p +8%

Highlights
* Final proposed dividerd up 10% to 25 8p
* Dvidend cover 2 3 tmes

10 year record highhights
+ 7% growth pa over last ten years

10 year record highlights
* 8% growth pa over last ten years

10 year record highlights
* 8% growth pa over last ten years

Chairman’s statement
Bill Whiteley

Grven the challenging global economic enviranment, | am pleased to report a good result for 2009, with record sales and
profits that demonstrate the qualrty and resilence of our business, and reflect the investments and improvements we have
continued to make We generated a significant underlying cash inflow and the dividend has agan been increased

Sales at £518 7 million were up 3% from £502 3 million in 2008, with improving year-on-year comparisons in the last few
months of the year in all segments Sales included a small contnbution from acquisitions and a benefit of over 10% from
favourable average exchange rates

Adjusted operating profit at £89 9 mullon increased by 5% from £85 7 mullion in 2008 due to reduced headcount and costs,
especially in the second half-year, good pricing dynamics and the benefit of favourable exchange rates This was reflected in
the trading margin that improved to 17 3% (2008 17 1%) Operating profit was ahead in all segments except Europe, Middle
East and Afnca (EMEA)

Net finance charges were £2 5 million compared with net income of £1 7 million in 2008, with the detencration due largely to
the impact of a turnaround in the net finance income related to defined benefit pension funds The Group's share of the after-
tax profits of our Associate companies was unchanged at £2 8 million

Adjusted pre-tax profit increased to £90 2 mithon (2008 £90 1 million) and earnings per share were 82 2p (2008 83 4p) Cost
reduction actions included reducing the total employee headcount by 7% dunng the year and, m December, we also
announced a reduction in our French factory

As a result the total headcount reduction costs charged in 2009 were £11 4 million with further efficiency gains expected in
2010 The pre-tax profit after charging these costs and including the amortisation of acquisition-related intangible assets
was £76 4 millon {2008 £85 2 million)

As previously reported, in October 2009 the Group completed the acquisition of the Maso and Sine business from Maso
Process-Pumpen GmbH (MaseSine) for £21 9 million and the integration into Watson-Marlow Pumps is progressing well In
October we also completed the acquisition of our Turkish distnbutor, Inter Valf, for an intial consideration of £2 8 milion We
are pleased with the performance of these businesses since acquistion and with therr small positive contnbutions to our
earnings per share for the year




The Board is recommending a 10% wincrease n the final dwvidend of 25 6p per share payable on 21st May 2010 to
shareholders on the regrster at the close of business on 16th Apnl 2010 This, together with the intenm dividend of 10 5p per
share paid in November 2009, makes a total dnvidend for the year of 36 1p per share This compares with a total dmdend of
33 3p per share last year, an increase of 8% The cost of the intenim and final dvidends 1s £27 6 milkon which 1s covered 2 3
times by eamings No scrip alternative to the cash dvidend 1s being offered

Mike Townsend retired as Charman following the AGM in May 2009 and we thank him for his contnbution over his 12 years
on the Board as a non-executive director | have succeeded Mike as Chairman on 1st July 2009 following seven years as a
non-executive director Upon the retirement of Einar Lindh at the end of 2008, Dr Knshnamurthy Rajagopal was appointed as
an independent non-executive director on 10th February 2009 Executive director Alan Black retired from the Board on 30th
April 2009 Mike Gibbin joined the Board as an executive director on 1st May 2009, with responsibility for our Supptly
operations and our North Amencan steam business companies Clive Watson joined the Board as an independent non-
executive director on 17th July 2009 and 1s Chairman of the Audit Committee We thank our retnng Board members and
welcome the new members to the Board

Prospects

There 1s increasing evidence that the global economy has started to recover Industnal production rates are now positive
across most of Asia and are improving in Europe and the Amencas However, in our view the economic upturn remains
fragile and we are not expecting a rapid rebound in our markets

We have continued to invest in the business through the recession to improve manufactuning efficiency, accelerate new
product development and increase penetration of our markets In 2010, we will capture the full-year benefit of last year's cost
reductions, but will reinvest some of these savings to increase investment in the business to enhance future growth and
margin prospects

We have made a positive start o the year In the first two months of 2010, sales in constant curency have increased by 2%
compared with 2009 We remain vigilant and given no renewed weakness In our markets or significant negative currency
impact, we expect to make further progress n 2010

Bill Whiteley Chai

Unless otherwrse stated all profit measures exclude exceptional headcount reduction costs of £11 4 midion (2008 Enif) the amortisation of acquisition related intangible assets
of £2 4 milion (2008 £1 9 mdllon} of which £0 4 malbon (2008 €0 3 milion) relates to Assoaiates and the mpaimment of goodwill and
intangtble assets of £nil (2008 £3 1 mition)

An interview with Mark Vernon
Chief Executive Officer

Sharpening our edge

What makes Spirax Sarco different?

We are a niche industnal engineering group that supphes a very broad base of customers aroundthe world na

wide range of industnes We concentrate on assisting our customers achieve process efficiency, increased production
output, energy savings and regulatory compliance We go to market through an extensive network of cutstanding local sales
and service engineers that are highly trained and singularty focused on providing the knowledge and expertise to understand
the challenges facing steam and pump users Our application and systems knowledge, breadth of products and services,
expenence and global presence all enable us to offer the most extensive range of engineered solutions to our customers The
position of Spirax Sarco and Watson-Marlow as world leaders 1s founded on our long-held strategy of investing for growth
both orgameally and by complementary acquistions

The Group I1s very international We have 49 operating companies in 34 countnies around the world Our headquarters are
based in the UK and we have sizeable manufactunng and selling operations on nearty every continent Cur manufacturing
operations are strategically located in all key market regions with major facilities in the UK, France, ltaly, USA, Brazll,
Argentina, and China, We also manufacture in South Afnca, Mexico, Netherlands, India, Germany, Sweden, Korea and




Denmark Amongst our competitors, we have generally been first to build a direct seling and trading organisation in new
markets and, within the past year, we acquired our Turkish distributor, giving us a direct presence in this important country
that boasts the world's 16th largest economy

The resilence of our business was readily visible in the past year, as our total sales at constant currency declined less than
7%, as compared to falls of typically 15% to 20% or more for many other international industrial engmeenng businesses This
resilience stems from a large portion of our revenues being denved from product replacements and spares, the diverse range
of industnes served, the breadth of product solutions we bning to our customers and good geographic distribution of sales,
well spreac between developing and developed markets

We serve a very broad range of industnes including foods, brewing & distiling, daines, oil refining & petrochemicals,
chemicals, pharmaceuticals, textiles, fine chermicals, mining, pnnting, water & wastewater treatment and many other general
process industnes We also work with hospitals and commercial buildings by supplying solutions for stenlisation, space
heating, hot water generation and laundenng It 1s important to note that no single ndustry represents more than 10% of
sales and no single customer accounts for more than 1% of sales — in short, our sales are very well spread

We have remained focused on our niche bustnesses and ther development through geographic expanston, new product
developments, acquistions and expanding our range of products and service solutions This has enabled us 1o increase
market share and to generate steady, profitable growth for a long penod of ime, ewidenced by our excellent 42 year dividend
record Although we are the market leader in both cur businesses, there remain considerable opportuntties avallable to us in
our fragmented markets

How does Spirax Sarco create value?

The Spirax Sarco and Watson-Marlow businesses are anchored on the philosophy of understanding the detail of the
customers’ processes and the abilty to apply the properly engineered solutions To do this we go to market using mostly
direct sales people — about 70% of our sales are generated through our direct selling approach In doing so we form strong,
long-term customer relationships The Group employs nearly 1,200 direct sales and service people working in 58 countries in
the world

Our sales people are highly skilled in both product applications and, perhaps even meore importantly, in system
understanding and troubleshooting for unique customer applications and industnal processes We train our sales engineers
in our 38 training centres located around the world, most of which are equipped with live steam that facilitates hands-on
traning These centres are also used to train our customers' technical staff

This product and systems application knowledge, combined with local avallability of products, engineered packages and on-
site services, enables our customers to achieve meanmingful energy savings, comply with increasingly stningent health, safety
and environmental regulations, reduce emissions and achieve more efficient processes

It s not our products alone that provide the value to our customers, it 1s the apphication of our extensive knowledge

How i1s Spirax Sarco managing the business through this difficult economic penod?

Like other industnal businesses, we took early action and made the appropnate decisicns to reduce our aperating costs
Whilst needing to address the abrupt decline in economic activity, we largely protected our global network of highly skilled
and trained sales engineers

As a result, we reduced our workforce by 7% through the year, most of which came as part of an announced 5% headcount
reduction in early 2009, with the balance coming from natural attritron throughout the year Most of the headcount reductions
were In back-office support functions and manufactunng Additionally, our local operating company management teams were
vigitant in controling other operating costs The announced general headcount reduction was the first ever for Spirax Sarco -
indicative of the unprecedented global economic downturm — but it was managed effectively by our management teams

around the world

We took steps to size our manufactunng operation in Cheltenham, nat only for the decline in volume resulting from the global
economic recession but also in anticipation of the volume transfer to our new manufactunng plantin China Additionally, we
recently announced a reduction in our manufactunng footpnnt at Chétellerautt, France, also in line with our glcbal
manufactunng strategy

We continued to invest in key growth programmes for the future in China, we selectively added sales people for the steam
business We also invested in our Watson-Marlow business to continue developing new markets, adding sales people In
Russia and Mexico We believe that our sales teams are well postioned to handle the eventual rebound in our end markets
Also, we increased the amount of direct R8D investrment, virtually the only area of the busmess that was allowed increased
expenditure

New product development 1s a key activity that will drive longer-term growth and therefore we have continued to invest
through the downturmn We have also sustained caprtal expenditure at a high level in the year as we invest in delivenng our
manufactunng strategy

What are the key business dnvers and trends?

Our business 15 well spread geographically, across the product range and over a diverse range of industries
The following key factors have the pnmary influence on the undertying demand in our markets

Global econormic growth

Industral proeduction and investment




Capacity utihsation

Energy costs

Increasing custorner outsourcing of design and maintenance
Regulatory legislation (eg, emissions, hygienic standards, plant safety)

Looking ahead how do you plan to take the business forward?

Cur business strategy remains focused on achieving long-term, steady and profitable sales growth The industral and
commercial steam-using market 1s highly fragmented and although Spirax Sarco s the market leader, we still have significant
growth opportunrties

We believe the undertying industry drivers are favourable for long-term growth For the steam business, energy prices are at
histone highs and the emphasis on reducing emissions is becoming increasingly important, these factors provide a nice
talwind We are reaping the benefits of our solutions approach to problem solving as customers increase the outsourcing of
design and maintenance, customers are looking for simple, single-source transactions to solve therr local maintenance,
operations, product quality and capacity expansion issues Qur ability to effectively bundle a wide range of products and pre-
fabricated engineered packages backed up by our installation and commissioning services, 15 simply the best and 1s
unmatched by any competrtor

We increasingly expand on a simple troubleshooting sales call, to audit an entire steam system and provide a range

of engineered sofutions 1n a single transaction that customers value

We are widening our range of products and site services to expand our market reach Our technically expert direct sales
force allows us to leverage our brands into new products and applications This increases the amount

of plant spend that we can capture in small-scale capital projects and maintenance activities that are at the heart of our
business There remains good growth potential, whether in the developing economies of Asia and South Amenca or

In the large and more mature markets of western Europe and North America, as we apply tailored market development
strategies

One of our major tasks at our Watson-Marlow business is to educate customers about the intrinsic advantages of penstaltic
pumps so that they will ncreasingly be used to solve difficult pumping problems  The product range 15 being progressively
widened and developed, making use of mproved electronics and matenals to broaden the addressable market by taking
business from other pump types All these factors make penstaltics one of the fastest growing sectors of the global positive
displacement pump market As we widen the possible applications for our pumps, we see Increasing cpportunities, including
hygienic applications in pharmaceuticals, biotechnology and the food industries

We continue to make complementary bolt-on acquistions to build our product portfolio, mtroduce new technologies and
speed access to geographic markets During 2009 we acquired MasoSine, a supplier of unique sinusoidal pumps that
extends the application range of our existing ine of Watson-Marlow hygienic pumps We also acquired the business of our
Turkish distnbutor, Inter Valf Sanaya ve Ticaret, to build a direct presence in this important and developing market

How 1s Spirax Sarco sharpening its edge?

The Group 1s making a significant investment in modemising its manufactunng processes and facilies to improve efficiency
and reduce operating costs We are midway through a four-year £50 milhien capital investment programme, having recently
completed the new tube extrusion facilty n Falmouth, England The new manufactunng plant in China will begin production
late Q2 2010 The consoldation of the three manufacturing facilies onto one site at our major manufacturing location mn
Cheltenham, England will be mostly completed by year-end 2010 Some production has already been transferred into the
first refurbished bulldings and we should see the cost reduction, efficiency and stock reduction benefits from this site
consclidation starting in 2011

Despite the challenging market environment in 2009, we increased our investment in R&D by over 20% and have begun to
generate a stronger flow of new products whilst shortening the time to market There are a number of exciting new product
development programmes underway in both the steam business and Watson-Marlow, and we expect new products to make
an mereasing contrbution to sales growth We were particularly pleased to win the UK’s IChemE 2009 ‘Innovation and
Excellence Award in Energy’ with a packaged Flash Recovery Energy Management Equipment system The Board has
approved the creation of a new R&D development and test centre at our Cheltenham manufacturing site that will increase our
testing capabilty to much higher live steam temperatures, pressures and flow rates — we beleve this new test centre will be
the world’s largest and most advanced facility of s type

We are taking advantage of our global purchasing power to consolidate purchasing volumes with fewer key suppliers of our
cast, wrought and forged metals This has resulted in matenal cost benefits in the past several years, and we expect further
benefit in 2010 to cur matenals and freight costs

We have developed online based tools to improve the technical training of our sales engineers around the world and speed
up their development process Additionally, we are implementing infermation coflection and shanng software to improve our
ability to utiise application knowledge and prowide a forum to accommodate greater knowledge shanng amongst work
groups across our global sates network

People lie at the core of every business and we have high expectations of performance from our people We have taken
steps to upgrade the quality of professional human resource leadership in guiding our progression to a more performance-



based culture throughout the orgamisation We have articulated a concise set of core values and leadership competencies
that are being implemented worldwide

M resrvwvenr—

Mark Vernon Chief Executve Officer

Sharpening our edge increasing our Investment in research and development

Cur new R&D Centre being created in Cheltenham, will enhance our capability to offer customers
innovative solutions for controlling and conditioning steam

Sharpening our edge through being the best in our field

Sprrax Sarco beat intemational competiion to win the 2009 IChemE Inngvation and Excellence Award i Energy, with a Flash Recovery
Energy Management Equipment (FREME) system that enables customers to recover waste heat

Sharpening our edge by investing in our manufactunng processes

We completed the construction of a completely stenle £6 3 million silicone tubing extrusion plant iIn Falmouth, enabling Watson-Marlow to
offer high punty pumping solutions to its customers in the biopharm sector

Business review

Gﬂ\t:ss otherwisa stated all profit measures exclude exceptional headcount reduction costs of £11 4 milhon {2008 €nil) the amortisation of acquisition-related ntangible assets
of £2 4 milion (2008 £1 9 million) of which £0 4 milion (2008 £0 3 millon} relates to Asscoiates and the impaiment of geodwill and

intangible assets of £nil 2008 £3 1 mitkon)

Current environment

The abrupt dechine in world economic activity impacted our business starting in late 2008 and the rate of sales decline
accelerated until mid-year 2009 Since then, market condibions in most geographic regions have generally stabiised and in
recent months sales growth has tumed posttive versus the early months of 2000 Whilst conditions vary considerably from
market to market, taken as a whole, market conditions have slowly improved throughout much of Asia, South Amenca and the
USA but conditions in Europe continue to be challenging

Energy prices reman comparatively tuigh and we are encouraged that our energy saving initiatives and, perhaps more
importantly, the companion emissions reductions that are achieved through improved system efficiency, continue
to be of value to our customers

Trading
Total Group sales increased by 3% to £518 7 millon (2008 £502 3 million) The Group benefited from favourable movements
in exchange rates Sales

at constant currency declined less than 7% for the year, recovering from the 9% decline reported in the Sth November 2009
Intenm Management Statement covering sales year-to-date through October The constant cumency sales decline was
widespread across all gecgraphic regions, indicative of the wide-ranging impacts of the global economic recession
Acquisttions contnbuted less than 1% to sales growth

For the Spirax Sarco steam business, sales increased 2% {down 8% at constant currency) Sales increased in both the Asia
Pacific region and the Amencas, although sales declined shghtly in the Europe, Middle East and Afnca (EMEA) geographic
segment In constant curency, sales declined across all geographies and nearly all product segments However, we
achieved constant currency sales growth in our heat exchange solutions business by refocusing our sales engneers and
from winning good projects in China, Korea and Italy Watson-Mariow sales increased 11% for the year ([down 1% at
constant currency), benefiting from currency movermnents and a 3% contnibution

from the acquwsibon of MasoSine in late August

The Group's adjusted operating profit was £89 9 million (2008 £85 7 million), giving an increase of 5% in stering and down
12% at constant currency - a very good overall result agamst the record operating profit achueved in 2008 The increase in
operating profit arose from cost reductions, pricing, limted pay increases, global resourcing of matenals and favourable
exchange rates, offset by decreased manufactunng efficiency from lower volumes Higher matenal pnces in the first half-year



were matched by falling prices in the second half, leaving matenal prices broadly flat for the year All of this resulted in the
adjusted operating profit margin improving to 17 3% from 17 1% in 2008

Europe, Middle East and Afnca (EMEA)

2] 200 orere

Revenue £205 5m £226 1m 0%
Operating profit £356m £392m -99%

Operating margin 15.89% 17 3%

Sales were broadly unchanged at £225 5 million (down 8% at constant cumrency) as detenorating market condhions
impacted virtually all our companies in the region Exchange movements had a positive effect with the average sterling
exchange rate 13% weaker against the euro than in 2008 Our larger companies i taly, France and Germany did well and
increased sales in sterling terms due to good day-to-day mantenance activities and the shipment of several projects from
backlog in Italy that camed over from the pnor year Additionally, after a slow start in the first half-year for our Russian
company, market actvity improved markedly in the second half-year and for the full year we saw sales growth in local
currency Sales in the UK domestic market suffered from a decline in spending by the National Health Service but there were
some good project wins in December The deciine in the global export markets served by many of our European CEM
customers impacted sales at several of our companies that depend more heavily on OEMs

Shipments from our main factortes in the UK and France fell more sharply early in the year due to lower demand from our
sales operations worldwide as they reduced local inventornes, but improved in the second half-year as market conditions
stabilised

Operating profit of £35 6 millon was down 9% from £39 2 rmilion in 2008

At constant currency the operating profit was down 18%, spread across most companies but mitigated by tight cost control
and temporary government employment support measures The performance in South Afnca improved markedly following
the restructunng in late 2008 Operating profit fell at our major factones due to lower volumes, although this was somewhat
offset by the cost recuction actons and the benefit of our global materals resourcing pregramme The operating margin was
15 8% (2008 17 3%) The underlying headcount, excluding acquired businesses, was down 8% across the EMEA segment
at year-end 2009 compared with the pror year

2“4 2008 Changsl

[Revenue E1046n‘J £101 9m  +3%
ICperating profit £138m £121my +14%;

Amencas

(Operating margin 13.29%] 119%

Sales in the Amencas increased modestly in sterling by 3% to £104 6 rmillion from £101 9 million n 2008 Sales benefited
from average sterling exchange rates weakening by 18% against the US dollar and by 7% agamnst the Braziian real At
constant currency, sales declned 9% from 2008 spread across all our operations in the region  Sales in the US did relatively
well from stabilising market conditions and higher shipments from backleg in the second half-year, afthough market
conditions have remamned weak in Canada Sales in South Amenca were down from the effects of the decline in demand
from export-onented customers

Operating profit in the Amencas increased 14% to £13 9 million, which compares with £12 1 million in 2008, at constant
exchange the operating profit was down just 5% Year-on-year, operating profit was buoyed by favourable exchange
transaction benefits on imports into the region, cost reduction actions taken early in the year and the emination of the
closure costs of UltraPure (£1 1 millon in 2008) and its operating losses Profit declned in Brazil from competitive pressures
as the currency strengthened in the second hatf-year For the region, the operating profit margin improved to 132% as
against 11 9% in 2008 Headcount in the Amencas was down 13% at year-end 2009 as compared with the pnor year

Asia Pacific

oo 200 crered

Revenue
£1047m £989m +6%

[Operaty fit
peraing pro £231m £211m +9%

Operating mangn | 55 19 2149%

Sales increased In Asia Pacific by 6% to £104 7 million (2008 £98 9 milion) Favourable exchange rates had a positive effect
on sales, as the Chinese renminbi strengthened 21% on average against sterling, the Japanese yen was 32% stronger At

constant exchange, Asia Pacific sales were down 5% Market activity i the region was mixed, although local currency sales
increases were achieved in China, Korea and Malaysia As expected, the second half-year benefited from higher shipments,




particularly in Korea, and the backlog was reduced at our Chinese operation We have continued to increase sales coverage
in China by adding a number of new sales people

The operating profit was £23 1 miflion, which compares with £21 1 million in 2008, an increase of 8% At constant currency
operating profit declined 14% We saw good profit gains from China, which agam produced the largest profit n the region,
and from Malaysia The good second half in Korea recovered the profit decline seen in the first half-year Our India operation
{reported as an Associate) achieved both a sales and profit increase, and did well to mprove the volume of small hicket
maintenance purchases to replace the sales value of the large Reliance refinery project shipped in the pnor year The overall
operating profit margin n Asia Pacific was therefore 22 1% in 2009 (2008 21 4%) Headcount in Asia Pacific was down 3%
at year-end 2009 as compared with the pror year, despite a 7% increase in employees in China

Watson-Marlow
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£83Bm £754m +11%

Revenue

Operating profit
peRingp a2 18 4m +21%

Pperatingmargn | o gogl 24 45¢)

Sales increased at Watson-Marlow by 11% to £83 8 million (2008

£75 4 milion) Sales benefited from the weakness of stering against the US dollar and were down 1% at constant curency
The acquistion of MasoSine in late August 2009 added 3% to sales The geographic sales trends at Watson-Marlow were
similar to the steamn business, with sales growth weakest within the EMEA region but with similarty good performances from
the French and German operations Strong year-on-year growth in tubing shipments contributed posttively to EMEA sales
and provides a good base for the new tubing extrusion plant completed in December 2009 Bredel product shipments were
particularly mpacted by exposure to the weaker mining and general industnal markets Sales in the Amencas region of
Watson-Marlow benefited from several biopharmaceutical projects in the US Our developing sales teams in the Asia Pacific
region performed strangly, with sales well ahead on a relatively small base, highlighting the good opportuniies for growth in
China and Korea in particular

The operating profit was £22 3 millon, which compares with £18 4 million in 2008, an increase of 21% At constant currency,
operating profit was down 3%, including a small contrnbution from the MasoSine acquistion Operating profit benefited from
exchange transaction effects of weaker stering and the stronger US dollar Constant currency operating profit was nicely
ahead in the US and in Asia The operating profit margin was 26 6% in 2009 (2008 24 4%) Underlying headcount at Watson-
Marlow, excluding acquisitions, was 2% lower at year-end 2009 as compared with the pnor year

Spirax Sarco helps Campil to reduce energy consumgpthion, down time and maintenance costs.

The customer

Campil1s based in Portugal and makes tomato pastes at a tomato pulp plant

The challenge

The plant has several water evaporators that use steam to concentrate tomato pulp

Peak loads made 1t difficult to achieve the stnngertt steam quality required and at tmes the bailers tnpped out causing shut down of the
entire plant

Our solution

We provided a complete control sequenicing and superaision system, including steam meters, control valves, controllers, modulating feed
water controls and other equiprment to improve steam quality, all linked by central software supervision

Results

The plant now runs efficiently with improved steam quality, lower fuel consumption and reduced mamtenance costs The expected
payback penod 1s two years

Sharpening our edge through consolidation of manufactunng sites

We are investing to develop a world-class manufactunng and supply facility, consolidating three sites in Cheltenham into one unified site to
ensure a leaner and more efficient operation

Sharpening our edge through improved sales tools

The application krnowledge and skills of our 1,200 sales and service engmneers are central to our customer service An online,
benchmarked skills assessment programme, creates talored development plans for every sales engineer and we will use this to
strengthen our market leadership




Watson-Marlow MasoSine replaces gear pumps at chocolate factory

The customer
Kinneston, part of Zetar plc, 1s a confectonery specialist based in Norfolk, UK

The challenge

Like many other ingredients, carame! 1s very wiscous when cool and Kinnerton required pumps which would perform effectively ina new
line for caramel producton

Our solution

In place of the gear pumps already used by Kinnerton in similar applications we recommmended the MasoSine SPS2 sanitary pump, which
15 part of a range that can handle flow rates up to 90,000 Iitres per hour and pressures up to 10 bar MasoSine pumps have a very gentle
pumping action which is frequently used in santary apphcations to handle chocolate, cheese curd, yogurt, concentrates, yeast, batter and
stews

Results

Kinnerton have now standardised on MasoSine purmps “Not only does the SPS2 handle all ts pumping requirements without problem”,
says plart engineenng supervisor Phil Barwick, “once again ease of cleaning 1s very impressive Even after pumping glucose a simple but
thorough flush-through i1s all that is required "

This means that hygiene standards are consistently met

Financial review
David Meredith FCMA

2009 2008
Capital employed £'000 £°000
Property, plamt and equipment 135,383 | 122,897
Inventones 86,479 | 102,382
Trade recevables 118,835 | 124,595
Prepayments and other current assets/{liabilities) (72,861) | (78,050)
ICapital employed 267,836 | 271,824
ntangibles and investrnents in associates 83,177 | 62,225
[Post-retirement benefits (73,763) | (73,717)
Deferred tax 23,522 | 19,466
Provisions (1.441) | (1,182}
Net cash/{bormowings) 8,033 | 17,390
Net assets 307,364 | 296,006
[Retum on capital employed
[Operating profit 76,522 | 81,028
Acquistion intangibles amortisation and goodwill impairment 13,416 4,641
Adjusted operating profit 89,938 | 85,669




lAverage capital employed 269,830 | 241,093

Retum on capital employed 333% | 355%

2009 was another good performance agamst the background of a world economic recession We achieved record sales and
adjusted pre-tax profit, and delivered an mproved operating profit margin and good cash generation

Spirax Sarco uses adjusted figures as key performance measures in addition to those reported under IFRS Adjusted figures
are used unless ctherwise stated and they exclude the amertsabon or imparment of acquistion-related intangible assets and
exceptional headcount reduchen costs, including the associated tax effects We have adopted the new accounting standard
IFRS 8 Segmental Reporting for 2009 The new segmental disclosure gives greater visibility and s more consistent with
management reporting The new segments comprise the Stearn Specialties business, geographically spiit into Europe,
Middle East and Afnca (EMEA), Amencas (North and South Amenca) and Asia Pacific, and the Watson-Marlow Pumps
business Restated disclosures for the full year 2007, half-year 2008 and full year 2008 were published in August 2009

Sales of £518 7 mullion were a record and up 3% compared with £502 3 million in the prior year
Cumrency movements were favourable and added aver 10% to sales on translation Average exchange rates for sterling were
weaker against most

currencles and in parhicular versus the US dollar, euro and Chinese renrmint which are important currencies for the Group
Acquisttions dunng the year added less than 1% to sales Underlying sales, excluding currency and acquisition effects, were
down 7% for the year but with improwving year-cn-year compansons in the last few months of the year

Adjusted operating profit of £89 9 million increased by 5% over the previous year profit of £85 7 milion We acted early in
the year to reduce operating costs, including a reduction in our global workforce of 7% during the year, largely in back-office,
support functions and manufactunng, a further reduction in our French manufacturing unit will take effect in 2010 These
actions benefited the second halif of 2009 and we expect further benefit n 2010 Favourable cumency movernents improved
the profit on translation and alse on transaction, where the Group gained from the weakness of stering aganst most cther
currencies At constant exchange rates, the operating profit was down 12% The adjusted operating profit margin increased
from 17 1% to 17 3%, desprte the impact of lower sales volumes and some internal destocking by our sales companies

that reduced the demand on our manufactunng plants

Interest

Net finance expense of £2 5 millon compares with net finance mcome of £1 7 milhion in the prior year As expected and
previously reported,

the net finance iIncome in respect

of defined benefit pension schemes detenorated, mainly due to a reduction in the expected retum on pension fund assets in
2009 (under IAS 19) following the drop n pension asset values in 2008 Net bank interest detenorated due to the fall n
interest rates on cash deposits and the funding cost

of acquistions

Associates

We have minority shareholdings in our operations i+ India and Mexico, which means that our share of the after tax profits 1s
reported as Associates outside the operating profit Associates’ profit was overall unchanged at £2 8 million, compnsing an
increased contnbution

n Incha offset by slightly lower profit

in Mexico

Profit before tax

The adjusted pre-tax prefit ncreased to £80 2 milion (2008 £30 1 milion) The actions to reduce our global workforce
necessitated a one-off charge against the 2009 profit of £11 4 million, which includes the cost of the recently announced
reduction in France About £3 5 million of this charge will be a cash outfliow In 2010 The pre-tax profit after charging these
costs and including the amortisation of acquisition-related intangible assets was £76 4 milion (2008 £85 2 milion)

Taxation

The tax charge, excluding Associates, was 31 4% compared with 30 0% in 2008 The increase reflects an unfavourable
change m the mix of taxable profits, exchange rate movements and the introduction of withholding tax in relation to dividends
from China The tax rate in 2010 15 expected to be broadly in iine with 2009

Eamings and dividends per share

The Group’s pnme financial objective is to provide enhanced value to shareholders through consistent growth in earnings per
share and dividends per share Adjusted earmings per share were 82 2p (2008 83 4p) Eamings per share including
exceptional headcount reduction costs and the amortisation of acquistion-related intangible assets were 69 6p (2008 78 Op)

The proposed final dwidend 1s ncreased by 10% to 25 6p per share which, together with the intenm dividend of 10 5p per
share pad in November 2009, makes a total dwvidend for the year of 36 1p per share This represents an increase of 8% over
the 33 3p per share last year and continues the Group’s very long history of increasing dividends The compound annual
growth in dvidends over the last 42 years has been 11%




Acquisttions

As previously reported, i October 2009 the Group completed the acquistion of the Maso and Sine business from Maso
Process-Pumpen GmbH (MascSine’) based in Germany for £21 9 milion MasoSine extends the application range of our
existing Watson-Marlow hygienic pumps and the integration into Watson-Marlow Pumps 1s progressing well In October we
also completed the acquisiion of our Turkish distnbutor, Inter Valf based in Istanbul, for an inttral consideration of £2 8 million
We are pleased with the performance of these businesses since acquisitton and with ther small positive contnbutions to our
earnings per share for the year Intangible assets amounting to £14 8 million were recognised in respect of acquisitions during
the year, largely relating to MasoStne, which will be amortised over the respective useful lives of the indwvidual assets
Goodwill amounting to £9 8 milion was also recogrised Amortisation of total acquistion-related intangible assets was £2 4
milkion (2008 £1 9 million} of which £0 4 mithion (2008 £0 3 million) related to Associates In the prior year there was also an
impairment of goodwill and intangible assets of £3 1 million

Research and development

Despite the economic downturn, we have continued to invest in the business and increased R&D spending by over 20% to
£8 0 million for the year, including capitalised development costs under [FRS increasing to £2 1 milion (2008 £1 5 million) We
plan agan to increase our investment in 2010 to take advantage of the development opportunities available and to accelerate
the flow of new products to the market

Capital employed

Caprtal employed at £267 8 million increased by only 2% dunng the year {at constant currency and excluding acquisttions),
despite the substantial investments in capital expenditure Cumrency movements, using year-end exchange rates, fowered
capital employed on translation by £12 0 millon Working capital was brought down by £11 4 million at constant currency
and excluding acquisitions, largely due to the reduction we achieved in stock levels, which were down by 13% Acguisitions
dunng the year added £1 7 million to capital employed

Investment in fixed assets continued at a histonically high level and net caprtal expenditure at £32 6 rifion was two times
depreciation Significant investment projects included the completion of our new premises n Korea and the new tubing
extrusion plant at Watson-Marlow in Falmouth The investment in new premises and manufactunng plant in China

1s progressing well, as is the project to consolidate onto one expanded manufactunng site in Chettenham

Return on caprtal employed

The retum on capital employed (ROCE), which 1s a key performance indicator, declined from 35 5% to 33 3% Average
captal employed (using the average of the opening and closing sterling balance sheets for the year) increased by 12%
whereas adjusted operating profit was ahead 5% Capital mvestment 1s planned to continue at a high level in 2010 and these
investments will deliver good benefits in future years including scope for progressive reductions in stock levels

Post-retwrement benefits

The net post-retirement benefits lability shown on the balance sheet was broadiy unchanged for the year at £73 8 milion
(£53 2 million net of deferred tax) but was lower than the £90 7 million net liability at the half-year Pension fund asset value
increased strongly reflecting the recovery in equity markets and also the payment of special deficit reduction payments

of £7 milhorn However, iability values rose by a similar amount due to an increase in nflabon expectations and a fall in
corporate bond yields that pushed up the discounted present value of labilities

Most of the asset and hability values relate to the main UK defined benefit pension schemes The tnennial valuations of these
schemes were camed out as at 31st December 2007 and resulted in agreed additional cash contnbutions of £3 7 million per
annum for up to six years that commenced in the second half of 2008 The intenm actuanal valuation as at 31st December
2008 resulted in further additional cash contributions of £4 2 million per annum for up to 12 years that commenced n the
second half of 2009 The intenm actuanal valuation as at 31st December 2009 1s not yet complete but 1s expected to show a
reduction in the defict of the main UK schemes

Cash flow

There was an excellent cash flow performance for the year Adjusted operating cash flow increased to £117 9 million (2008
£91 1 mithon) reflecting an inflow from working capital with stocks reduced by 13% i the year Taxation payments were
higher at £29 9 milion {2008 £22 1 million) reflecting currency movements and the settlement of higher 2008 tax habilities
followang the profit increase that year Capital expenditure, including caprtalised development costs, increased to £34 7 million
(2008 £26 5 mullion) Free cash flow was broadly unchanged at £37 7 milion even after the cash outflow of nearly £8 million in
respect of headcount reduction costs and £7 million of special pension contnbutions

Dmidend payments were up 7% in ine with the increased dividends per share Acquistions absorbed £27 2 rmillion of cash
due largely to the purchase of MasoSine in August for £21 9 millon We also acquired our Turkish distributor, Inter Valf, in
October for an intial consideration of £2 8 million

OQverall there was a net cash outflow of £11 8 million Excluding acquisitions, shares issued, headcount reduction costs and
special pension contnbutions, there was a strong underlying cash inflow of £28 4 milkon (2008 £190 million) Exchange gains
on translation were £2 5 milhon, which means we finished the year with a net cash balance of £8 0 milion (2008 net cash
€17 4 milhon)

Capital structure




We continue to operate with a very strong balance sheet In addition to the net cash balance, the Group had vanous undrawn,
committed borrowing faciliies at year-end of £28 6 milhon Treasury and cumency exchange exposures are handled by the
Group Treasury function in the UK which manages the exposures from our worldwide geographic spread This 1s not a profit
centre and no speculative transactions are undertaken, typically, simple forward contracts are used when appropniate to match
known cash flows The Group has operations around the globe and therefore its balance sheet can be significantly affected by
movements in exchange rates, parbicularly in relation to the euro, US dollar, Chinese renminbi and Korean won Where
appropnate, the Group uses local currency borrowings to mitigate this structural currency exposure, consistent with
mantaining a low cost of debt The Group keeps the structure of its balance sheet under regular review

2009 2008
Adjusted cash flow £'000 £'000
IAdjusted operating profit 89,938 | 85,669
Depreciation and amortsation 16528 | 15,218
Equrty settled share plans 1,92¢ 1519
IAdjusted working caprtal changes 9,554 | {11,353)
IAdjusted cash from operations 117,949 | 91,053
Net interest paid (736) {189)
rcome taxes paid {29,877) | (22,087)
Net capital expenditure, including development (34,654) | (26,543)
INet dividends paid (24,265) | (23,189)
Underlying cash flow 28,417 | 19,045
Exceptional headcount reduction costs (7.957) -
Post-retirement deficit reduction payments, and provisions (7.072) | (3.236)
Proceads from issue of shares 1,966 | (2,812)
IAcquisttions (27,192) | (13,939)
KCash flow for the year (11,838) {942)
Exchange moverment 2,481 2,501
IOpening net cash 17,300 | 15,831
IClosing net cash at 31st December 8,033 | 17,390

Risks and uncertainties

The Group has well established nsk management processes, including insurance cover, which are an integral part of the
operation of our busimess and which are outined in the Corporate Governance report on pages 35 to 38 Whilst nsk can never
be eliminated, our processes allow us to entify and appropnately manage and mitigate nsks and uncertainties These mainly
anse from the inherent nsks of operating a worldwide business largely using our own local sales companies to sell in local
currency, direct to end-user customers, distnbutors, OEMs and contractors, a very wide range of products, mostly designed
and manufactured in our cwn facilities In a number of different countries. The business 1s well spread geographically, across
tens of thousands of customers and across most industnal and commercial sectors This means that we do not rely
excessively on any one customer, product application or industnal sector

The princtpal nsks and uncertanties are strategic, commercial, operational and financial Ulhmately these affect our ability to
deliver our pnme financial objective, which is to provide enhanced value to shareholders through consistent growth in eamings
per share and dividends per share as a result of mantaining our world leading position and investing in our businesses for
growth

Strategic nsks and uncertainties include customer relationships, the competitive environment, political and economic upheaval,
technological changes, the regulatory and legal environment, and nvestment m acquisitons  These relate to mantaming our
market and technelogical leadership including branding and reputation




Commercial nsks and uncertainties include 1ssues such as product design and performance, product hability, competitor
actity, relations with customers and suppliers, pncing and profit margins Our employees are key to managing and mrigating
nsks and uncertainties and we therefore invest significant resources in the training

and development of our people

Operational nsks and uncertainties include health and safety and environmental i1ssues, employee relations, miigation of, and
recovery from, major disasters, product quality and customer serice We have for many years complied with recogmised
quality, health and safety and environmental standards and regulations and have applied project management disciplines in
our business The Group's approach to the health and safety of employees 1s more fully descnbed on page 28 Appropnate
measures are implemented locally, particularly in the manufactunng companies, and there were further improvements in health
and safety in our operations in the year The environmental benefits from the use of Group products are more fully descnbed
oh pages 23 and 24 General managers of operating companies are responsible for local compliance with the Group's policy
and with local legislation, and are required to report regularty

The Group 1s committed to observing the highest standards of ethics In all ts dealings with customers, suppliers, employees
and all other stakeholders in the business The Group Business Code sets out very clearly the standards expected of all
employees and it 1s the responsibility of all managers within the Group's businesses both to abide by those standards and to
ensure that employees for whom they are responsible adhere to the standards The Chief Executive writes annually to all
general managers of Group businesses to remind them of the importance which the Group attaches to the Cede and of therr
obligations to ensure compliance with the Code Additionally, general managers are regularly required to certify compliance
with the Code

Financial nsks and uncertainties include exchange rate exposures, interest rate movements, financial instruments, financial
regulanties and protection of assets including pension fund assets The Group has a comprehensive Treasury Policy covenng
many of these issues and defining our approach to

Corporate social
responsibility

The objective of the Group’s Spirax Sarco business Is to provide steam users with energy efficient, safe, environmentally
fnendly and cost-effective solutions for the use of steam and other related industna! fluids

Steam itself 1Is an environmentally fnendly medium, being non-toxic and non flammable Although system leaks are avoidable,
when they do occur, they pollute the environment less than, for example, oll, gas and refrigerants. Steam 1s still the pnme
medium used for power generation and for product processing across a signficant range of industnes

The Group’s technical advice and expertise on the application of its products, services and engineered solutions in refation to
steam systems and services I1s the key to maximising the benefit of the products we supply

These benefits include Improved overall boter efficiency, improved energy efficiency of plant processes, reduced
consumption of water and water treatment chemicals and lower production of effiuent and emissions, all of which have a
significant and positive impact on the environment

The Group has always believed that this significant and positive impact outweighs the environmental 1ssues associated with
the production of the products and, in 2009, more work was done to measure the environmental benefits achieved by

our customers in using our products The focus was on the energy saving aspect of those products which, if not installed,
would result in a significant increase in energy consumption and hence CQz production

The results Indicated a potential saving of 2,540,000 tonnes of COe, far in excess of the quantrty produced in manufacture
The methodology used to determine this external impact has been independently assessed with the assistance of the AEA
Group, a world leading energy and climate change consuitancy The methodology remains unchanged but is reviewed
annually by the Group, taking revised emussion factors intc account The calcuiabion 1s based on a selected range of energy
saving products The overall impact, taking into account all products and services supplied, will be higher

An example of a newer product that has a major impact on energy consumption / COz production is Flash Recovery Energy
Management Equipment (FREME) This s a packaged solution to recover valuable heat from flash steam and use it to pre-
heat boiler water In 2009, FREME was awarded the Institute of Chemical Engineenng’s ‘Innovation and Excellence Award in
Energy’ prize as “the best project or process to demonstrate innovation in renewable energy, afternative energy sources,
efficient energy use or the development of energy production methods that reduce energy and

water intensity”

The Group's Product Research and Development programme has been assisted through collaboration with the UK's Carbon

Trust, which ams to bnng new and innovative energy saving solutions to customers globally, enabling therr COz emissions to
be further reduced Design engineers are constantly challenged to enhance the environmental performance of future
products both in manufacture and ifetme use




Many applications for Watson-Marlow pumps are those where environmental improvement 1s the main aim These pumps
are parhicularly well suited to applicatrons such as wastewater treatment, where difficult fiuds must
be handled safely and rehably

The Board has continued to embrace and apply the general Corporate Social Responsibility (CSR) principles in conducting
its business n a socially acceptable and sustainable way having due regard to the relationship of the Company to its
employees, customers, investors, suppliers and society generally [n particular the Board focuses on social, ethical and
environmental (SEE) matters and health and safety 1ssues

This report follows the practice in recent years of illustrating the Board's commitment to meeting the requirements lad down
by the Asscciation of Bntish Insurers and the reporting procedures and actions taken within the Group in this connection The
Group has developed further tts awareness of CSR issues and has continued to make improvements, particularly in the areas
of health and safety and environmental matters

The Board achreves comphance with the pnnciples of CSR by the management of the nsks concermed within the normal
operations of the Group such that the necessary policies, systems and procedures are embedded in Group practice The
importance of Involvement of employees and suppliers In meeting the standards required by the Board 1s inherent in the day-
to-day business operations Meeting the standards required in the operation of our business as it affects communities and
customers Is also a specific objective reflected in our strategic plans and annual planning

The Group’s operations are camed out under the Group’s long standing Business Code with which general managers are
required to certify comphance A copy of this 1s posted on the Group website

www SprraxSarceEngineering com

This Code formalises pelicies foltowed over many years by the Group, the main areas being

» Comphance with all applicable laws and regulations

= Operation of the mtemal controls established by the Group

* Having proper regard for all stakeholders in the business

* Prohibition of bribery or corrupt practices

* Commitment to far treatment of all employees

* Recognition and rmprovement of all health, safety and environmental matters

The standards required in the practical management of the Group are set out In a separate Management Code issued by the
Chief Executive with which general managers and the finance managers in each Group company provide witten
confimmation of compliance for each year

The Group also recognises that the achievement of goed quality products and services, the mantenance of health and
safety, and the achievement of good environmental practices are an integral part of running the business and require
consideration as part of the day-to-day operations of the Group and are reflected in the Group’s performance

The responsibility held by Board members for the entirety of the Group’s operations, ncluding the implementation of its
policies, enables the Group's Business Code and Group policies to be applied on a consistent basis The Group's
decentralised structure provides for detaled local management of SEE matters by the general manager in each Group
company, who reports to, and 1s monitored by, the appropriate executive director and regional general manager These
reporting procedures within the Group enable the executive directors, who have direct responsibility for implementing policy,
to menitor, report and take any appropnate action SEE training 1s provided for newly appointed directors appropnate to their
expenence, knowledge and previous traning

As part of the nsk management process explained on pages 37 and 38, the nsks involved in not achieving appropnate SEE
standards are assessed and any significant nsk 1s monitored by the Board following half yearly reports from all Group
companies

The Group considers and applies appropriate policies through the Group’s Business Code in the following areas

() Employment policies

The Group supports and applies the principles of human nghts in its operations including equal opportunities for employees
regardless of sex, race, religion, age or disabilty Board members and Human Resources satisfy themselves that the terms of
employment in Group companies worldwide are appropnate The Group has a policy of non-discrimination and does not
tolerate bullying and /or harassment in any form The recrutment procedures throughout the Group avaid employment of
underage staff Care has been taken to provide for a culture of openness and honesty The Group operates personnel
policies designed to meet the needs of its Group companies and employees around the world Channels of communication
appropnate to the local operation have been established to allow employees to be property informed and voice therr views
and concerns Recognition is given to individual employees’ needs and requirements throughout the Group and, where
possible, flexible working arrangements are considered where the circumstances are justified Employees are encouraged to
apply ther skills, knowledge and energy

The Group recogrnises the importance of ts employees and therr traning as a competitive advantage

The Group 1s committed to equality of opportunity for all regardless of gender, race, age, disabilty, religion or sexual
orentation This applies equally to recrutment and to the promotion, development and training of people who are aiready



part of the Group

The Group takes senously its obligations to the disabled and gives full and far consideration to applications for new positions
or employment from current or prospective employees regardless of any disability and having due regard to the indmdual's
particular apttudes and abilties

The Group 1s willing to make reasonable adjustrents to premises or employment arangements f these substantially
chisadvantage a disabled employee or prospective employee Every effort 1s made to find a suttable atternative job and, as
necessary, training for those who are unable to continue in therr existing role due to disability

The Group’s newsletter 1s distnbuted by electronic mail to all Group companies monthly and 1s made available to employees
Indwvidual Group companies have etther a local newsletter, intranet site or a regular communication informing employees on
the progress of thair company

The Group encourages the growth of employee share ownership

{1} Community involvement

The Group has a Charttable Trust which makes donations both to registered charties and in response to appropnate
requests for support from bodies which are not registered chartties both in the UK and overseas In the case of overseas
donations the decision to donate 1s made by the local general manager In total in the UK the Group donated approximately
£86,250 in 2009 to registered chanties and other good causes, including the National Star College, the County Ar
Ambulance, the Aizheimer's Society, Winston's Wish, the Parkinson’s Disease Society and Sue Ryder Care

The operating companies in the Group are encouraged to provide support to local communities through company donations,
employee organised chantable activites, donation of equipment no longer required and through provision of information

By way of examples

* As part of s spend on Broad Based Black Econormic Empowerment, Spirax-Sarco South Afnca (Pty) Ltd pays the school
fees of children whose parents are employees of the company and who qualfy for such assistance In addiion the

South Afncan company has sponsored the expansion of a small contractor’s business who 1S used as a sub-contractor when
the company requires installation work to be camed out

= Spirax-Sarco (Private) Ltd, Singapore, donated the sum of US $5,000 to the ABS-CBN Foundaton Sagip Kapamilya to
assist In humanitanan efforts to alleviate the effects of flooding in the Philippines

Spirax-Sarco (Korea) Ltd contnbutes to local social welfare institutions, including those helping the aged, and supports a
small group within the company whose purpase 1 to help a local community by, for example, delivenng bnquettes for
heating to poor neighbourhoods

= [n India the local company continues to support a hospital it established many years ago making provision for both
company employees and the local community Both benefit from an established welfare programme based in company |
provided premises supporting community inthatives, particularty for women and pre-school provision for children

* Sprrax-Sarco Ltd continues to support the National Star College in Cheltenham

« Watson-Marlow Ltd 1s a sponsor of Falmouth Martirme Museum and the Royal Cornwall Polytechnic Society, a Wildlife
Guardian of the Cornwall Wildlife Trust and made charitable donations totaling £10,000 duning the year

* Watson-Marlow inc , USA, supports local charies including The Wilmington Firefighters Association and the Dana Farber
Cancer Institute

+ In the Netherlands, Watson-Marlow Brede! supports the Annual Intemational Wheelcharr Games in Delden

(i) Supplier relations
The Company policy 1s to use supphers of goods and services which maintain appropniate quality standards in therr
operations Supplers must consistently achieve the standards required by ISO 9001

{iv) Product stewardship

Information and support 1s given through appropnate technical advice to provide a solution to customers’ needs with
installation and after-sales service bemng integral to the Group's business The proper application of products with due regard
to environmental and safety considerations are dealt with in detail in the technical Iiterature made freely available by the
Group

{(v) Corruption I
The Company’s policy prohibits bnbery or corrupt or anti-competitive practices In addition to provisions within senace

contracts, general managers, who head Group companies, are required to cerhfy personally that all laws and regulations

have been met in thewr temtory

(vi) Health and safety

The Company has a clear attitude to health and safety, which is that each operation will mauntain a healthy and safe
environment The Group 1s committed to managing its activiies around the world so as to safeguard the health and safety of
its employees, custormers and local community



In the first instance the general manager of each company has the responsibility for ensunng that this 1s effectrvely managed
at the local level Each major manufactunng site has its own Health and Safety Committee advised by a safety officer

General managers report the health and safety record of each Group company In a standard form to the responsible
executive director in an exercise co-ordinated and monitored by Mr M E Gibbin who 1s responsible for overseeing all health
and safety matters In addition to the site Health and Safety Committees referred to above, a separate UK Health and Safety
Audit Committee composed of UK based directors and senior managers meets every six months to venfy the performance of
the UK Spirax Sarco business on health and safety and environmental issues

The Group ensures that the necessary resources are avallable for heatth and safety training and companies within the Group
seck, as necessary, professional advice regarding the implementation of safety programmes For example, in the UK Spirax
Sarco has an established training programme which i1s provided to new shop floor employees and refresher courses are
provided to all existing shop

ficor employees

Regutar reviews are conducted to ensure that employees have up-to-date knowledge of heatth and safety matters relevant to
them

In the UK Spirax Sarco has camed out vanous reviews and in particular has extended the measures for the welfare of
employees by providing

= Automatic external defibnitators for use in heart attack srtuations - all first aiders have been trained in therr use
* Training for all managers in the recognition and prevention of work related stress
* Yearly nsk review of all processes and support functions

s The appointment of an occupational health service including the regular attendance of an on-site heatth adviser to support
managers and employees on health related matters

(vi) Environmental

Commensurate with its commitment to CSR and in ine with its strategic competence in energy management, the Group 15
proactive worldwide in environmental energy best practice

An Energy Manager has been appointed to ensure Group operatonal energy efficiency

The Group 1s externally and internally benchmarking its energy performance Since 2007, the Group has had a policy of
reporting its carbon footpnnt to the Carbon Disclosure Project and has been awarded a Carbon Disclosure Leadership Index
of 54 This score represents a slightly above average performance for the disclosure and management of energy The carbon
disclosure reporting by industna! companies 1s a relatively new metne and in 2009, only 67% of companies in the industnal
sector {(Global 500, S&P 500 and FTSE 350) published this data

The Group's annual review of the greenhouse gas ermissions are shown on page 26
Examples of achions to support national intiatives include
« Actively participating in the UK’s first Low Carbon Partnership Scheme run by the Cheltenham Borough Council

+ In the USA, participation by Spirax Sarco Inc in the US Department of Energy's Save Energy New Leadership pledge,
committing to reducing energy intensity by 25% over ten years

As a manufacturing company, production resources generate 65% of the business's carbon footprint and are a target for
greater efficiency Examples of actons taken in 2009 include

» The consolidation of three UK manufactunng sites to reduce unnecessary transportation of
people and products Features of the refurtished building include

New roofs and wall cladding surpassing bulding regulations by 25% — excellent thermal properties and skylights reduce the
need for space heating, forced ventilation and artificial light, whilst providing an improved working environment for
employees

Addrtional electncity sub metenng, which will ensure the measurement and management of energy usage and the use of
Sptrax products will efficiently control steam usage and waste heat recycling in our processes

Arainwater harvesting system, which will save over 1 million Iitres of water per annum

Southemn Cross Hospital Group improves steam quality by 7% with the help of Spirax Sarco.

The customer
Southern Cross Hosprtal Group isNew Zealand's largest pnvate hospital network




The challenge

To improve steam quality and upgrade stenhiser steam reticulation systems to ensure full comphance with Australasian steam dryness
standards

Our solution

Spirax Sarco upgraded the Central Stenle Services Department (CSSD) system by designing and installing a new steam reticulation
system including steam generation plant This feeds steam to the stenliser at a guaranteed dryness value of 97 % or better

Results

Final steam quality tests confirmexd full compliance with Australasian standards, with a dryness value of 98% Stenliser validation was
completed without problem and the refurbished CSSD

can now operate under full icad without affecting steam quality The elimination: of system fallures and downtime has boosted stenhser
productivity and improved staff morale

Spirax Sarco provides QuickHeat heat exchange system to bropharm company Gilead.

The customer

Gilead Alberta based in Canada 1s a world leader in the provision of therapies for ife-threatening diseases such as HIV/AIDS and senous
cardiovascular condibons

The challenge

The customer required a compact heat transfer solution for a glycol heating system servicing a cntical ar handling installation It was
essentid to have easy access for future maintenance purmposes

Our solution

In detated discussions with the customer we identified fundamental design parameters that changed the inial specification Making use
of our cutting-edge 3-0 design technology we canfigured a packaged, skid-mounted QuickHeat systern to meet the precise system
requirements, pre-assembiled for easy mnstallation and efficient use of space

Results

The customer required a competitive and reliable solution for this cntical process and these needs wers fully met Spirax Sarco’s total
steam systern capability enabled it to engineer a unique design that fully accommodated the complex and challenging

operating conditions

Board of directors

Bill Whiteley BSc, FCMA, Deng

{61) joined the Group as an independent non-executive director in 2002 and was appointed Charman in July 2009 Untd tus
retrement in 2008 he was Chief Executive of Rotork plc He 1s Chairman of the Nomination and Finance Committees Heisa
non-executive director of Brammer plc and Renishaw plc, Chairman of The Bntish Valve and Actuator Association and, with
effect from January 2010, Chairman of Hill & Smith Holdings plc

Mark E Vernon BSc (Hons)

(57} joined Spirax Sarco Inc in the USA in 2003 as President He was appointed to the Board in 2006 and became Chief
Operating Officer In 2007 He was appointed as Chief Executive in Apnl 2008 He i1s a member of the Nomination and Finance
Committees and Charman of the Risk Management Committee

Gareth Bullock MA

(56) joined the Group as an independent non-executive director in 2005 He 1s currently a director of Standard Chartered PLC
but he has announced that he will retire from this position in Apnl 2010 He 1s Chairman of the Remuneration Committee, a
member of the Audt and Nomination Cornmittees and Senior Independent Director

Neil Daws CEng, FIMechE
(47) joined Spirax-Sarco Limied in 1978 He was appointed to the Board in 2003 and 1s now responsible for Asia Pacific and
South Amenca He 1s a member of the Risk Management Committee

Mike Gibbin BSc {Eng), CEng, IMechE

(47) joined Spirax-Sarco Limited in 2007 as UK Supply Director He was appointed to the Board in May 2009 and 1s
responsible for the Group’s Supply operations, for North Amenca, and the Group’s health, safety and environmental matters
He 1s a member of the Risk Management Committee

Dawd Meredith FCMA
{50) joined the Group In 1988 as Group Accountant He was appointed to the Board as Finance Director n 1992 He s also
responsible for Watson-Marlow He 1s a member of the Finance and Risk Management Committees.

Knshnamurthy Rajagopal FREng, CEng, FIET, FiMech E, FIE, FCMI, PhD

(56) joined the Group as an independent non-executive director in February 2009 He 1s a member of the Audit, Nomination
and Remuneration Committees He ts a non-executive director of W S Atkins plc and Bodycote pic He 1s also an Audit
Commussioner He was previously an executive director of BOC Group ple




Tony Scnvin
{62) joined Sprax-Sarco Umited in 1963 He was appointed to the Board in 2005 and 1s now responsible for operations in
Europe, the Middle East and Afnca He 1s a member of the Risk Management Committee

Clive Watson B Comm (Acc), ACA, CTA

{62) joined the Group as an independent non-executive director in July 2009 He 1s an executive director and Group Finance
Director of Spectns plc He 1s Chairman of the Audit Commuittee and a membser of the Nomination and Remuneration
Committees




Directors’ report

Company No 598337

The directors of Spirax-Sarce Engineenng plc have pleasure in preseniing ther report and the audited accounts for the year ended
31st December 2009

Results

The results of the Group for the year, which have been prepared in accordance with the Intemational Financsal Reporting Standards as adopted by the
EU, are explaned in the Chairman’s Statement and the Bustness Review and Financtal Review on pages 2, 3 and 10to 21 and are set cut in the Group
ncome statement on page 49

Dividend

An intenm cash dwvidend of 10 5p per share (2008 10 Op) was paid in November 2008  The directors now recommend the payment of a final dwidend of
25 Bp per share (2008 23 3p} If approved at the annual general meeting the final dvidend will be paid on 21st May 2010 to shareholders on the register
on 16th Apnl 2010 The total distnbuticn for the year will be 36 1p per share {2008 33 3p}

Business review
A review of the development and performance of the business of the Group, ncluding the financial perlormance dunng the year, the position at the end
of year, key performance ndicators and a descngtion of the principal nsks and uncertainties facing the Group, are set out on pages 10 to 21

The following cautionary statement apples to the Business Review and Financial Review which are set out on pages 10 to 21 and which are
incorporated in this Directors” Report by reference

This Annuat Report and Accounts has been prepared for, and only for, the members of the Company, as a body, and no other persons The Company,
its dwectors, employees, agents or advisers do not accept or assume responsibility for any other purpose or {6 any other person to whom this
document 15 shown or Into whose hands It may come and any such responsibility or liability 1s expressly disclamed By therr nature, the statements
concerning the nsks and uncertainties facing the Group Involve uncertainty since future events and crcumstances can cause results and developments
to differ materially from those anticipated The forward-looking statements reflect knowledge and information available at the date of preparation of

thus Annual Report and the Company undertakes no obligation to update these forward-locking statements  Nothing in this Annual Report should be
construed as a profit forecast

Principal actvities
Sprax Sarco 15 a UK-based multi-national engneenng group tightly focused on its two niche businesses of steam system specialties and penstaltic pumps

Spirax Sarco 15 uniguely positioned to provide a broad range of engineered solutions to the many industries using steam  With specialist knowledge,
technical expertise, range of products, prefabncated engineered packages and site services, as well as a global spread in 1ocal markets, customers are
assisted to improve the efficiency of therr process heating, increase the output of the process, reduce running costs {most notably energy consumption)
and lower ther emussions

The Watson-Marlow Pumps Group and its brands, which also include Bredel, Alitea, Flexicon and MascSine, 1s the global leader in penstaltic pumping
it manufactures and markets products and systemns for widely differing market sectors  Ther unique achion, ease of use, controllabilty and low
maintenance make them cost and energy saving solutons to a growing range of applicahons

A more detalled description of the Group’s activities 15 set out on pages 1010 17

Board of directors

The directors of the Company are those ksted on pages 30 and 31 As previously announced, Dr K Rajagopal was appointed to the Board as an
independent non-executrve director on 10th February 2009 and Mr M E Gibbin was appointed to the Board as an executve director on 1st May
2009 Mr C G Watson was appointed to the Board on 17th July 2009 as an independent non-executive director In addiion, Mr & D H Black was
an executive director until 30th April 2009 when he retired  Mr M Townsend was the Chairman until 30th June 2009 when he too retired

In accordance with the articles of association

() Following his appointment since the last meeting, Mr C G Watson retires at the annual general meeting and, being eligible, offers himself for
rg-appointment As an independent non-executive director, Mr C G Watson has a letter of appointment

(n Mr N H Daws, Mr D J Meredith and Mr M E Vernon retire and, being eligible, offer themselves for re-appontiment  Mr N H Daws,
Mr D J Meredith and Mr M E Vemnon have service contracts determinable on 12 months’ notce

Brographical details of each of the directors retnng at the forthcoming annual general meeting are set out on page 31

Directors' interests and remuneration
The mterests of the directors in the share capital of Spirax-Sarco Engmneenng pk as at 31st December 2009 are set out below The number of shares over
which directors hokd options, together with their remuneration, 1s detaled s the Directors’ Remuneration Report on pages 39 to 45

Ordinary Shares of 25p each

01.01.09 31.12.09 04.03.10 &

{or date of for date of (or date of

appointment if retirement if retirement If

later 'y earlier ©) earlier @)

WH Whiteley 7,434 10,434 10,434
ME Vernon 14,890 34,615 63,441
ADH Black @ 46,794 59,204 59,294
NH Daws 7,906 19,778 31,6683
ME Gibbin ™ 0 4,880 4,890
D J Meredth 43,833 52,507 66,394
Ad Scrvin 22,736 33,380 44 266
M Townsend @ 2,879 2,879 2,879
G Bullock 1,250 1,250 1,250
C G Watson ™ o] 0 0
K Rajagopal 0 1,000 1,000

{1} Dr K Rajagopal was appomnted to the Board on 10th February 2009 Mr M E Gibbin was appointed to the Board on 1st May 2009
Mr G G Watson was appointed to the Board on 17th July 2009

(2} Mr A D H Black and Mr M Townsend retired from the Board on 30th Apnl 2008 and 30th June 2009 respectvely

(3} The increase in the executive directors’ shareholding 1s as a resutt of the vesting of the 2007 Performance Share Plan award

Mr A D H Black purchased a motor car from the Company at the then current market value of £10,000
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Directors’ report continued

Employment policies

Details of the Group's employment policies are set out on pages 25 to 28

Annual general mesting

The notice of meeting and an explanahon of resolutions 9 to 15 to be proposed at the annual general meeting are set out In the enclosed circular

Share capital

The maamum number of treasury shares hedd by the Company dunng the year, with a nominal value of £313,886, was 1,255,542, which represented 1 63%
of the called up share capital at that ume

Details of shares 1ssued dunng the year are set out In Note 24 on page 66

As at 31st December 2009 the Company’s share capital was made up of ordinary shares each carrying one vote at general meetings of the Company
Save as set out in the articles of association or in applicable legisiation there are no restnctions on the transfer of shares in the Company There are no
restrictions on the voting nghts in the Company’s shares

The Company s not aware of any agreements entered into between any shareholders in the Company which restnct the transter of shares or the
exercise of any vohing nghts attached to the shares

The Company rs not party to any significant agreements that might terminate upon a ¢hange of control of the Company

Purchase of own shares

There was no purchase of shares by the Company during the year At 31st December 2009 the number of shares which may be purchased under the
shareholders’ authonty given at the annuat general meeting in 2008 was 7,603,267 and the total number of shares in 1Issue was 77,238,516

Shareholdings of 3% or more

As at 26th February 2010, the Company had an issued share capital of 77,289,941 shares of which 846,847 shares were held in treasury Of the
76,443,094 ordinary shares with voting nghts in 1ssue, as at this date, the Company receved notice of matenal interests in 3% or more of the voting nghts
(calculated on the ssued share capital less the shares held in treasury)

The mformation receved 1S set out below

Ordinary Shares %
Schroders Investment Management Ltd 7,129,817 933
Blackrock Investment Management 6,948,139 909
Ballle Gifford & Co 5,122,408 670
Sprucegrove Investment Management Ltd 4,604,844 602
First Eagle Investment Management LLC 3,128,831 409
Majedie Asset Management 2,934,172 384
NFU Mutual Insurance Society 2,741,815 359
Legal & General Investment Management 2,717,239 355

Financial instrument nsk management
The main nsks ansing from the Group’s financial instruments are interest rate nsk, hquidity nsk and foreign currency nsk More detasl 1s set out in Note 32
on pages 77 1o 81

Statement of the policy and practice on the payment of supplers
It 15 the Group’s policy to meet the terms of all indvidual supply contracts and in the UK to make payment to supplers at the end of the month
following receipt of goods In view of this, the Group does not follow any particular presenbed code

Spirax-Sarco Engineenng plc had no trade creditors as at 31st December 2009 and consequently creditor days have not been presented

Research and development

The Group continues to devote significant resources to the updating and expansion of its range of products and engineered packages in order to
reman at the forefront of its world markets Expenditure in 2009 on research and development amounted to £8,018,000 (2008 £6,529,000), of which
£2,082,000 {2008 £1,640,000) 1s capitalised as explaned in Note 1 on page 54 Duning the year the Group has taken steps to increase its research
and development capability by the creation of a separate research and development functicn based in Cheltenham This function 1s tasked with
improving the Group’s pipeline of new products and decreasing the tme 1o launch

Market value of land and buildings
n the opimion of the directors, the market value of the land and buldings of the Group exceeds the book value of those assets at 31st December 2009
by approximately £12,000,000 (2008 £12,000,000}

Group chantable and polihical donations
Chantabte donations dunng the year amounted to £86,250 dvded amongst 73 orgarusations (2008 £81,1586) There were no poliical donations (2008 il

Auditors

As at the date of this report, as far as each director 1s aware, there is no relevant audit Information of which the Company’s auditors are unaware Each
director has taken all such steps as he should have taken as a director in order to make himself aware of any relevant audit information and to establish
that the Company's auditors are aware of that information A resolution to re-appoint the auditors, KPMG Audit Plc, will be proposed at the annual
general meeting

Going concern
The Company continues to adopt the going concern basis in prepanng the Annual Report and Accounts More detall is set out on page 38

Capital gains tax
For capital gains tax purposes the market value of the Company's ordinary shares at 31st March 1982 was 140 375p

Company information
Further information on the Company 1s avalable on the Group website www SpiraxSarcofngineenng com

By order of the Board Chartton House, Cirencester Road,
W.G Stebbings Cheltenham, Glos GL53 8ER
Company Secretary and Solicitor
4th March 2010 \ l"

—
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Corporate governance

Comphance

Corporate governance has been and remans the responsbility of the whole Board This statement descnbes how the Company applies the prnciples
and complies with the provisions of the Combined Code on Comorate Governance published in June 2008 {the Combined Code), which appled to
the Company in respect of the financial year ended 31st December 2009 and 1s publicly avattable at www frc org uk The Listing Rules of the Financia!
Services Authority require UK Yisted companies to report on the manner in which they apply the Combined Cede The Board considers that, subject
to the ratio of executive and non-executive directors and the composition of the audit and remuneraticn committees from the beginning of the year
until 9th February 2009 and from 1st July to 16th July {each of which is explained below), the Company met the requirements of the Combined Code
throughout the year ended 31st December 2009 The Board assesses on an on-going basis its practices 1o ensure continued compliance with the
Combined Code and has allocated responsibility for comphiance to appropnate directors or officers Contact has been made with major shareholders
to allow discussion of the Company’s governance policy and strategy with the Chairrnan and three major shareholders availed themsalves of the
opportunity 10 meet the Charman

Drsclosures requied under DTR 7 2 6 can be found on page 34

Board composition and procedures

During the year the Board compnsed the non-executive Chairman, three independent non-executive directors, including a Senier Independent Director,
and five executive directors, detals of whom are set out on pages 30 and 31 Dunng the year the positions of Charman, Chief Executive and Senior
Independent Director were held by separate indviduals There 1s a clear wiitten dvision of responsibility between the Chairman and the Chief Executive
The ratioc of executive to non-executive directors 1s currently conaidared to be the best structure for the Company The Board 1s responsible for the
Group’'s business operations and five executive directors are present on the Board in order to prowide first-hand information and contnbutions to the
runrming of the business The executive directors control the Group's devolved management structure which requires local management mitative across
the Group's global spread of operating companies, its broad product range and wide customer base Board membershup of the executives s key to
the overall management of the Group which employs a relatively flat management structure This also prowides the non-executive directors with regular
direct access to the full executive management team The Company views this to be a very appropnate and successful mix, appomnting additional
non-executive directors would make the Board more cumbersome and would not add to the qualty of the Board's performance The dwvisional
structure will be retained with regional general managers providing support in each of the divisions

The Board applies an appropnate policy in the recrutment of independent non-executive directors to meet the particular requirements of the Board
Each of the non-executive directors has a letter of appointment which meets the requirements of the Combined Code The non-executive directors
all have or have had senior executive experience and offer Independent Judgement on Board matters The non-executive directors of the Company,
Including the Charman, do not participate in any bonus, share option or share ownership schemes and ther appontments are non-pensicnable

The Board met six times 1n the year to consider strategic developments and to review trading results and operational and busness 1ssues Al directors
attended all meetings erther in person or by telephone n 2009, with the exception of Mr C G Watson who was unavalable for two meetings In
particular the Board deals with those matters reserved to it for decision, details of which are posted on the Group website

www SpiraxSarcoEngineenng com and are as follows

(i} Accounts and audit

® Approval of preiminary and annual reports and accounts, half-yearly reports and intenm management statements
® Accounting policies and practices and any changes thereto, the use of any ofi-batance sheet structures

® Acceptance of any proposed audit quallfication of the accounts

® Approval of Audit Committes's recommendations for appontrient or removal of external auditors

(ID Strategic and policy considerations
Review and approve the Group's overall corporate strategy and annual business plan
® Changes related 1o the Company's status as a listed company or major structural changes to the Group
® Agreement of codes of ethics and business practice, in ight of the directors” duty to promote the success of the Company for the benefit of the
members as a whole, and m doing so0 having regard (amengst others) to
— the likely consequences of any decision in the long term,
- the interests of the Company's employees,
- the need to foster the Company’s busingss retationshups with suppliers, customers and others,
- the mpact of the Company's operations on the community and the environment,
- the desirabilty of the Company mantaning a reputation for high siandards of business conduct, and
= the need to act fauly as between members of the Company
Appointment of, or changes to, principal professional advisers
Environmental pohcy
Health and safety policy
Any matter which could reasonably be expected to have a matenal effect on the reputation or standing of the Group

{ni} Risk management

Reviewing the effectiveness of nsk management and internal controt on an ongoing basis, including recenving and reviewing regular reports on

internal control

® Carrying out an assessment (at least annually} of significant nsks and effectiveness of nsk management and internal control pohcies, and reporting
to shareholders on such matters

® Prosecution, defence or settlement of Iihgation, arbitration or other proceedings matenal to the Company/Group and, for this purpose, Ihgation,
arbitration or other proceedings shall be deemed matenal if the proceedings are for an amount In excess of £5 million or if the penalty likely 10 be
sutfered may exceed £5 million

(v} Transactions

® NMagor investment and capital projects in excess of £1 millon  Investments or projects in excess of £500,000 sanctioned by the Executive team
will be reported to the Board

Acquisitions and disposals of subsidianes

Acquisthons and disposals of other assets or labilities above £1 milion

Matenal contracts which are in the ordinary course of business with a value of above £1 milign

Contracts not in the ordinary course of business

Contracts n which a director or other related party s interested

Any binding comimitment to enter into a matenal strategic allance, joint venture, partnership or profit shanng arrangement

Gmng secunty over significant assets

(v} Finance
® Approval of Treasury Policy or amendments thereto
® Approval of any financing or currency arangement above the imit of the Finance Committee
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Corporate governance continued

{vi) Regulatory requirements

® Ensunng compliance with the Listing, Prospectus, Disclosure and Transparency Rules

Approval of all crculars, prospectuses and equivalent documents {save that approval of routine documents may be delegated to a committee)
Approval of announcements concerning matters decided by the Board

Delegation of authonty to 1ssue an urgent announcement without the need to call a Board meeting, n order to comply with the Company’s
reguiatory obligation to announce inside information as soon as possible

Dmdend policy, approval of the intenm dwidend and recommendation of the final dmdend

Calling general meetings of shareholders

Setting of general Group policy on charitable and poltical donations

Issue of shares or other secunties (other than on notice of exercise of employes share options) or repurchase of shares

Changes relating to the Company's share capital

vi) Directors and senior employees

® Approval of Nomination Committee’s recommendations on
— Board appointments and removals,
- Board succession,
- appontment of Charman and terms of engagement (other than remuneration) for Charman,
- terms of engagement (other than remuneration) of non-execuive directors,
— the re-appointment of any non-executive director at the end of the specified term of office,
-~ the re-election by shareholders of any director, and
- any matters concerning the continuation in office of any director at any time
® Remuneration of non-executive directors
® Terms of engagement (other than remuneration package) of executive directors
¢ Appointment and removal of Company Secratary
¢ Board policy on the durabion of contracts with directors (both executive and non-executive)
& The procedures in place (or to be put n place) for the authonsation of directors’ conflict matters faling within section 175 of the Companies Act
2006 and any changes 1o these procedures
® The authonsation of any confict matter ansing for any director of the Company under section 175 of the Companies Act 2006 and the terms and
conditions attaching to such authonsation
¢ Terms of reference and membership of Board committees
¢ Delegation of the Board's powers
® Procedure for directors 1n the furtherance of ther duties to take independent professional adwice, at the Company's expense
® Assessment of which non-eéxecutive directors are independent
& Approval of training and development programmes for directors as relating to ther duties as directors
L ]

Approval of performance evaluation programmes tor Board, committees and mdmwdual directors

{vui) Employment 1ssues
® Major changes In the rules or funding of the pension schemes
® Major changes in employee or directors’ share schemes and magjor changes in the allocation of shase options

All directors recerve detaled Board papers and reports one week pnor to each Board meeting There 1s provision for the nen-executive directors to
meet together without any executive directors present (both with and without the Chairman)

All other matters not reserved to the Board for decision are delegated appropnately

Lksing a format created with the advice of Towers Pemn (now Towers Watson), the Board again carned out a ngorous evaluaton of Board performance
in accordance with the Combined Code requirements which confirmed the effective operation of the Board and reflected the importance of strategic
matters The evaluation process compnses a review conducted by the Comparny Secretary and reported to the Chairman of all directors” views on the
operation of the Board and the performance of the Charman, the Charman's and Chief Executive's review of the Board performance of each diector, the
Chawrman’s review of the non-executive directors and the review by Committee members and attendees of the operations of the Audit, Nomination and
Remuneration Committees and the performance of the Chairman of each of those Committees The evaluation confirmed a continued high rating for the
Board's operations and encompassed Board constitution, Board meetings, Board functionality, communication and knowledge management, Company
secretanat performance, assessment of the Charman's performance and the effectiveness of the Board's Committees Improverments are made to the
Board's operation as a result of the evaluation

There are procedures for indwidual Board members to receive induction and traning as appropriate and provision 1o solicit independent professional
atvice at the Company's expense where specific expertise 1s required In the course of exercising therr dutes Al drectors have access to the Company
Secretary, who 1s respongible for ensunng compliance with applicable legislative and regulatory reguirements

The Company provides directors’ and officers” insurance for Board members and the directors of Group companies, together with semior officers

All directors are subject to re-appointment by shareholders at the first opporturity after therr appointment and thereafier at intervals of no more than
three years

Conflicts

From 1st Qctober 2008, the directors became subject to a statutory duty under the Companies Act 2006 to avoid a situation where they have, or
could have, a direct or indirect interest that conflicts, or possibly may conflict, with the interests of the Company Directors of public companies may
authonse conflicts and potential conflcts where appropnate, If the articles of association contain a prowision to this effect The Company amended its
articles of association in May 2008 to deal with, amongst other things, the prowisions on conflicts of interest in the Companies Act 2006 The Company
has established formal procedures for the disclosure and review of any conflicts, or potential conflicts, of interest which the directors may have and for
the authonsation of such conflict matters by the Board In deciding whether to authonse a conflict or potential confict the directors must have regard
to their general dutes under the Companies Act 2006 The authonsation of any conflict matter, and the terms of authonsation, may be reviewed at any
1ime and will be reviewed formally by the Board on an annual basis The Board believes that the procedures established to deal with conficts of interest
are operating effectively

Senior independent director
Mr G Bulock succeeded Mr W H Whiteley as the Senior Independent Director on 15t July 2009

Committeas

The Board delegates specific responsibility to Board Committees, notably the Audit, Nomination and Remuneration Committees, 1n ine with best
practice The terms of reference for these Commitiees are posted on the Group website www SpiraxSarcoEngineenng com In the penod from the
begnning of the year untl 30th June 2008 the Finance Committee compnsed Mr M Townsend (Chairman), Mr M E Vernon and Mr D J Meredith
With effect from 1st July 2009 the Finance Committee compnsed Mr W H Whitelay (Chairman), Mr M E Vernon and Mr D J Meredith The Risk
Management Committee 1s composed of the five executive directors and the Company Secretary
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(I} Audit committee

From 1st January until Sth February 2009, the Audit Committee compnsed Mr W H Whiteley (Charman) and Mr G Bullock, from 10th February untul
30th June, the Committee compnsed Mr W H Whiteley (Chayman), Mr G Bullock and Dr K Rajagopal From 1st July to 16th July, the Committee
compnsed Mr G Bullock and Dr K Rajagopal and from 17th July to 31st December 2003, the Committee compnsed Mr G G Watson (Chairman),
Mr G Bullock and Dr K Rajagoepal

Durng the pencds 1st January to 9th February and 1st July to 16th July 2008 the Company did not fulty comply with prowsion © 3 1 of the Combined
Code as the Audit Committee compnsed two independent non-executive directors There were three meetings of the Audit Committee duning the year
and all members attended all meetings, with the exception of Mr C G Watson who was unavallable for one meeting Alt members are independent In
accordance with the independence cnatena set out In the Combined Code

A summary of the Audit Committee’s duties and responsibiliies 1s set out on page 38

(i} Nomination commitiee

From 1st January until 9th February 2009, the Nomination Cormmitiee compnsed Mr M Townsend (Charman), Mr G Bullock, Mr M E Vernon and
Mr W H Whiteley, from 10th February until 30th June, the Committee compnsed Mr M Townsend (Chairman), Mr G Bullock, Dr K Rajagopal,
Mr M E Vernon and Mr W H Whiteley From 1st July to 16th July, the Committee compnsed Mr W H Whideley (Chairman), Mr G Bullock,

Dr K Rajagopal and Mr M E Vernon and from 17th July to 31st December 2009, the Committee comprised Mr W H Whiteley (Chairman),

Mr G Bullock, DOr K Rajagopal and Mr C G Watson There were thres meetings of the Nomination Committee and all members attended all
meetings, wath the exception of Dr K Rajagopal who was unavalable for one meeting

The Nomination Commuittee proposes to the Board new appomntments for both executive and non-executive drectors and determines on an ndmdual
basis the most appropnate method of identifying sutable applicants The Nomination Commuittee arranges for the executrve directors’ views 1o be
assessed before an appointment decision s made The Nomination Committes fully followed this process in the appointment of Mr C G Watson as
non-executive director

{1} Remuneration committee

From 1st January until 8th February 2009, the Remuneration Committee compnsed Mr W H Whiteley (Charman) and Mr G Bullock, from

10th February until 30th June, the Committee compnised Mr W H Whiteley (Chairman), Mr G Bullock and Dr K Rajagopal  From 1st July to
16th July, the Committee compnsed Mr G Bullock (Chairman) and Dr K Rajagopal and from 17th July to 31st December 2009, the Committee
compnsed Mr G Bullock (Charman), Dr K Rajagopal and Mr G G Watson

Dunng the penods 1st January to 9th February and 1st July to 16th July 2009 the Company did not fully comply with provision B 2 1 of the Combined
Code as the Remuneration Committee compnsed two independent non-executive directors There were two meetings of the Remuneration Commuttee
and all members attended both meetings All members are independent in accordance with the independence critena set out in the Combined Code

In determining the remuneration paid 1o directors, the Remuneration Committee was advised by Towers Pernn
The Dwectors' Remuneration Report presented by the Board of Diectors 1s set out on pages 39 10 45

(v) Risk management committee

In the penied from the beginning of the year until 30th Apnl 2009, the Risk Management Committee compnsed Mr M E Vernon, Mr A D H Black,
Mr N H Daws, Mr D J Meredith, Mr A J Scrivin and Mr W G Stebbings  With efiect from 1st May 2009, the Risk Management Committee
compnsed Mr M E Vernon, Mr N H Daws, Mr M E Gibbin, Mr D J Meredith, Mr A J Scrvin and Mr W G Stebbings

There were three meetings of the Fisk Management Committee and all members attended all meetings with the exception of Mr M E Gibbin who
was unavalable for one meeting  Pricr to his appointment, Mr M E Gibbin attended two meetings on the invitation of the Committee  In addition

to reviewing the nsk management returns provided by Group companies at 30th June 2009 and 31st December 2009 and reporting on the results of
these returns to the Board, the Committee also conducted a review of the Group's nsk registers to ensure the continuing applicability and relevance of
the registers

The terms of reference for each of the Audit, Nomsnation and Remuneration Committees can be viewed in the Corporate Governance section of the
Group website www SpiraxSarcoEngineenng com

The Company Secretary acts as Secretary to the Audit, Nomination and Remuneration Committees

Shareholder relations

The Group conducts reguiar dialogue with institutional shareholders and provides such information as 1s permitted wathin the guidelines of the Listing
Rules In particular major shareholders have been approached with a view to discussing the Company's governance and strategy with the Chairman
and Mr G Bullock, the Senior Independent Director As required by major shareholders, the Senor Independent Director 1s available to hsten to
therr views on any areas of concern they may have Following his appontment as Charman, Mr W H Whiteley offered major shareholders the
opporunity of a meeting and, as a result, meetings were held with three major shareholders Reports are made to the Board of all mestings with
major shareholders and analysts including, in particular, brefings after haff year and final results

The preliminary results announcement may be accessed by mvestors on the Group website www SpraxSarcoEngneenng com The Annual Report
and Accounts 1s also posted on the website www SpiraxSarcoEnginegnng com

All shareholders are iInvited to partcipate in the annual general meeting, where the charmen of the Audit, Nomination and Remuneration Commitiees
will be avalable to answer questions The results of proxy votes are declared at annual general meetings after each resolution has been dealt with on
a show of hands Details of the proxy voies receved will be published on the Group website www SpiraxSarcoEngineering com following the annual
general meeting

Internal controls

The Board has overall responsibility for the system of internal controls and for reviewing its effectiveness, whilst the role of management 1s to implement
Board pohcies on nsk and control There 1S an ongoing process for identifying and managing nsks faced by the Group which has been in place for the
year under review and up to the date of approval of the Annual Report and Accounts The reviews cover, and assess the effectiveness of, all matena!
controls, ncluding financial, operational and compliance controls and nsk management systems This ensures that proper accounting records have
been mantained, that financial information used within the business 1s reliable and that the consclidated accounts preparation and financial reporting
process comply with all relevant regulatory reperting requirements The system of internal controls 1s designed to manage rather than eliminate the nsk
of fallure to achieve the business objectives

The Board believes from its annual reviews that the system of internal controls 1s embedded in the business and regular review allows for assessment
of new and changing nsks in the Group’s business

In pursuing these objectives, Internal controls can provide only reasonable and not absolute assurance aganst material misstaterment or loss

As required by the UK Listing Authonty, the Company has complied throughout the year and up to the date of this report with the Combined Code
prowisions on internal controls having established the procedures necessary to implement the guidance 1ssued by the Turnbull Committee and by
reporting in accordance with that guidance (which ts publicly avallable at www fre org uk)

{1} Risk management

The Group has operated procedures for considenng nsks in the normal operations of the Group and with regard to significant transactions  Strategic
and annual planring also encompass consideration of business nsks The Fisk Management Committee specifically rewews any nsks facing the
business which could gve nse to a matenal loss

The Risk Management Committes camed out a review with external consultants, Marsh Ltd, of the nsk register and nsk management process in the
context of the current business structure and operations with the am of validating the rsk register and the general nsk management process and
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identifying any addmional new nsks which could invotve a significant nsk to the Group's business  This exercise was completed early n 2008 and
consisted of a review of the nsk magniude and nisk likelhood Significant potential new nsks were assessed and countermeasures establshed The
Board, on Marsh Ltd’s advice, 15 satisfied that the system of management for significant nsks 1s appropnate for the Group and is property executed
The Board plans to conduct an updated externally faciitated nsk review in 2010

As part of the nsk management process, Group companies are requued to report on a six monthly basis therr posiion with regard to implementing
dentfied countermeasures to address the Group's significant business nsks The six monthly returns are assessed by the Risk Management Commitiee
and the results of that assessment are reported by the Company Secretary to the Board The Risk Management Commuttee carnes out an annual
review of the business nsks The Board monitors the system of reporting and its effectiveness as a whole and reviews the assessments made by the
Risk Management Committee and any recommendations for improvements to the process

In the UK the operation of the Incident Management “Team, which deals with the situation mmediately after any major mcident, was reviewed and the
Team strengthened Spirax Sarco Inc in the USA has successfully completed its business continuity planning exercise

{i} Financial
The Finance Committee of the Board considers financing and nvestment decisions concerning the Group, including the gmng of guarantees and
indermnities, and moniors pobcy and control mechamsms for managing treasury nsk within the imits laid down by the Board

Financial reporting systems include comprehensive annual plans approved by the Board and monthly reporting of actual results with appropnate
compansons aganst plan and previous year's results Forecast operating results for the year are regularly updated Capital investment 1s subject to
approval under a clear policy This includes annual plans, appropnate authonsation, detalled investment appraisal, post-nvestment review and due
diigence requirements where businesses are being acquired Forward currency contracts are implemented centrally under the control of the Group
Treasury Function

{n) Cperational
All Group companies are required annually to complete self-certification questonnarres regarding compliance with the policies, procedures and ruimmum
requirements for an effective system of internal controls  Self-certrfication i1s given by both the general manager and the finance manager of the oparation

(v) Audit committee

The Audit Committee constders the appropnateness and effectiveness of the Group's internal controls, policies and procedures and the outcome of the

external audit for the year The Commitiee also reviewed the outcome of internal audit reponts dunng the year Its meetings are normally attended by

the Finance Director, the external auditors and, at the invitation of the Committee, the Chairman There 1s provision for the Committee to confer with the !
auditors without the attendance of executive directors The Audit Commitiee reviews the Independence of the external auditors on an annual basis

The Committee considers in detall reports prepared by the auditors in relation to the final accounts and accounting practices and developments It also
considers repors and explanations provided by the Finance Director

The Board has approved terms of reference for the Audit Committee meeting the requirements of the Combined Code The Audit Commitiee's
responsibiliies include

® montonng the ntegnty of the accounts and in particular reviewing the Group's Internal controls, nsk management framework and internal
audit reports,

® reviewing the scope and results of the auditors’ work, their Independence and objectmty particularly refating to the prowision of additional
services to the Company and audit fee,

® recommending the appointment, re-appointment or removal of external auditors, and

® reviewng the accounting policies and practices of the Company and, at the end of the annual audit cycle, assessing the effectiveness of the
audit process

The Audit Committee reviewed and noted compliance with the good practice list of matters established by the Audit Committee Institute in all matenal
matters

{v} Non-audit services

A policy on non-audit services provided by the auditors in ing with professional practice has been established and approved by the Audit Committee
The external auditors have undertaken non-audit work (in regard to taxation and acquisition due diigence) and the fees paid by the Company for it are
set out In Note 6 on page 58 The scope and extent of non-audt work undertaken by the Company’s auditors 1s carefully controlied in ine with the
written terms provided by the Company to the auditors with the objective of avoiding impact on ther independence and objectmty In particutar, the
auditors are prohibited from providing services In relation to valuations, recrutment, dispute resolution and accounting services The Audit Commitiee
monitors the scope of the auditors” work, and specific approval from the Commitiee Chairman or the full Audit Committee 15 required for fees over
established thresholds

{vi} Whistle blowing

If any employee in the Group has reasonable grounds for believing that the Group Business Code or Management Code 1s being breached by any
person or group of people and does not feel able to voice the matter with his or her manager, he or she 15 able to contact the Company Secretary in
Cheltenham with full detals The Company Secretary will ensure that (8) the circumstances are properly investigated and (b} the employment of the
person contacting the Company Secretary will be protected appropnatety

Internal audit

Following a review 1n 20086, the Board established an enhanced internal audtt function which allows each of the Group companies 1o be audited at least
every four years All businesses acquired by the Group are subject to internal audit within one year from the date of acquisiion Internal audit resource
1s supplemented by expenenced qualified accounting staff from principal Group companies and a professional auditing firm, BDO Stoy Hayward LLP
Reports are made to the Audit Committee and the Board as a whole No significant matters were raised in the reports made 1n the 11 operating
companies audited dunng the year

Going concern

The Group's business activities, together with the main trends and factors Ikely to affect s future development, perfarmance and position, and the financial
position of the Group, its cash flows, Iiquidity position and borrowing faciities, are set out in the Business Review and Financial Review on pages 10 to

21 In addition Note 32 on pages 77 to 81 to the financial statements ncludes the Group's objectves, polcies and processes for managing ts capital, s
financial nsk management objectives, details of its financial instruments and hedging actnities, and s exposures to credt nsk and liquidity nsk

The Group has considerable financial resources together with contracts with a diverse range of customers and suppliers across different geographic areas
and industnes  No one customer accounts for more than 1% of Group turnover As a consequence, the directors beleve that the Group 1s well placed to
manage its business nsks successfully despite the current uncertam economic outiook

After making enquires and after conducting a formal review of the Group's financial resources at thewr March Board Meeting, 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 concem basis in prepanry] the Annual Report and Accounts

Directors’ responsibilities
The Statement of Directors’ Responsibiities 1s set out on page 46
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The directors’ remuneration report

The Board presents the following report on directors remuneration and the work and responsibiities of the Remuneration Committee

Remuneraton committee
This Committee has been established for many years and operates under terms of reference agreed by the Board and which can be found on the
Group website www SpiraxSarcoEngineenng com

From 1st January until 8th February 2009, the Committee compnsed Mr W H Whiteley (Chairman) and Mr G Butlock, from 10th February until

30th June, the Committee compnsed Mr W H Whiteley (Chairman), Mr G Bullock and Dr K Ragagopal  From 1st July to 16th July, the Commuttee
compnsed Mr G Bullock (Charman) and Dr K Rajagopal and from 17th July to 31st December 2009, the Committee compnsed Mr G Bullock
(Charman), Dr K Rajagopal and Mr C G Watson Each Commitiee member i1s an indepandent non-executive director They bring independence to all
aspects of Board remuneration and n the apphication of professional advice to matters of remuneration

The Committee 1s responsible for determining, on behalf of the Board, the Company’'s remuneration palicy, the employment conditions and
remuneration packages (compnising salary and benefits) of indmdual executive directors and the fees for the Charman The Committee also administers
and determines the grant of options under the Group's share option schemes for semior employees and administers and determunes the grants of
awards under the Performance Share Plan

The Committee obtains independent professional adwce from Towers Pemn {now Towers Watson) to ensure that the Company's remuneration policy
1S approprate and competitive Towers Pernn was appointed by the Gommittee and has not provided other semces to the Company dunng the year
The Charman (Mr M Townsend up to 30th June 2009 and Mr W H Whiteley since that date) and Mr M E Vernon, the Chief Executive, attend
meetings at the invitation of the Commitiee to provide information requested by it However, the Invitees do not participate In any discussions invotving
their own semuneration The Company Secretary acts as Secretary to the Committee

The Committee consulted with Towers Perrin in amving at the remuneration packages paid to drrectors dunng 2009

The Company has throughout the year complied with the provisions of the Combined Code with regard to directors’ remuneration The Committee has
grven full consideration to the Combined Code in establishing the remuneration policy and packages for directors

Policy on executive directors' remuneration

The Company's policy 1s to reward directors competitively and on the broad principle that thewr remuneration should be comparable with remuneration
In other similar public compamies Further, the total remuneration package 1s designed in a way which 1s appropriate and necessary to atiract, retan
and motivate directors of the calibre required to achieve the Company s strategic objectves It 1s anticipated that this pelicy will continue to govern the
Company's approach to executive directors’ remuneration in subsequent financiat years

In order to align the interests of directors and shareholders, the Committee has structured the total remuneration package to provide a matenal
performance-related element through the annual bonus and the Group’s Performance Share Plan

The structure of the directors’ remuneration package has been established, subject to appropnate modifications, for many years and has regard to pay
and conditions elsewhere in the Group

The Company’s policy on directors’ remuneration and the structure of their remuneration package are kept under review to ensure the directors' overall
package remains competitve and shareholders will be informed of any resulting change The remuneration package compnses

Basic salary
The Commiitee obtained independent professional advice from Towers Pernn using published information for comparable public companies Salares
are reviewed annually as at 1st January taking into account the expenience, responstbiity and performance of the individuat

Benefits

The Company operates company car, life assurance and private health insurance schemes n which the executve directors are eligible to participate
These benefits are raviewed annually to ensure they remain comparable with benefits provided by other similar public companies and to ensure they are
purchased by the Company at a competitive market rate

Annual bonus
The Company operates a non-pensienable annual bonus scheme for execuive directors The bonus 1s detenmined as a percentage of salary For 2009,
maximurn avallable bonus remained at 100% of salary (as in pnor years)

The bonus was made up as follows

{) acomponent of up to 65% of salary was determined on a shding scale by reference to the operating profit of the Group including the Group’s
associate companies in India ang Mexico, and

it acomponent of up to 35% of salary was determined on a sliding scale by reference 1o the return on capital employed (ROCE)

The application of the above formula resulted In a bonus equal to 37% of salary being payable to all executive directors in respect of the Group's 2009
periormance The auditors confirmed the calculation was made in kne with the rules

For 2010, the Committee plans to base the bonus for Mr M E Vernon and Mr © J Meredith on the same two measures with the same relative weight
as in 2009 and the maximum bonus payable will remain a sum equal to 100% of base salary For Mr N H Daws, Mr M E Gbbin and Mr A J Scrvin,
the maximum profit component of the bonus will be split 5o that 35% of salary will be paid based on Group operating profit and 30% of salary will be
pad based on therr respective dwisional profit performances, for a total maximum bonus of 65% of salary basad on the profit component

The Committee has offered to executive directors in a UK defined benefit scheme a cash alternative to pension contnbutions equal to 25% of
pensionable salary The level of this cash alternatve was confirmed by Watson Whyait LLC (now Towers Watson) The cost of the alternatwve to the
Company would be no greater than the cost of the pension contnbutions The cash alternative has not so far been adopted by any of the executve
directors in the scheme
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Cptions

Spirax-Sarco Engineering 1892 UK and global share option schemes

Spirax-Sarco Engineering approved and global share option schemes

The Company operates share option schemes administered by the Committee which determines the grant of options under the schemes, usually
once per year These are designed to align the longer termn interests of participants with those of shareholders by gvng an incentive linked to added
shareholder value Following the introduction of the performance share plan in 2005, it 1s intended that, ordinanly, executive directors will be granted
awards under that plan rather than be granted options

Executive directors, senior executives and management hold options granted in previous years and it 1s currently intended that options will continug
to be granted to semior executives and management Qptions granted to each director from 1897 are subject to a performance condition which s
descnbed below

Performance condition for share option schemes

In accordance with market practice, options granted are normally specified to be exercisable between three and ten years from the date of grant

and, for grants from 1897, only f a specified performance condition 1s satisfied In ine with the then established market practice, the performance
condition for options granted from 1997 up to 2001 requires an increase n earnings per share {EPS) of more than 6% greater than the increase in the
UK retail prices mdex over a penod of three consecutive years between grant and ten years from grant For options granted from and including 2002
the performance condition requires an increase N EPS of more than 9% greater than the increase n the UK retal prices index over a penod of three
consecutive years between grant and ten years from grant For grants from and including 2005, the performance condition wall, ordinanly, need to be
met over the three-year penod from the 1st January prior to the date of grant in order for the option to become exercisable It the condition 15 not met
at the end of the three-year penod, the option will lapse The same performance condition applies to each director The performance condition chosen
was considered appropriate because it ensured increases in the EPS were achieved hawng taken account of UK inflation The auditors are asked

to confirm whether the performance condition has been met The method of assessment 1s considered appropnate 10 confirm comphance with the
condition The performance condition requires a companson with a factor external to the Company, namely the growth in the UK retal pnces index over
the performance penod

Details of total share options outstanding are set out in Note 24 on page 66 The above performance conditions apply to other relevant options granted
to all other participants in the share option schemes

Spirax-Sarco performance share plan (PSP}

The PSP for executive directors, senior executves and management was adopted at the 2005 annual general meeting Following the ntroduction
of this PSP no further ocpticn grants have been made 10 executive directors Detalls of options that were awarded pror to this and which remain
outstanding are provided on page 43

The PSP allows for awards to be made each year with a market value of up to 150% of base salary although n practice the market value of awards
has been Imrted in previous years to 100% of base salary The market vatue of awards made to executve directors n 2009 was Ilmited to 75%

of base salary Detalls are set out on pages 43 and 44 Awards take the form of contingent nghts to acquire shares, subject to the satisfaction of
performance targets To the extent they vest, awards may be satisfied in cash, in shares or an option over shares at ihe discretion of the Company

The performance target applied to awards granted in 2006, 2007 and 2008 was based on the Company's Total Shareholder Return (TSR} relative

to the TSR of other companies inctuded in the FTSE All-Share Industnal Engineenng Index over the three-year penods commencing with effect from

1st January 2006, 1st January 2007 and 1st January 2008 For awards made in 2009, the Committee decided to amend the comparator group of
companies aganst which the Company’s TSR would be measured to encompass a group of the 27 comparies within the overall Industnal Goods and
Services super sector of FTSE 350 TSR was chosen as the measure of performance as the Committee felt that this achieved an approprate alignment
of the iInterests of the directors with those of the Company's shareholders For full vesting, the Company’s TSR must be at or above the upper quartile,
with 25% of the shares subject to an award vesting if the Company’s TSR 1s at the median relative to the comparator group Awards vest on a straight
line pro-rata basis between median and upper quartile performance In respect of the awards made in 2007, the Company's relative TSR performance
resulted in 100% of the awards vesting

Following a review of the operation of the PSP and the marke! competitiveness of awards, the Committee decided in 2008 to adopt a second

performance measure to determine vesting under the PSP Although relative TSR was retained as one of the measures to determine the vesting of part

of the award, a second, separate element of the award was based upon EPS growth The decision to adopt EPS as a specriic measure 1o determine

the vesting of part of the future awards was a reflection of the importance the Company gives to continuing growth m earnings

Specifically, for awards made in 2009, the award was split into two separate parts amounting to 60% and 40% of award respectively

The vesting of each part of the overall award will be subject 1o the satistaction of separate performance targets as follows

@ wvesting of the first part, amounting to 45% of salary, will be based on the TSR measure as descnbed above, and

i vesting of the second part, amounting to 30% of salary, will be subject to achievernent of a target based on aggregate EPS over the whole of the
three-year performance penod, with growth measured relative to EPS in the year prior to that in which the award s made For the awards made in
2009, 25% of this glement of the award will vest it the compound annual growth in EPS over the three-year penod 2009 to 2011 1s equal to 5%,
and 100% of the award will vest if the compound annual growth in EPS 15 equal to or exceeds 11%, there will be pro-rata vesting for actual growth
between these two rates

No award will vest f the Company's TSR 1s below the median TSR calculations are performed by Towers Pernn The method of assessment i1s
considered appropnate to confirm compliance with the condition

The Committee reviews the measures annually and 1s mantaning the same measures and the same performance standards for awards made in 2010

The auditors are asked to confirm whether the EPS performance condition has been met  The method of assessment 1s considered appropnate to
confirm compliance with the condition
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Spirax-Sarco Engineering plc employee share ownership plan (the plan}

The executive directors, with the exception of Mr M E Vernon, participate in the plan, as described on page 44 Participation in the plan 1s open to all
eligible UK employees No employee’s entitlement under the plan 1s subject 10 performance conditions, as the am of the plan 1s to encourage increased
shareholding n the Company by all ebkgible UK employees

There are no other long-term incentives or share-based arangements provided to directors

Share ownership pohcy

It 15 the policy of the Board of Spirax-Sarco Engineering plc that executive drrectors should have a significant shareholding in the Company The Board
expects that executive directors will accumulate, following appontment to the Board, a sharehoiding equivalent to at least 100% of baswc salary and
should retain a shareholding of at least this amount whilst remairing on the Board

To actieve this level of share ownership the Board expects that executive directors will retain shares acquired under the Company's share-based incentve
schemes (after sales of such shares as are needed 10 settle relevant tax and national Insurance charges) until the requed level of shareholding 1s achieved Any
shares held in trust for an executive drector or N the name of a connected person, e g spouse, will be considered as part of an executive director's shareholding

The Board will exercise discretion in implementing this policy where the personal circumstances of an indmidual executve director make that appropnate
The policy does not require any shareholdings by non-executve directors

Pensions

The UK executive directors, other than Mr M E Vernon and Mr M € Gibbin, are members of an HMRGC-registered, non-contributory defined benefit
pension scheme based on 1/60th of pensionable salary, for each year of pensionable service Up to 31st March 2010, the maximum pension 1S two-
thwds of pensionable salary Mr N H Daws and Mr D J Meredith accrue pro-rata additonal service at a rate wheh gives a further two and a half years
of service at age 62% although therr normal retrement age s 65 The same provision appled to Mr A D H Black who retired on 30th Apnl 2009 This
additional service provision does not apply to Mr M E Vernon, Mr M E Gibbin and Mr A. J Scrvin who have a normal retirement age of 65

in April 2010 the terms of the defined benefit pension scheme will change In that the scheme will no lenger be non-contnbutory The change allows
members to choose to

i} continue to buld up future benefits as previously In return for shanng some of the cost by way of making member contnbutions  Under this option
members retan the 1/60th rate of accrual and contribute 3% of therr pensionable satary from 1st Apnl 2010 to 31st March 2011 and then 6% of
therr pensionable salary from 1st Apnk 2011 onwards, or

{1} buid up future benefits at a lower rate of 1/80th accrual without having to make contributions

The UK scheme also prowvides tump sum death-in-senace benefit of four times pensionable salary and spouses' pensions are payable where death
OCCUIS N Service or In retrament

Mr M E Vernon, in addition to membership of the Spirax Sarco Inc  defined benefit scheme, has a defined contributions pension scheme as set out
on page 45 [n total, pension contnbutions at the rate of 25% of pensicnable pay were payable from 12th June 2007 A lump sum death-in-service
beneftt of four times salary Is also provided for Mr M E Vernon

Mr M E Gibbin has a defined contnbutions pension scheme as set out on page 45 From 1st January 2009 to 30th Apnl 2009 coninbutions at the
rate of 10% of pensionable pay wera payable, increasing to 25% of pensionable pay with effect from 1st May 2009 A lump sum death-in-senace
benefit of four tmes salary 15 also provided for Mr M E Gibbin

Non-executive directors

The remuneration of non-executive directors 1s approved by the full Board within the Imits set out in the Company's artickes of association Thetr
remuneration reflects the amount of tme spent on the Company’s business The non-executive directors do not participate In the bonus, share option
or share ownership schemes and do not participate in the Performance Share Plan Non-executive directors’ appointments are non-pensionable

Service contracts
The Gommittee applies a policy on directors’ contracts reflecting established practice and reviews the content from time-to-time on professional advice
The executive directors have roling service contracts with no fixed expiry dates which are subject to 12 months’ notice

Date of Contract Notice Period
M E Vernon 101208 12 months
ADH Black ™ 181098 12 months
NH Daws 28 0503 12 months
M E Gibbin 170409 12 months
DJ Meredith 301282 12 months
A.J Scman 150305 12 months

{1) Mr A D H Black retired from the Board on 30th Aprl 2009 No compensation for loss of office was made on his retrement

The service contract of Mr M E Vernon was amended on 4th March 2009 Pursuant to the amendmeant, the Company agreed to pay on behalf of
Mr M E Vernon any UK or US tax kabiities which anse on his earmings under his service contract over and above the amount of UK tax labilities
which would have been payable had Mr M E Vernon only been hiable to pay UK tax on such earnings  The Company also agreed to pay the
reasonable costs incurred by Mr M E Vernon of obtaiming full tax adwice in respect of his employment with the Company for the duration of his
employment and, save In certain bad leaver circumstances, for a penod of two years after termmnation of empleyment

Termination payments reflect the circumstances leading to termination of employment and excessive compensaton will not be paid Professional advice
will be obtained by the Committee to ensure legal obligations and good practice are followed

Executve directors’ contracts may be terminated without notice and without payment of compensation on the occurrence of certain events, such as
gross misconduct If, however, the Company were to terminate an executive director’s contract without cause and wathout due notice, st would pay a
sum equal to the value of the salary and benefits to be receved dunng the notice penod, but taking into account the director's duty to mitigate s loss
Any nghts to pensions would be dealt with under the rules of the pension scheme applicable to the directer and any nghts under the Company's share
plans would be dealt with in accordance with the rules of each plan
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The executive dwectors’ contracts contain no provisions regarding materal non-statutory redundancy payments, nghis to compensation on change of
control of the Company ¢r entitlerment to early retirement benefits

The non-executive directors, Including the Chaimman, Mr W H Whitetey, do not have service contracts They have appointment letters for three-year
penods, and re-appointment 1s not automatic  No compensation for loss of office 1s payable to non-executive directors under therr appaintment letters

Date of Appolntment Letter Notice Period
WH Whiteley 04 0309 1 month
G Bullock 050308 1 month
K Rajagopal 2101 09 1 month
M Townsend 1104 06 1 month
C G Watson 16 07 09 1 month

(1} Mr M Townsend retired from the Board on 30th June 2009 No compensation for 10ss of office was made on his retirement

Policy on semor executive remuneration
The Committee determines the philoscphy, pnnciples and policy of remuneration which shall apply to the Group's sentor executives The responsibility
for determining the precise package to meet local practice and performance lies with the Chief Executive and the responsible executive director

Total shareholder return 250
The performance graph lllustrated shows the Company's total
cumulative shareholder return for the five-year penod ended
31st December 2009 compared with the total cumutative 220
sharehaolder return for the FTSE 350 Industnal Goods and =y
Serices super sector This compansen s selected as being e
the most appropriate sector for the Gempany’s operations £ 4904
J:
w1 sseammamamas
0
2 160 o
T .
130

100

3112/2004 31/12/2005 31/12/2006 3112/2007 31/12/2008
Spirax Sarco
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Information subject to audit
The auditors are required to report on the information contained in the remaining sections of the Report

Directors' emoluments
No directors have waived, or agreed to wave In future, any emoluments

Basic  Benefits [V Annual Total emotuments

Salary/ performance excluding pension

Fees related 2009 2008

bonus Total Total

£ £ £ £ £

WH Whiteley @ 88,500 - - 88,500 52,000
M E Vernon 420,000 17,514 155,400 592,914 676,010
ADH Black * 78,333 4,602 28,983 111,918 435,163
NH Daws 229,000 13,066 84,730 326,796 419,277
M E Gibbin @ 126,000 4,641 46,620 177,261 -
D J Meredith 261,000 16,991 96,570 374,561 485,321
AJ Scrivin 229,000 12,057 84,730 325,787 414,205
G Bullock @ 44,000 - - 44,000 36,000
K Rajagopal @& 35,169 - - 35,169 -
M Townsend @& 50,000 - - 50,000 100,000
C G Watson @8 22,949 - - 22,949 -
1,583,951 68,871 497,033 2,149,855 2,617,976

(1) Benefits ansing from employment by the Company relate manty 1o the prowvision of a company car, private health nsurance and provision of

telecommunications equipment
{2) Non-executive director

{3) DOr K Rajagopal and Mr C G Watson were appointed to the Board on 10th February 2009 and 17th July 2009 respectively and their emoluments in
the above table for 2009 were calculated from these dates
Mr M E Gibbin was appointed to the Board on 1st May 2009 and his emoluments in the above table are calculated from this date Total emoluments

for the full year 2009 were £227,650

{4) Mr A D H Black and Mr M Townsend retired from the Board on 30th Apnl 2009 and 30th June 2009 respectvely  No compensation for loss of

office was made on ther retirements
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Long term incentives

0

Spirax-Sarco Engineenng 1892 UK and Global Share Option Schemes

Spirax-Sarco Engineenng Approved and Global Share Option Schemes

The interests of directors are set out below

01.01.09 Exercised 31.12.09 Exercise Date from Expiry
in year @ price per which date @
share @ exercisable ¥
‘“ No, No. No. pence
M E Vernon - - - - - -
ADH Black ® - - - - - -
NH Daws A 20,000 - 20,000 5419 250307 2503 14
B 15 000 - 15,000 3945 1403 06 140313
35,000 - 35,000
ME Gibbin ® B 6.000 - 6,000 9590 120311 1203 18
6,000 - 6,000
DJ Meredith A 15,000 15,000 0 - - -
A 17,500 - 17,500 4360 220305 220312
A 20,000 - 20,000 3945 14 0306 1403 13
A 20,000 - 20,000 5419 250307 250314
72,500 15,000 57,500
AJ Scrvin B 7.000 - 7,000 3945 14 03 06 160612
B 7,000 - 7,000 5419 250307 1606 12
14,000 - 14,000
(1) Options shown on line A relate to options granted to members of the Board, whereas options shown on Ine B relate to options granted to
indrniduals pnor to ther appointment to the Board
[124] 2009 Option Mid market 2009 2008
Options exercise price on the Gain arising Galn ansing
exercised price date options on exercise on exarcise
exercised
No. pence pence £ £
ME Vernon - - - - 18,396
ADH Black ® - - - - -
NH Daws - - - - -
ME Gibben - - - - -
DJ Mereaith 15,000 5250 10470 78,300 -
AJ Scrwin - - - - -
Aggregate of gains arising on exercise 78,300 18,396

@

mid-market price of the Company's ordinary shares on 31st December 2009

(4} These are the ranges of dates between which options may be exercised

{5} Mr A D H Black retired from the Board on 30th Apnl 2009

6) Mr M E Gibbin was appointed to the Board on 1st May 2009

No opticns were granted to directors durnng the year and no cptons held by directors lapsed dunng the year

These are the exercise prices for ordinary shares under option at 31st December 2008 The exercise prices for all options shown are lower than the

The mid-market price of the ordinary shares on 31st December 2009 was 1240p Dunng the penod from 1st January 2009 to 31st December 2009 the

ordinary mid-marke! share price ranged between 758p and 1309p

The performance conditions are described on page 40

Some amendments were made to the rules of the schemes dunng the financial year as part of a general review and update of the rules (ncluding to

take account of legislatve changes)

() Performance share plan
The interests of directors are set out below

Date of award Totai Total

awards awards

24.03 06! 26.03.07% 10.09.07® 12.03.08" as at Vested!" Expired Awarded as at

01.01.09 11.03.09% 31.12.09

(or date of

retirement if

earlier )

ME Vernon 12,567 11,288 17,538 36,757 78,150 12,567 0 41,176 106,759
ADH Black @ 12,500 12,416 0 23,461 48,377 12,500 0 o] 35,877
NH Daws 11,375 11,887 0 22,627 45,889 11,375 0 22,450 56,964
ME Gibbin @ 0 [¢] 0 G 0 0 0 16,482 16,482
DJ Meredth 14,000 13,887 0 26,068 53,955 14,000 0 25,588 65,543
AdJ Scrvin 10,250 10,886 0 22,627 43,763 10,250 0 22,450 55,963
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The directors’ remuneration report
continued

(1) The mid-market price of the shares on 24th March 2006 was 972 5p  100% of the award has vested as the performance conditions applicable
to that award were met, namely that the TSR performance of the Company dunng the penod 1st January 2006 to 31st December 2008 placed
the Cormpany within the upper quarble of the TSR performance of the companies in the FT250 All-Share Industnal Engineenng Index over the
performance penod The award vested on 4th March 2009 and the mid-market price of the shares on that date was 808 Op

(2) The smd-market price of the shares on 26th March 2007 was 1020 Op The penod over which perdformance conditions are measured 15
1st January 2007 to 31st December 2009

{3) The rmd-market price of the shares on 10th September 2007 was 1013 0p The penod over which performance conditions are measured 15
1st January 2007 to 31st December 2009

(4} The mid-market price of the shares on 12th March 2008 was 994 5p The penod over which performance condiions are measured (8
1st January 2008 to 31st December 2010

(5} The mid-market price on 10th March 2009 was 765 0p This was applied in determining the number of shares subject to the award granted on
11th March 2009 The mid-market price of the shares on that date was 758 Op The penod over which performance conditions are measured 1S
1st January 2009 to 31st December 2011

B} Mr A D H Black retred from the Board cn 30th Apnl 2008  100% of the awards made on 26th March 2007 and 12th March 2008 have vested
as the performance conditions apphicable at that date were met  The 2007 award was reduced by applying a factor of 28/36 due to the shortened
performance penod of 28 months from 1st January 2007 to 30th Apnl 2009 The 2008 award was reduced by applying a factor of 16/36 due to
the shortened performance penod of 16 months from 1st January 2008 to 30th Apnl 2008 The awards vested on 8th May 2005 and the
mud-market price of the shares on that date was 862 Op Mr A D H Black requested that the awards be satisfied in shares Mr A © H Black
sold sufiicient shares to cover the basic rate tax and National Insurance lability and retained the remaining shares as follows

Date of award Date of award Shares vested Shares sold
26,03.07 12,03.08
12,416 23,461 20,084 6,563

(7) Mr M E Gibbin was appointed to the Board on 1st May 2009
The performance conditions are descnbed on page 40

() Spirax-Sarco Engineenng ple employee share ownership plan (the plan)

The Company operates the plan in which all the executive directors, with the exception of Mr M E Vernon, are eligble to participate on the same
basis as all other ehgible UK employees For the plan penod the indmdua! director s contributions are imited to a maximum of £1,500 per annum
under HMRC rules The trustee of the plan prowides a matching share for each share purchased under the plan on behalf of the director which 1s the
same basis as for other participating employees Dvidends paid ¢n the partnership and matching shares, up t0 a maximum of £1,500 per tax year, are
reinvested and held by the trustee as dvidend shares Matching shares and dividend shares may generally only be released three years after they were
purchased by the trustee

Interest at Partnership Matching Dividend Interest at Period of
01.01.09 shares shares shares 31.12.09 qualifying
{or date of purchased ® awarded® awarded™ (or date of conditions

appointment retirement

If tater ') it earlier )
ADH Black ¥ 4,253 0 0 0 4,253 3 years
N H Daws 4,365 165 165 165 4,860 3 years
ME Gibbin ® 0 165 165 3 333 3 years
D J Meredith 4,365 165 165 165 4,860 3years
AJ Scavin 1,621 165 165 64 2,015 3 years

(1) Mr M E Gibbin was appainted te the Board on 1st May 2009

(2) Partnership shares were purchased, at a pnce of 908 8p, and matching shares were awarded on 8th October 2009 The mid-market price of the
shares on that date was 1118 Op

[3) 289 dwvidend shares were awarded on 18th May 2009, on which date the mid-market pnce of the shares was 833 5p, and 108 dwdend shares
waere awarded on 6th November 2008, on which date the mid-market price of the shares was 1114 Qp

{4} Mr A D H Black retired from the Board on 30th Apnl 2009 The mid-market pnce of the shares on that date was 858 5p

(5) Partnership shares are not subject to qualifying condhions In accordance with the rules of the plan matching shares and dmvidend shares were
released to Mr A D H Black following his retirement No other matching shares or dmdend shares were released from the plan or forfeited dunng
the year

Drrectors’ pensions

The UK executive directors, cther than Mr M E Vemon and Mr M E Gibbin, are members of UK defined benefit penston arrangements

Mr M E Vernon is a member of a defined benefit scheme provided by Spirax Sarco Inc Mr M E Gibbinis a member of the UK defined contnbutions
pension scheme The following information 15 consistent with the presentation used last year and sets out the disclosures under the Stock Exchange
Listing Rules and the Companies Act 2006
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Age Accrued Accrued <Changein Change in Transfer Transfer Transfer Change in

attained pension pension accrued accrued value of value of value of total
at at at pension pension change in accrued accrued transfer
311209 31.12.08 31.12.09 during during accrued pension at pension at value

the year the year ' pension™ 31.12.08 31.12.09
fpa fpa £pa £pa £ £ £ £
ADH Black @@ 52 80,388 83,434 3,046 1,120 28,664 926,000 1,364,000 438,000
N H Daws 47 94,248 104,118 9,870 7.612 96,004 883,000 1,263,000 380.000
D J Meredith 50 101,372 110,600 9,228 6,799 95,643 1,095,000 1,515,000 420,000
AJ Scrvin 62 144,667 152,667 8,000 4,534 89,769 2,287,000 2,730,000 443,000

(1) Net of deferred revaluation at a rate of 2 4% per annum
(2) Benefits shown net of pensions shanng order, currently worth £28,897 per annum
(3) Mr A D H Black retred on 30th Apnl 2009 and 1s now recemng pension payments

The following 1s additional information relating to UK executive directors’ pensions

) Dependant's pension

On the death of a director in service, a spouse’s pension equal o one-half of the director’s pension based on pensionable service to the date of death
15 payable On the death of a director after payment of the pension commences, a spouse’s pension of one-half of the director’s pension entittement at
the date of death, ignonng commutation and any early retirement actuanal reduction, 15 payable, in addition drectors’ pensions are guaranteed to be
paid for five years from retirement

(i} Earty retrement nghts

Atter leaving the service of the Company, a director has the nght to draw his accrued pension at any time after is 80th barthday with no reduction, with
the exception of Mr A J Scrvin

(1} Pension increases

Pensions are subject to annual increases in ine with the annual nse in the retarl prices index subject to a maximum of 5% per annum The Trustees and
the Company have the discretion 1o apply a greater increase

(v} Other discretionary benefits
There are no discretionary practices which are taken into account in calculating transfer values on leaving service

Mr M E Vernon's defined banefit pension arrangemerts are as follows

Age Accrued Accrued <Changein Change in Transfer Transfer Transfer Change in

attained pension pension accrued accrued value of value of value of total
at at at pension pension change in accrued accrued transfer
3112.09 31.12.08 31.12.09 during the during the accrued pension at pension at value
year year '  pension™  31.12.08 31.12.09
£pa £pa £pa £pa £ £ £ £
M E Vernon 56 11,049 12,078 1,029 1,171 9,260 82,388 95,508 13,121

(1) Net of inflation at a rate of -1 3% per annum
The fellowing 1s additional nformation relating to Mr M E Vernon's pension

(1 Dependant’s pension

On the death of Mr M E Vernon in service, a spouse’s pension equal to one-half of his pension based on pensionable service to the date of death 1s
payable After payment of the pension commences the accrued pension shown has no attaching spouse’s pension However at retirement

Mr M E Vernon has the option to reduce his own pension to provide for a spouse’s pension after death

() Early reirement nghts
After leaving the serice of the Company, Mr M £ Vernon has the nght 10 draw his accrued pension at any time after his 65th birthday with no
reduction

Mr M E Vernon has the nght to commence his pension upon retwement (for which he now meets the age and service requirements), wath the pension
beng reduced The annual reductions for early retirement are 3% for each year trom age 65 to age 60 and 5% for each year from age 60 o earhiest
retirement age

(i} Pension increases
The pension has no guaranteed increases Spirax Sarco Inc has the discretion to provide increases

(v} Other discretionary benefits

Additionally, Mr M E Vernon benefited from contnbuteons made into a UK defined contnibubons pension scheme The total contnbutions made by the
Group were £86,833

The following 1s additonal information relating to Mr M E Gibbin's pension

{ii Dependant’s pension
On the death of Mr M E Gibbin in service, the total plan value of his UK defined contnbutions pension scheme will become payabile

() Other discretionary benefits
Mr M E Gibbin benefited from contnbutions made into a UK defined contnbutions pension scheme The total contributions made by the Group were

£21,008 ‘\]
Signed by (/(/ )
G. Bullock Charman of Remuneration Commuttes

on behalf of the Board
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Statement of directors’ responsibilities |
in respect of the Annual Report
and Accounts

The directors are responsible for prepanng the Annual Report and the Group and parent company financial statements in accordance with applicable
law and regulations

Company law requires the directors to prepare Group and parent company financiad statements for each financial year Under that taw they are required
10 prepare the Group financial statements in accordance with IFRSs as adopted by the EU and applicable law and have elected to prepare the parent
company financial staterments on the same basis

Under company law the directors must not approve the financial statements unless they are satisfied that they gve a true and far view of the state
of affars of the Group and parent company and of therr profit or loss for that penod  In prepanng each of the Group and parent company financial
staterments, the directors are required to

® Select sutable accounting policies and then apply them consistently

& Make udgements and eshmates that are reasonable and prudent

® State whether they have been prepared in accordance with IFRS as adopted by the EU

® Prepara the financial statements on the gaing concern bas:s unless it 1s inappropnate to presume that the Group and the parent company walt
continue In busiNess

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the parent company's transactions and
disclose with reasonable accuracy at any tme the financial position of the parent company and enable them to ensure that its financial statements
comply with the Companies Act 2006 They have general responsibiity for taking such steps as are reasonably open to them to safeguard the assets
of the Group and to prevent and detect fraud and other irregulanties

Under applicable law and regulations the directors are also responsible for prepanng a Directors’ Report, Directors' Remuneration Report and
Corporate Governance Statement that comply with that law and those regulations

The directors are responsible for the maintenance and integnty of the corporate and financal information included on the Company's websie
www SpiraxSarcoEngineenng com Legislabion in the UK governing the preparation and dissemination of financial statements may differ from legisiation
in other junsdictions

Responsibility statement
We confirm that to the best of our knowledge

(1) the financial statements, prepared in accordance with the applicable set of accounting standards, give a true and fair view of the assets, labilites,
financial position and profit or loss of the Company and the undertakings inclsded in the consolidation taken as a whole, and

{2} the Business Review and Financial Review, which are incorporated into the Directors’ Report, include a faw review of the development and
performance of the business and the position of the Company and the undertakings included in the consolidation taken as a whole, together with
a description of the principal nsks and uncertanties that they face

Signed on behalf of the Board

D.J. Meredith
Finance Director

4th March 2010

48 Spirax-Sarco Engineertng plc Annual report and accounts 2009




Report of the independent auditor

To the members of Spirax-Sarco Engineering plc

We have audited the fmancial statements of Spirax-Sarco Engineering plc for the year ended 31 December 2009 set out on pages 48 {0 81 The
financial reporting framework that has been applied in their preparation 1s applicable law and Internaticnal Financial Reporting Standards {IFRSs) as
adopted by the EU and, as regards the parent company financtal statements, as applied in accordance with the provisions of the Companies Act 2006

This report 18 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 slate to the company’s members those matters we are required 1o 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 responsibiity to anyone other than the company and the
company's members, as a body, for our audit work, for this report, or for the opintons we have formed

Respective responsibilities of directors and auditors

As explaned more fully In the Directors’ Responsibilities Statement set out on page 46, the directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and far wew Our responsibility (s to audit the financial statements in accordance with applicable
law and International Standards on Audibing (UK and Ireland) Those standards require us to comply with the Audting Practices Board's (APB's) Ethical
Standards for Auditors

Scope of the audit of the financial statements
A descnption of the scope of an audit of financial statements 15 provided on the APB's web-site at http //www fic org uk/apb/scope/UKP

Opinion on fmancial statements

In our opinion

* the financial statements give a true and far view of the state of the Group’s and of the parent company’s affars as at 31 December 2009 and of
the Group's profit for the year then ended,

* the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the EU,

*  the parent company financial statements have been propery prepared in accordance with IFRSs as adopted by the EU and as applied i
accordance with the provisions of the Companies Act 2006, and

* the financial statements have been prepared in accordance with the requirements of the Companies Act 2006 and, as regards the Group financial
statements, Article 4 of the 1AS Regulation

Opitnton on other matters prescribed by the Companies Act 2006

In our opinion

+ the pan of the Directors’ Remuneration Report to be audited has been properly prepared in accordance with the Companies Act 2008,

* the information given in the Directors’ Report for the financial year tor which the financial statements are prepared 1s consistent with the financial
statements, and

» nformation given in the Corporate Governance Statement set out on pages 35 to 38 with respect to nternal control and risk management systems
n relation 1o financal reporting processes and about share capital structures 1s consistent with the financial staternents

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, n our epimion

*  adequale accounting records have not been kept by the parent company, or returns adequate for our audt have not been receved from branches
not visited by us, or

*  the parent company financial staterments and the part of the Directors’ Remuneration Report to be audited are not in agreement with the
accounting records and returns, 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 audt, or

» a Corporate Governance Statement has not been prepared by the company

Under the Listing Rules we are required to review

* tne dreclors’ statement, set out on page 34, n relation to going concern, and

s the part of the Corporate Governance Statement on pages 35 to 38 relating to the company's comphiance with the nine provisions of the June 2008
Combined Code specified for our review /

r

John D Cain (Senior Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Auditor /
Chartered Accountants

London

4th March 2010
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Balance sheets
at 31st December 2009

The Group Parent Company
2009 2008 2009 2008
notes £000 2000 £000 £000
Assets
Non-current assets
Property, plant and equipment 12 135,383 122,897 - -
Goodwill 13 38,150 29,908 - -
Other intangible assets 13 35,233 22,921 - -
Prepayments 1,124 900 - -
Loans to subsidianes 14 - - 31,368 27,674
Investment in subsidianes 15 - - 46,567 47,848
Investment in associates 16 9,794 9,396 220 220
Deferred tax 17 38,181 33,180 450 156
257,865 219,202 78,605 75,896
Current assets
Inventories 18 86,479 102,382 - -
Trade receivables 118,835 124,595 - -
Cue from subsidiaries - - 61,963 45,816
Other current assets 19 11,592 12,874 50 a7
Taxation recoverable 1,896 1,118 823 -
Cash and cash equivalents 29 62,194 54,140 12,740 7,984
280,996 295109 75,576 53,897
Total assets 538,861 514,311 154,181 129,793
Equity and labilites
Current liabilities
Trade and other payables 20 79,335 81,010 1,287 1,992
Bank cverdrafts 29 559 2,045 - -
Short term borrowing 29 9,284 9,008 - -
Current portion of long term borrowtngs 29 63 176 - -
Current tax payable 21 8,138 11,932 - 615
97,379 104,171 1,287 2,607
Net current assets 183,617 190,938 74,289 51,2890
Non-current liabilities
Long term borrowings 29 44,255 25521 - -
Deferred tax 17 14,659 13,714 - -
Post-retirement benefits 28 73,763 73717 11,207 11,266
Provisions 23 1,441 1,182 - -
Due to subsidianes - - 941 941
134,118 114,134 12,148 12,207
Total liahilities 231,497 218,305 13,435 14,814
Net assets 2 307,364 206,006 140,746 114,979
Equity
Share capital 24 19,310 19,307 19,310 19,307
Share premium account 47,601 47,559 47,601 47,559
Other reserves 43,327 56,802 4,879 4,206
Retaned earnings 196,481 171,645 68,956 43,907
Equrty attnbutable to equity holders of the parent 306,719 295313 140,746 114,979
Minonty mterest 645 693 - -
Total equity 307,364 296,006 140,746 114,978
Total equity and liabilities 538,861 514,311 154,181 129,793

These accounts were approved by the Board of Drrectors on 4th March 2010 and signed on its behalf by

Directors

M EiVeEnon DJ Meredith C: ;E
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Group income statement
for the year ended 31st December 2009

Before Betore
Adjustment Adjustment* Total Adustment Adjustment” Total
2009 2009 2009 2008 2008 2008
notes £000 £000 £000 £000 £000 £000
Revenue 2 518,705 - 518,705 502,316 - 502,316
Cperating coslts 3 {428,767} (13,416) (442,183) (416,6847) (4.641) (421,288)
Operating profit 2 89,938 {(13,416) 76,522 85,669 (4.641) 81,028
Financial expenses {16,072) - {16,072) {14,805) - {14,805)
Financial mcome 13,558 - 13,558 16,541 - 16,541
5 {2,514) - (2,514) 1,736 - 1,736
Share of profit of associates 2,772 (365) 2,407 2,741 (343) 2,398
Profit before taxation 6 90,196 (13,781) 76,415 90,146 (4,984) 85,162
Taxation 8 {27,472} 4,148 (23,324) (26,257} 883 {25,374}
Profit for the period 62,724 (9,633) 53,091 63,889 (4,101} 59,788
Attnbutable to
Equity holders of the parent 62,596 {9,633) 52,963 63,648 (4,101} 59,547
Minonty interest 128 - 128 241 - 241
Profit for the period 62,724 {9,633) 53,091 63,889 {4,101) 59,788
Earnings per share 10
Basic earmings per share 69.6p 78 0p
Diluted earnings per share 69.3p 77 7p
Dividends 117
Dividends per share 36.1p 33 3p
Dwidends paid dunng the year (per share) 33.8p 316p

* Adustments in 2009 relate to exceptional headcount reduction costs and amortisation of acquisition-related intangibles {see note 2}
In 2008 adustments include amortisation of acquisiton-related intangibles and impairment of goodwill and intangible assets (see note

2) Earnings per share before these adjustments are shown in note 10

All amounts relate to continuing operations

The notes on pages 53 to 81 form an integral part of the accounts
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Group statement of

comprehensive income
for the year ended 31st December 2009

The Group
2009 2008
£000 £000
Profit for the perniod 53,091 59,788
Actuanal loss on post-retirement benefits (7.800)  (50,088)
Deferred tax on actuaral loss on post-retrement benefits 2,106 17,708
Foreign exchange translation differences (14,051) 51,521
Gamn/{loss) on cash flow hedges 576 (438}
Total comprehensive income for the period 33,922 78,491
Attnbutable to
Equity holders of the parent 33,794 78,250
Minority interest 128 241
Total comprehensive income for the period 33,922 78,491
Statements of changes in equity
for the year ended 31st December 2009
Group
Share
Share premium Translation hedge redemption Retained Total
capital account reserve earnings equity
£000 £000 £000 £000 £000
Balance at 1st January 2009 19,307 47,559 55,31 171,645 295,313
Total comprehensive income for the period - - {14,051) 47,269 33,794
Dwvidends paid - - (25,733) (25,733)
Equity settled share plans net of tax - - 1,379 1,379
Issue of share capital 3 42 - 45
Treasury shares reissued - - 3,711 3,711
Loss on the reissue of treasury shares - - (1,790) {1,790)
Equity attributable to equity holders
of the parent 19,310 47,601 41,320 196,481 306,719
for the year ended 31st December 2008
Group
Share
Share premuum  Translabion Retaned Total
capital account reserve earnings equity
£000 2000 £000 £000 £000
Balance at 1st January 2008 19,299 47,267 3,850 169,866 242,151
Total comprehensive Incormne for the period - - 51,621 27167 78,250
Dvidends paid - - (24,150} (24,159)
Equity settled share plans net of tax - - 1,645 1,845
Issue of share capital 8 292 - 300
Treasury shares purchased - - 6.762) (6,762)
Treasury shares reissued - - 7,679 7.679
Loss on the reissue of treasury shares - - (3,791) (3.791)
Equity attributable to equity holders
of the parent 19,307 47,559 55,371 171,645 295,313
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Statements of changes in equity

continued

for the year ended 31st December 2009

Parent company

Share Share Share Capltal Retained Total
capital premium based redemption earnings equity
account payments reserve

£000 £000 £000 £000 £000 £000
Balance at 1st January 2009 19,307 47,559 2,374 1,832 43,907 114,979
Total comprehensive income for the period - - - - 48,492 48,492
Dividends paid - - - - {25,733) (25,733}
Equity settled share plans net of tax - - - - 369 369
Issue of new share capital 3 42 - - - 45
Treasury shares reissued - - - - 3,711 3,711
Loss on the reissue of treasury shares - - - - {1,790) {1,790)
Investment in subsidiaries in relation

to share options granted - - 673 - - 673

Balance at 31st December 2009 19,310 47,601 3,047 1,832 68,956 140,746
for the year ended 31st December 2008
Parent company

Share Share Share Capital Retained Total

capital premium based redemption earnings equity

account  payments reserve
£000 £000 £000 £000 £000 £000
Balance at 1st January 2008 19,299 47,267 1,683 1,832 22,058 92,039
Total comprehensive income for the penod - - - - 48,882 48,882
Dividends paid - - - - (24,159) (24,159)
Issue of new share capital 8 292 - - - 300
Treasury shares purchased - - - 6,762) (6,762)
Treasury shares reissued - - - - 7,679 7,679
Loss on the reissue of treasury shares - - - - {3,791) (3,791)
Investment in subsidianes in relation
to share options granted - - N - - 791

Balance at 31st December 2008 19,307 47,559 2,374 1,832 43,907 114,979
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Cash flow statements

for the year ended 31st December 2009

The Group Parent Company
2009 2008 2009 2008

notes £000 £000 £000 £000
Cash flows from operating activities
Profit before taxation 76,415 85,162 47,359 61,235
Depreciation and amortisation 18,550 19,859 - -
Dividends receved - - (50,343) (63,239)
Share of profit of associates (2,407) {2,398) - -
Equity settled share plans 1,929 1,519 513 624
Net finance expense 2,514 (1,736) {(341) (1,424}
Exchange adjustments - - (594) {r9
Operating cash flow before changes in working capital
and provisions 97,001 102,408 (3,406) {2,883}
Change in trade and other recervables {74) (4,029} 46 95
Change in amounts due from subsidiaries - - {19,453) {36,795}
Change n mventones 11,057 (12,143} - -
Change in provisions and post-retrement benefits (7,072) (3,236) {1,840) (789)
Change in trade and other payables 2,008 4,819 338 491
Cash generated from operations 102,920 87,817 (24,315) (39,881)
Interest pad (1,366} {1,480) (22) 45)
Income taxes paid {29,877) (22,087) - 99
Net cash from operating activities 71,677 64,250 (24,337) (39,827)
Cash flows from investing activities
Purchase of property, plant and equipment (33,397) {22,881) - -
Proceeds from sale of property, plant and equipment 1,898 879 - -
Purchase of software and other intangibles {1,056) (2,999) - -
Development expenditure capitalised (2,099) (1,542} - -
Acguisiton of businesses (27,192) (13,939) 1,952 -
Interest received 630 1,291 565 850
Dimdends received 1,498 1,063 50,343 63,239
Net cash used n investing activities {59,718) (38,128) 52,860 64,089
Cash flows from financing actvities
Proceeds from 1ssue of share capital 45 62 45 62
Proceeds from reissue of treasury shares 1,921 3,888 1,921 3,888
Treasury shares purchased - {6,762) - 5,762)
Proceeds from borrowings 29 20,614 9,396 - -
Payment of finance lease labilities 29 (67) (66} - -
Dividends paid {including minonties) {25,763) (24,252) (25,733) (24,159)
Net cash used in financing activities (3,250) (17,734}  (23,767) (26,971)
Net increase in cash and cash equivalents 29 8,709 8,388 4,756 {2,709
Cash and cash equivalents at beginning of period 52,095 37,857 7,984 10,693
Exchange movement 831 5,850 - -
Cash and cash equivalents at end of period 29 61,635 52,005 12,740 7,984
Borrowings and finance leases {53,602) (34,705) - -
Net cash 29 8,033 17,390 12,740 7,984

52 Spirax-Sarco Engineering ple Annual report and accounts 2009



Notes to the accounts

1 ACCOUNTING POLICIES

Basis of preparation

The parent company and consolidated accounts have been prepared in accordance with International Financial Reporting Standards
(IFRS) 1ssued by the International Accounting Standards Beard (IASB) that have been adopted by the European

Union (EU}

The preparation of accounts in conformity with IFRS requires the directors to make judgements, estimates and assumptions

that aifect the application of policies and reparted amounts of assets and habilties, income and expenses The estimates and
associated assumptions are based on histoncal expenences and various cther factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about carrying values of assets and liabiltes that are
not readily apparent from other sources Actual results may differ from these estimates The most significant effect on the financial
statements from accounting policies requinng jucdgement are in the areas of research and development, and revenue

The estimates and underlying assumptions are reviewed on an ongoing basis Revisions to accounting estimates are recogrised in
the period in which the estimate 1s revised If the revision affects only that penod, or in the penod of the revision and future penods if
the revision affects both current and future penods The key areas where estimates have been used and assumptions applied are in
provisions, imparment testing of goodwill and In assessing the defined benefit pension scheme labilities

The Group has considerable financial resources together with a diverse range of preducts and customers across wide geographic
areas and industries As a consequence, the directors believe that the Group 15 well placed to manage its business nsks successiully
despite the cumrent uncertain economic outlook

Further information on the Group's business activities, performance and position, together with the financial position of the Group, its
capital structure and cash flow are ncluded in the Business Review and Finance Review on pages 10 to 21 In addition, note 32 to the
financial statements discloses detals of the Group's financial nsk managernent and credit faciities

Amendments to |1AS 1, Presentation of financial statements and IFRS 8, Operating segments were adopted in the penod |AS 1 has
resulted in format changes to the pnmary statements and IFRS 8 has resulted in a change in segmental analysis, which s further
described in note 2

The following adopted IFRS were availlable for early application but have not been applied by the Group in these accounts

o Amendment to IFRS 3, Busmess Combinations and 1AS 27, Consoldated and Separate Financial Statements
The revised standards introduce changes to acquisition accounting, notably in respect of treatment of acquisition costs, step
and parbal acquisitions, minonty interests and contingent consideration

The consolidated accounts are presented in pounds stering, which 1s the Company's functional currency, rounded to the
nearest thousand

Basis of accounting

{1) Subsidiaries

The Group accounts mclude the results of the Company and afl its subsidiary undertakings  Subsidianes are entities controlled by the
Group Control exists when the Group has the power, directly or indirectly, to govern the financial and operating policies of an entity
80 as to obtan benefits from its activiies  In assessing contrel, potential voting nghts that presently are exercisable or convertible are
taken into account The accounts of subsidianes are included m the consolkdated accounts from the date that control commences
unti the date that control ceases

{1i) Associates

Associates are those entities for which the Group has significant influence, but not control, over the financial and operating policies
The accounts include the Group's share of the total recogrised ncome and expense of associates on an equity accounted basis, from
the date that signficant influence commences until the date that significant influence ceases

(1ii) Transactions eliminated on consolidation

Intragroup balances, and any unrealised gamns and losses or income and expenses ansing from intragroup transactions, are elminated
in prepanng the accounts Unrealised gans ansing from transactions with associates are eiminated to the extent of the Group's
mterest In the entity

{w) Company
Under Section 408 of the Comparnies Act 2006 the Company 1s exempt frcm the requirement to present its own income statement
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Notes to the accounts continued

1 ACCOUNTING POLICIES {contmued)

Foreign currency

{1 On consolidation

The assets and liabiities of foreign operations are translated into sterling at exchange rates ruling at the balance sheet date The
revenues and expenses of foreign operations are translated into sterling at average rates of exchange rulng dunng the year

Exchange differences ansing from the translation of the net investment in foreign operations are taken to a seperate translation reserve
within equity They are recycled and recognised in the income statement upon disposal of the operation In respect of all foreign
operations, any differences that have arisen before 1st January 2004, the date of transition to IFRS, are not presented as a separate
component of equity

(1i) Foreign currency transactions

Transactions in foreign currencies are translated to the respective currencies of the Group entrties at the foreign exchange rate at the
date of the transaction Monetary assets and liabilities at the balance sheet date denominated in a currency other than the functional
currency of the entity are translated at the foreign exchange rate ruling at that date Foreign exchange differences ansing on translation
are recognised In the income statement Non-monetary assets and labilities that are measured in terms of historcal cost in a foreign
currency are translated using the exchange rate at the date of the transaction Non-monetary assets and habilities denominated n
foresgn currencies that are stated at farr value are translated at foreign exchange rates ruling at the dates far value was determined

Cash flow hedges

Where a denvatve financial mstrument 1s designated as a hedge of the vanability m cash flows of a highly pobable forecasted transaction,
the effective part of any gain or loss on the denvative finangal mstrument i1s recognised directly in equity The associated gain or loss Is
removed from equity and recognised in the income statement in the penod in which the transaction to which it relates occurs

Hedge of net investment in foreign operations

The portion of the gan or loss on an instrument used to hedge a net Investment in a foreign operateon that 15 determined to be an
effective hedge 1s recognised directly in a separate translation reserve within equity The ineffective portion i1s recognised immediately in
the income staterment

Property, piant and equipment
items of property, plant and equipment are stated at cost or deemed cost, less accumulated depreciation

Certain tems of property, plant and equipment that had been revalued to farr value prior to 1st January 2004, the date of transition to
IFRS, are measured on the basis of deemed cost, being the revalued amount at the date of that revatuation

Deprecration 1s charged to the income statement on a straight-line basis at rates which write down the value of assets to ther residual
values over therr estimated useful lves Land 1s not depreciated The principal rates are as follows

Freehold buidings 15%  Office furniture and fithings 10%  Motor vehicles 20%
Plant and machinery 10- 12 5%  Office equipment 125-333%  Toolng and patterns 10%

The depreciation rates are reassessed annually

Intangible assets

{i) Goodwll

All business combinations after 1st January 2004 are accounted for by applying the purchase method Goodwill represents the
difference between the cost of the acquisition and the farr value of the net identifiable assets acquired Goodwill 1s stated at cost
less any accumulated imparment losses Goodwill is allocated to cash-generating units and 1s not amortised but 1s tested annually
for mpairment In respect of acquisitions pror to 1st January 2004, goodwill 1s included on the basis of its deemed cost, which
represents the amount recorded under previous UK GAAP

{ii) Research and development

Expenditure on research and development 1s charged to the income statement in the perniod In which it 1s incurred except that,
development expenditure 1s capitalised where the development costs relate to new or substantially improved products that are
subsequently to be released for sale and will generate future economic benefits The expenditure capiialised includes staff costs
and related expenses Capitalised development expenditure 1s stated at cost less accumulated amortisation {see below} and any
impairment losses

{iii) Other intangible assets

Intangible assets other than goodwill that are acquired by the Group are stated at cost less accumulated amortisation (see below) and
any imparrment losses
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{v) Amortisation

Amortisation is charged {o the income statement on a straight-ine basis over the estimated useful Iives of intangible assets, other
than goodwaill, from the date they are avalable for use Goodwill and intangible assets are tested for mpairment annually The pnncipal
amortisation rates are as follows

Caprtalised development costs 20% Manufactunng designs and

ERP systems and software 125-20% core technology 10%
Customer refationships 20% Non compete undertaking 50%
Brand names and trademarks 10 - 20%

Inventories

Inventones are valued at the lower of cost, including overheads where appropnate, and estmated net realisable value Provision 1s
made for slow-moving and obsolete tems based on an assessment of technclogical and market developments and on an analtysis of
usage

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with an onginal matunty of three months or less Bank overdrafts
that are repayable on 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 of cash flow statements

Employee benefits
{i) Defined contribution plans
Obhgations for contrbutions to defined contnbution pension plans are recogrised as an expense in the ncome statement as incurred

{ii) Defined benefit plans

The costs of providing pensions under defined benefit schemes are calculated in accordance with the adwvice of qualified actuaries

and spread over the penod during which benefit 1s expected to be denved fram the employees' sevices The Group's net obligation

n respect of defined benefit pensions 15 calculated separately for each plan by estimating the amount of future benefit that employees
have earned In return for their service In the current and prior penods That benefit 1s discounted at rates reflecting the yields on

AA credit rated corporate bonds that have matunty dates approxmating the terms of the Group's obligations to determme its

present value Pension scheme assets are measured at fair value at the balance sheet date Actuanal gains and losses, differences
between the expected and actual returns, and the effect of changes in actuanal assumptions are recognised in the Statement of
Comprehensive Income n the year they anse Any scheme surpius (to the extent it 1s considered recoverable) or deficit 1s recogrised in
full in the balance sheet

The cost of other post-employment habiities are calculated n a similar way to defined benefit pension schemes and spread over the
penod which benefit 13 expected to be derved from the employees' services, In accordance with the advice of qualified actuanes

(i) Employee share plans

Incentives in the form of shares are provided to employees under share option and share award schemes The far value of these
options and awards at therr date of grant 1s charged to the income statement over the relevant vesting penods with a corresponding
increase In equity The value of the charge is adjusted to reflect expected and actual levels of options vesting

{iv) Long term share incentive plans

The far value of awards s measured at the date of grant and the cost spread over the vesting pened The amount recognised as
an expense 1 not adjusted to reflect market based performance conditions, but 1s adjusted for non-market based performance
conditions

Revenue

Revenue from the sale of goods 1s recognised in the iIncome statement when the significant nsks and rewards of ownership have been
transferred to the buyer Revenue from projects or service contracts 1s recognised as income in proportion 1o the stage of completion
of the transaction at the balance sheet date The stage of completion 1s assessed depending on the specific circumstances of each
case No revenue 1S recognised if there are significant uncertainties regarding recovery of the consideration due or associated costs, or
there 1s the possibility of return of the goods No revenue 1s recognised if there 1s significant continung management involvernent with
the goods

As soon as the outcome of a project or service contract can be estmated rebably, revenue and expenses are recognised in the income
statement in proportion to the stage of completion of the project or service contract An expected loss on a project or senvice contract
1s recognised immediately in the iIncome statement

Leases
(i) Operating leases
Payments made under operating leases are charged to the income statement on a straight-line basis over the term of the lease

(i) Finance leases

Leases where the Group assumes substantialty all of the nsks and rewards of ownership are classified as finance leases as if the asset
had been purchased outright Assels acquired under finance leases are recognised as assets of the Group and the capital elements
of the leasing commitments are shown as cbligations in creditors Depreciabon 1s charged on a consistent basis with similar owned
assets or over the lease term if shorter The interest element of the lease payment 15 charged to the mcome statement on a basis
which produces a consistent rate of charge over the penod of the hability
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Notes to the accounts continued

1 ACCOUNTING POLICIES (continued)

Taxation

The tax charge compnses current and deferred tax Income tax expense is recognmised in the Income Statement unless 1t relates to

items recognised directly in equity, when it 15 also recognised in equity Current tax is the expected tax payable on the profit for the year
and any adjustments in respect of previous years using tax rates enacted or substantively enacted at the reporting date Deferred tax

1s recognised using the balance sheet hability method, providing for temparary differences ansing between the tax base of assets and
habilities, and their carrying amounts in the accounts Deferred tax assets are recognised to the extent that it 1s probable that future
taxable profits will be avalable aganst which the asset can be utilsed Defemved tax 1s provided using rates of tax that have been enacted
cr substantively enacted at the balance sheet date or the date that the temporary differences are expected to reverse Deferred tax assels
are reviewed at each reporting date and are reduced to the extent that it s no longer probable that the related tax benefit will be realised

Share capital

When share capital recognised as equity 1s repurchased, the amount of the consideration paid, including directly attrbutable costs, 1s
recognised as a deduction from equity Repurchased shares are classified as treasury shares and are presented as a deduction from

total equity

Share options granted to subsidiary employees

The Parent company grants share options over its own ordinary shares directly to ernployees of subsidiary companies These
employees provide services 1o the subsidiary companies The cost of these shares Is not recharged and therefore the farr value of
the share options granted 1s recognised as a capital contnbution to the subsidiary companies This 1s accounted for as an increase in
nvestments with a comresponding increase in a non-distnbutable component of equity

2 SEGMENTAL REPORTING

As a result of the introduction of IFRS 8, Operating Segments, which introduced a management approach to segment reporting, the
Group's segments have been changed to disclose information that 1s mare consistent with management reporting All 2008 figures
prewiously presented in old segmental format have been restated to reflect the new presentation

Analysis by location of operation

2009 Total Before Before
Gross Inter-segment operating adjustment adjustment
Revenue revenue Revenue profit operating profit operating margin
£000 £000 £000 €000 £000 %
Europe, Middle East & Africa 257,736 32,232 225,504 25,848 35,623 15.8%
Amencas 109,911 5,301 104,610 11,974 13,854 13.2%
Asia Pacfic 107,475 2,733 104,742 22,691 23,099 22.1%
Steam Specialties business 475,122 40,266 434,856 60,513 72,576 16.7%
Watson-Marlow Pumps business 84,008 159 83,849 20,964 22,317 26.6%

Corporate Expenses (4,955) (4,955)
559,130 40,425 518,705 76,522 89,938 17.3%

Intra Group {40,425) {40,425)

Net Revenue 518,706 - 518,705 76,522 89,938 17.3%
2008 Total Betore Before
Gross Inter-segment operating adustment adiustment
Revenue revenue Revenue profit  operating profit  operating margin
£000 £000 £000 £000 2000 %
Eurcpe, Middle East & Africa 260,638 34,547 226,091 38,880 39,180 17 3%
Amencas 108,015 6,102 101,913 8,840 12,119 11 9%
Asia Pacific 102,829 3,898 98,931 21,136 21,136 21 4%
Steam Specialties business 471,482 44 A7 426,935 68,856 72,435 17 0%
Watson-Marlow Pumps business 75,448 67 75,381 17,347 18,409 24 4%

Corporate Expenses (5,175) (5,175}
546,930 44,614 502,316 81,028 85,669 17 1%

Intra Group {44,614) (44.614)

Net Revenue 502,316 - 502,316 81,028 85,669 17 1%

Net revenue spiit between the UK and rest of the woarld 1s, UK £59,755,000 (2008 £62,768,000), rest of the world £458,850,000

(2008 £439,548,000}
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The total operating profit for each period 1s after charging the expenses analysed below

2009
Exceptional Amortisation of Total
Headcount acquisition-related
reduction costs  intangible assets
£000 £000 £000
Europe, Middle East & Afnca 9,142 633 9,775
Americas 1,741 138 1,879
Asla Pacific 409 - 409
Steam Speciaites business 11,292 771 12,063
Watson-Marlow Pumps business 102 1,251 1,353
11,394 2,022 13,416
2008 Impaiment of Amortisation of Total
goodwill & acquisiion related
ntangble assets intangible assets
£000 £000 £000
Europe, Middle East & Afnca - 300 300
Amencas 3,100 179 3,279
Asta Pacific - - -
Steam Specialties business 3,100 479 3,579
Watson-Marlow Pumps business - 1,062 1,062
3,100 1,541 4,641
Share of profit of associates
2009 2009 2008 2008
Before Total Before Total
adjustment adjustment
£000 £000 £000 £000
Europe, Middle East & Africa - - - -
Amencas 763 763 851 851
Asia Pacific 2,009 1,644 1,880 1,547
Steam Specialtes business 2,772 2,407 2,741 2,398
Watson-Marlow Pumps business - - - -
2,772 2,407 2,741 2,398
Net financing income and expense
2009 2008
£000 <000
Europe, Middle East & Africa (1,452) 525
Americas {192) 679
Asia Pacific (475) (180
Steam Specialties business (2,119) 1,024
Watson-Marlow Pumps business (94) 306
Corporate {(301) 406
(2,514) 1,736
Net assets
2009 2008
Assets Liabilities Assets Liabiities
£000 £000 £000 £000
Europe, Middle East & Africa 194,394 {105,487} 202,333 {107,634)
Americas 65,703 (21,400} 72,558 (25,600}
Asia Pacific 86,724 (14,373) 81,437 (11,694)
Watson-Marlow Pumps business 89,769 (13,279} 69,545 (10,981)
436,590 (154,539} 425,873 (155,909)
Liabiities (154,539) (1565,909)
Deferred Tax 23,522 19,466
Current Tax payable (6,242) (10,814)
Net Cash 8,033 17,390
Net assets 307,364 298,006
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Notes to the accounts continued

2 SEGMENTAL REPORTING (continued)
Capital additions and depreciation and amortisation

2009 Depreciation 2008
Capital and Capital  Depreciation and
Additions amortisation Addtions amortisation
£000 £000 £000 £000
Europe, Middle East & Africa 17,597 9,652 15,283 10,920
Amencas 2,879 2,839 4,218 5,594
Asia Pacific 11,595 2,261 8,928 1,960
Watson-Marlow Pumps business 20,045 3,798 15,540 1,385
52,116 18,550 43,969 19,859

Capital additions include property, plant and equipment of £33,824,000 (2008 £27,296,000} and other ntangible assets of
£18,292,000 (2008 £16,673,000) of which £15,143,000 (2008 £11,853,000) relates to acquired intangibles from acqguisitions in
the penod Caprtal additions spht between the UK and rest of the world are, UK £13,490,000 (2008 £11,559,000), rest of the world

£38,626,000 (2008 £32,410,000)

3 OPERATING COSTS

2009 2008
£000 2000

Change in stocks of fimshed
goods and work in progress 5,491 {8,341}
Raw matenals and consumables 144,801 153,939
Staff costs (hote 4) 191,393 173,792
Depreciation and amortisation 18,550 19,859
Cther operating charges 81,948 80,039
442,183 421,288

Staff costs include exceptional headcount reduction costs of £11,384,000 (2008 £nil)

Depreciation and amortisation includes amortisation of acquisition-related intangible assets of £2,022,000 (2008 £1,541,000),
goodwill and intangible asset impairment of £NiIl (2008 £3,100,000) and amortisation of capitalised development costs of £1,274,000

(2008 £1,104,000)

4 STAFF COSTS AND NUMBERS
The aggregate payrolt costs of persons employed by the Group were as follows

2009 2008
£000 £000
Wages and salanes 152,092 138,094
Social secunty costs 26,058 23,495
Other pension costs 13,243 12,203
181,393 173,792
The average number of persons employed by the Group {including directors) during the year was as follows
2009 2008
Number Number
United Kingdom 1,168 1,205
Overseas 3,209 3,213
4,377 4,418
5 NET FINANCING INCOME AND EXPENSE
2009 2008
£000 £000
Financial expenses
Bank and other borrowing interest payable {1,369) (1,480}
Interest on pension scheme labilities (14,703} {13,325)
{(16,072) (14,B05)
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Financal iIncome

Bank interest recewvable 631 1,291
Expected return on pension scheme assets 12,927 15,250

13,558 16,541
Net financing income/{expense) (2,514) 1,736
Net pension scheme financial income (1,776) 1,925
Net bank interest {738) (189)
Net financing income/{expense) (2,514) 1,736

6 PROFIT BEFORE TAXATION
Profit before taxation 1s shown after charging

2009 2008
£000 £000
Depreciation of tangible fixed assets held under finance leases 71 175
Hire of plant and machinery 553 598
Other operating leases 4,472 3,762
Research and development 5,936 4,889
Auditor's remuneration £000 £000
Fees payable to the company's auditor for the audit of the company's annual accounts 148 144
Fees payable to the company's auditor and 1ts associates for other services
The audit of the company’s subsidianes, pursuant to legislation 1,040 a03
Tax services 402 383
Other services 173 97
1,763 1,507

7 DIRECTORS' EMOLUMENTS

Details of directors’ emoluments, share plans and long term share incentive plan, and pension benefits are shown in the Directors’
Remuneration Report on pages 39 to 45 Directors represent the key management personnel of the Group under the terms of
IAS 24 Related Party Disclosures

8 TAXATION
2009 2008
£000 £000
Analysis of charge I1n period
UK cormporation tax
Current tax on income for the period 18,932 20,350
Adustments in respect of prior penods (102) {434)
18,830 19,916
Double taxation relief (18,593) (16,493}
237 3,423
Foreign tax
Current tax on income for the period 25,796 20,730
Adjustments in respect of prior periods {7) -
25,789 20,730
Total current tax charge 26,026 24,153
Deferred tax - UK 111 (536)
Deferred tax - Foreign (2,813) 1,757
Tax on profit on ordinary activities 23,324 25,374
Reconciliation of effective tax rate
2009 2008
£000 000
Profit before tax 76,415 85,162
Tax using the UK corporation tax rate of 28% (2008 28 5%) 21,396 24,271
Effect of higher/(lower) overseas tax rates 1,451 (184)
Associated companies (674) (683)
Non-deductible expenditure 1,248 98
Overprovided in prior years (109) {1,151)
Other reconciing items 12 2,203
Total tax in income statement 23,324 25,374
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Notes to the accounts continued

8 TAXATION (continued)

Factors that may affect the future tax charges

The Group’s tax charge in future years is likely to be affected by the proportion of profits ansing and the effective tax rates in the various
termtones in which the Group operates No UK tax (after double tex refief for underying tax} 1s expected to be payable on the future
remittance of the retained eamings of overseas subsidianes

Taxation recognised directly in equity

2009 2008
£000 £000

Relating to
Equity settled transactions (550) (460)
On actuanal gains and losses 2,108 17,708
1,556 17,248

9 PROFIT FOR THE FINANCIAL YEAR ATTRIBUTABLE TO SHAREHOLDERS
Profit dealt with in the accounts of Spirax-Sarco Enginesring plc was £48,586,000 (2008 £61,464,296) Included in this amount are
dwidends from subsichary undertakings of £49,500,000 (2008 £62,900,000)

10 EARNINGS PER SHARE

2009 2008
£000 £000
Profit attnbutable to equity holders of the parent 52,963 59,547
Weighted average shares in 1ssug 76,132,486 76,359,740
Diution 242,642 303,354
Diluted werghted average shares In Issue 76,375,128 76,663,094
Basic earnings per share 69.6p 78 Op
Diluted earrings per share 69.3p 77 7p
Adjusted profit attnbutable to equity holders of the parent 62,596 63,648
Basic adjusted earrings per share 82.2p 83 4p
The dilution 15 In respect of unexercised share options and the performance share plan
11 DIVIDENDS
2009 2008
£000 £000
Amounts pad in the year
Final dvidend for the year ended 31st December 2008
of 23 3p (2007 21 8p) per share 17,720 16,485
Interim dmidend for the year ended 31st December 2009
of 10 5p (2008 10 Op} per share 8,013 7,674
25,733 24,159
Amounts ansing i respect of the year
Intenm dmvdend for the year ended 31st December 2009
of 10 5p (2008 10 Op) per share 8,013 7.674
Proposed final dmdend for the year ended 31st Decemnber 2009
of 25 6p (2008 23 3p} per share 19,556 17,994
27,569 25,668

The proposed final dwvidend 1s subject to approval by shareholders at the Annual General Meeting and has not been included as a
Iabiity in these accounts
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12 PROPERTY, PLANT AND EQUIPMENT

THE GROUP
Land and buldings Fixtures,
fitings,
Plant and toots and
Freehoid Leasehold machinery equipment Total
£000 £000 £000 £000 £000
Cost or deemed cost
At 1st January 2008 60,567 1,166 102,844 48,666 213,243
Exchange adjustments 11,303 507 15,271 7,013 34,094
71,870 1,673 118,115 55,679 247,337
Additions 6,916 3,739 12,388 4,253 27,296
Disposals (46) (37) (4,260) (4,720) (9,063}
At 31st December 2008 78,740 5,375 126,243 55,212 265,570
Depreciation
At 1st January 2008 11,833 247 68,344 38,886 119,310
Exchange adjustments 2,597 83 8,709 5,451 16,840
14,430 330 77,053 44,337 136,150
Charged n year 1,385 64 9,506 3,850 14,805
Disposals 46) (25) (3.549) (4,662) (8,282)
At 31st December 2008 15,769 369 83,010 43,525 142,673
Net book value
At 31st December 2008 62,971 5,006 43,233 11,687 122,897
Cost or deemed cost
At 1st January 2009 78,740 5,375 126,243 55,212 265,570
Exchange adjustments {2,997} (567} {5,365) {2,564) {11,493)
75,743 4,808 120,878 52,648 254,077
Additions 11,362 8,692 8,632 5,138 33,824
Disposals {1,052) (9) (4,338} (3.610) {9,009}
At 31st December 2009 86,053 13,491 125,172 54,176 278,892
Depreciation
At 1st January 2009 15,769 369 83,010 43,525 142,673
Exchange adjustments {569) {22) {3,203) {2,084) {5,878)
15,200 347 719,807 41,441 136,795
Charged in year 1,349 80 9,102 3,328 13,858
Disposals (54) 3) (3,624} (3,464} {7,145}
At 31st December 2009 16,495 424 85,285 41,305 143,508
Net book value
At 315t December 2009 69,558 13,067 39,887 12,871 135,383
Included in the above are finance leases with a net book value of £465,542 (2008 £590,542)
Included In addiions are £703,000 (2008 £274,000) of assets acquired on purchase of businesses
13 GOODWILL AND OTHER INTANGIBLE ASSETS
THE GROUP
Acquired Software and Total
intangibles Development  other intangibles intangibles Goadwall
£000 £000 £000 £000 2000
Caost or valuation
At 1st January 2008 2,935 7.440 15,710 26,085 18,697
Exchange adjustments 774 695 2,464 3,833 4,862
3,709 8,135 18,174 30,018 23,559
Additions 11,853 1,640 3,180 16,673 10,002
Disposals/imparrment - - (44) (44) {3,.653)
At 31st December 2008 15,662 9,775 21,310 46,847 29,908
Amortisation
At 1st January 2008 903 4,209 11,310 16,422 -
Exchange adjustments 210 311 1,887 2.408 -
1,113 4,520 13,197 18,830 -
Charged in year 1,889 1,166 1,884 4,939 -
Disposals - - {43) (43) -
At 31st December 2008 3,002 5,686 15,038 23,726 -
Net book value
At 31st December 2008 12,560 4,089 6,272 22,921 29,908
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Notes to the accounts continued

13 GOODWILL AND OTHER INTANGIBLE ASSETS

THE GROUP
Actuired Software and Totat
intangbles Development  other intangbles intangibles Goodwill
2000 £000 £000 £000 £000
Cost or valuation
At 1st January 2009 15,562 9,775 21,310 46,647 29,908
Exchange adjustments (838) (278) (864) {1,980) {1,.615)
14,724 9,497 20,446 44,667 28,293
Addittons 15,143 2,082 1,067 18,292 9,857
Disposals/Imparnent - - (45) {45) -
At 31st December 2009 29,867 11,579 21,468 62,914 38,150
Amortisation
At 1st January 2009 3,002 5,686 15,038 23,726 -
Exchange adjustments (149) (147 {484) (780) -
2,853 5,639 14,554 22,948
Charged In year 2,030 1,269 1,481 4,780 -
Disposals - - {45) {45) _
At 31st December 2009 4,883 6,808 15,990 27,681 -
Net book value
At 31st December 2009 24,984 4,771 5,478 35,233 38,150

Impairment

tn accordance with the requirements of IAS 36, Imparrment of Assets, goodwill I1s allocated to the Group's cash generating units, or
groups of cash generating units, that are expected to benefit fram the synergies of the business combination that gave rise to the

goodwill as analysed In the table below

2009 2008

Goodwill Goodwill

£000 £000

Flexicon A/S, Denmark 8,222 8,913
MasoSine 7.457 -
M & M product unit 3,243 3,658
Sprrax Sarco, Inc USA 3,168 3,515
Alitea product unit 2,670 2,807
UK Supply product unit 2,100 2,304
Sprrax Intervalf, Turkey 2,070 -
Sprrax-Sarco S A S France 1,417 1,551
Watson-Marlow, South Africa 1,263 1,130
Mitech product unit 1,135 1,016
Other cash-generating units 5,505 5314
38,150 29,908

The goodwill balance has been tested for annual impairment on the following basis
The carrying values of goodwill have been assessed by reference to value In use These have been estimated using cash flows

based on forecast information for the next financial year which has been approved by the Board and in the case of recent
acquisitions on detaled annual forecasts

e The key assumptions on which the impairment tests are based are the discount and growth rates and the forecast cash flows

® Pre-tax discount rates range from 13-25%

* Growth rates vary between 1-5% depending on detaled forecasts These rates of growth are conservative when compared to the

annuahsed profit growth of the group over the last few years
* No mmparments were identified as a result of this exercise

The principal value in use assumptions for the Flexicon A/S Denmark goodwill balance were as follows

® Annual monetary growth of 5%
® Pre-tax discount rate of 13%

The principal value in use assumptions for the MasoSine goodwill balance were as follows

® | ong term revenue growth of 2 5-3 5%
® Pre-tax discount rate of 18%

As expected there 1s ittle headroom in the case of recently acquired businesses, which have nat yet had time to develop under the

management of the Group The businesses are performing in accordance with expectations and the key assumptions used above are
appropriate at the year-end As an indication of the headroom Imits, the iImpairment charge that would be required if the discount rate
were increased by 1% 1s £900,000 and that required if long-term revenue growth were decreased by 1% 1s £700,000
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14 LOANS TO SUBSIDIARIES
PARENT COMPANY

2009 2008
£000 £000
Cost
At 1st January 28,716 17,055
Exchange adjustments 595 79
29,311 17,134
Loans 3,099 11,582
At 31st December 32,410 28,716
Amounts written off
At 1st January and 31st December {1,042) (1,042)
Net book value
Al 31st December 31,368 27,674

15 INVESTMENT IN SUBSIDIARIES
PARENT COMPANY

2009 2008
£000 £000
Cost
At 1st January 48,840 48,049
Share options issued to subsidiary company employees 673 791
Holding transferred to other Group company (1,952)
At 31st December 47,561 48,840
Amounts written off
At 1st January and 31st December (994) {924)
Net book value
At 31st December 46,567 47,846

Investments are stated at cost less provisions for any impament in value

Details relating to subsidiary undertakings are given on the inside back cover Except where stated all classes of shares were 100%
owned by the Group at 31st Decernber 2009 The country of incorporation of the principal Group companies 1s the same as the
country of operation with the exception of companies operating in the Urited Kingdem which are incorporated in Great Britain  Erdata
Environmental Services Ltd 1s incorporated in the Republic of Irefand Al are n the fluid control business except Spirax-Sarco Investments
Ltd , Sprrax-Sarco Overseas Ltd , Sarco International Corp , Watson-Marlow Bredel Holdings B v, Spirax-Sarco Engneenng S L,
Spirax-Sarco Engineenng B V and Spirax-Sarco Investments B V which are investment holding companies

16 INVESTMENT IN ASSOCIATES

THE GROUP
2009 2008
£000 £000
Cost of investment 5,212 5212
Share of total equity 4,582 4,184
9,794 9,396
Summansed aggregated financial information {total business)
Revenue 25,863 25,281
Profit for the period 5,634 5574
Assels 17,612 16,346
Liabiites 4,469 4,750
Details of the Group's asscciates at 31st December 2009 are as follows
Name of associate Country of Proportion of Pnncipal
incorporation ownership actvity
and operation interest and
voting power held
Spirax-Marshall Ltd India 48 3% Manufactunng and Selling
Spirax-Sarco Mexicana S A Mexico 49 0% Manufactunng and Seling
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17 DEFERRED TAX ASSETS AND LIABILITIES
Recogrused deferred tax assets and habilities

Deferred tax assets and liabilities are attnbutable to the following

THE GROUP
Assets Liabilties Net
2009 2008 2009 2008 2009 2008
£000 £000 £000 £000 £000 £000
Accelerated capital allowances 1,561 214 {5,505} (4,137) {3,944) (3,923)
Provisions 9,033 5,827 {375) (33 8,658 5,794
Losses 1,151 2,221 - - 1,151 2,221
Inventory 933 611 (1,505) {1,984) 572) (1,373)
Pensions 22,596 23,269 (2,363) (2,798 20,233 20,471
Cther temporary differences 2,807 1,038 (4,911) {4,762) {2,004) (3.724)
Tax assets/(labilites) 38,181 33,180 {14,659) (13,714) 23,522 19,466
Movement in deferred tax dunng the year
2008
THE GROUP
1 January Recognised Recognised 31 December
2008 In Income In equity 2008
£000 £000 £000 £000
Accelerated capital allowances (2,711} (269) (943) {3,923}
Provisions 4,607 721 466 5,794
Losses 810 1,348 63 2,221
Inventory {1,208} 265 (430) {1,373}
Pensions 2,798 (923) 18,596 20,471
Cther temporary differences {944) (2,363) 417) (3,724}
3,352 (1,221) 17,335 19,466
2009
THE GROUP
1 danuary Recognised Recognised 31 December
2009 N INCOMe N equity 2009
£000 £000 2000 £000
Accelerated capital allowances (3,923} (153} 132 (3,944)
Provisions 5,794 3,069 (195) 8,658
Losses 2,221 (1,066) 4 1,151
Inventory {1,.373) 546 255 {572)
Pensions 20,471 (2,305) 2,067 20,233
Other temporary differences 3.724) 2,621 {901) (2,004)
19,466 2,702 1,354 23,522
Amounts recogrised in equity include tems ansing from acquisitions
Movement in deferred tax duning the year
2008
PARENT COMPANY
1 January Recognised Recognised 31 December
2008 mn INcome I equity 2008
£000 £000 £000 £000
Other temporary differences 433 (42) (235} 156
433 {42) {235} 156
2009
PARENT COMPANY
1 January Recognised Recognised 31 December
2009 In Ncome N equity 2009
£000 £000 £000 £000
Cther temporary differences 166 232 62 450
156 232 62 450
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18 INVENTORIES

THE GROUP
2009 2008
£000 £000
Raw matenals and consumables 30,476 38,321
Work in progress 14,063 16,213
Finished goods and goods for resale 41,940 47,848

86,479 102,382

19 OTHER CURRENT ASSETS

THE GROUP PARENT COMPANY
2009 2008 2009 2008
£000 £000 £000 £000
Other receivables 6,834 7,334 - -
Prepayments and accrued income 4,758 5,540 50 97
11,592 12,874 50 97
20 TRADE AND OTHER PAYABLES
THE GROUP PARENT COMPANY
2009 2008 2009 2008
£000 £000 £000 £000
Trade payables 25,510 28,686 - -
Bills of exchange payable 774 2,364 - -
Social secunty 3,831 4,051 - -
Cther payables 22,543 21,036 318 256
Accruals 26,677 24,874 969 1,736
79,335 81,010 1,287 1,992
21 CURRENT TAX PAYABLE
THE GROUP PARENT COMPANY
2009 2008 2009 2008
£000 £000 £000 £000
UK Corporation tax 327 1,136 - 615
Forexgn tax payable 7,811 10,796 - -
8,138 11,932 - 615
22 OBLIGATIONS UNDER FINANCE LEASES
THE GROUP
Minimum Present value
lease payments lease payments
2009 2008 2009 2008
£000 £000 £000 £000
Amount payable
Within 1 year 69 98 50 g7
1-5 years inclusive 215 269 191 221
After 5 years - 19 - 19
284 385 241 307
Add future finance charges 43 79
Minimum lease payments 284 386 284 386
Less Due for settlement in <1 year 50 67
Due for settlerment in >1 year 234 319
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Notes to the accounts continued

23 PROVISIONS

THE GROUP
Warranty
and other
Prowvisikons
2009 2008
£000 £000
Provisions at 1st January 1,182 1,343
Exchange adjustments {66) 147
1,116 1,490
Net charge for the year - -
Increase In the year 325 (308)
Prowisions at 31st December 1,441 1,182
24 CALLED UP SHARE CAPITAL
THE GROUP PARENT COMPANY
2009 2008 2009 2008
£000 £000 £000 £000
Ordinary shares of 25p each
Authonsed 120,000,000 30,000 30,000 30,000 30,000
Allotted, called up and fully pad 77,238,516 {2008 77,227,516) 19,310 19,307 19,310 19,307

11,000 shares were issued pursuant to the Spirax-Sarco Engineenng Share Option Schemes for a consideration of £44,774 receved

by the Company

At 31st December B46,847 treasury shares were avalable for use mn connection with the Group's Employee Share Schemes

Directors and 125 other senior employees and former employees of the Group have been granted options to purchase 1,418,345

ordinary shares with an aggregate nominal value of £354,836 (Note 28)

25 RETURN ON CAPITAL EMPLOYED

THE GROUP
2009 2008
£000 £000

Capital employed

Property, plant and equipment
Prepayments

Inventones

Trade recevables

Other current assets

Tax recoverable

Trade and other payables
Current tax payable

135,383 122,897
1,124 900
86,479 102,382
118,835 124,505
11,592 12,874
1,896 1,118
(79,335) 81,010)
(8,138) (11,932)

Capital employed

267,836 271,824

Average capital employed

269,830 241,083

Operating profit 76,522 81,028

Exceptional headcount reduction, and amortisation and imparrment

of acquision-related intangibles 13,416 4641
89,938 85,669

Return on capital employed 33.3% 355%
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26 CAPITAL COMMITMENTS

THE GROUP PARENT COMPANY
2009 2008 2009 2008
£000 £000 £000 £000
Capital expenditure contracted for but not provided 3,456 3,615 - -
27 OPERATING LEASE OBLIGATIONS
THE GROUP
2009 2008
£000 £000
Commitments under non-cancellable feases due as follows
Within 1 year 3,168 2,846
1-5 years inclusive 4,851 4,673
After 5 years 1,063 884
9,082 8,403

Operating leases are primarily in respect of property, plant and equipment

28 EMPLOYEE BENEFITS
Pension plans - The Group

The Group 1s accounting for pension costs in accordance with International Accounting Standard 18

The disclosures shown here are n respect of the Group's Defined Benefit Obligations  Other plans operated by the Group
were ether Defined Contribution plans or were deemed immatenal for the purposes of IAS 19 reporting

The total expense relating to the Group's Defined Contribution pension plans in the current year was £5,215,000
{2008 £4,485,000)

Of the Defined Benefit plans, the plans in the UK and USA held most of the llabiity The post-retirement mortality assumptions n
respect of these plans may therefore be considered matenal The UK schemes assume that post-retrernent mortality follows the PAGD
series tables, with medium cohort improvernents subject to minimum improvements of 1% per annum, and depending on a member's
year of birth An adjustment 1s then made for each plan to reflect the profile of membership This basis gives a Iife expectancy of

20 years and 22 years respectively for a male and female currently aged 65 These figures reflect the generally recognised trend of
increased longevity The USA schemes use the RP-2000 mortality table with AA scale projected through 2010 Life expectancy under
this table 1s 19 years and 21 years respectively for a male and female currently aged 65 These assumptions are regularly reviewed in
hght of scheme specific experience and more widely avallable statistics

The financial assumptions used at 31st December were
Assurnptons weighted by value of iabilities
% per annum

UK pensions Overseas pensions

and medical

2009 2008 2009 2008

Rate of increase in salanes 4.0 41 3.5 37
Rate of increase in pensions 3.4 31 1.8 20
Rate of price inflation 3.5 30 2.6 27
Miscount rate 5.7 63 5.6 62
Medical trend rate 5.0 50

The assumptions used by the actuary are the best estmates chosen from a range of possible actuarial assumptions, which, due to the
timescale covered, may not necessanly be borne out In practice
Assumptions weighted by value of assets
% per annum

UK pensions Overseas pensions

and medical

2009 2008 2009 2008

Expected rate of return on assets (weighted average} 7.6 76 7.3 75
Equities 8.4 84 8.2 82
Bonds 4.9 51 5.2 51
Other 5.7 65 3.8 49
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28 EMPLOYEE BENEFITS (continued)}

The market value of the schemes’ assets, which are not intended to be realised in the short term and may be subject to significant change

before they are realised, at 31st December 2008 were

UK pensions QOverseas pensions Total
and medical

2009 2008 2009 2008 2009 2008

£000 2000 £000 £000 £000 £000

Equmies 144,239 112,461 17,279 12,616 161,518 125,077
Bonds 35,719 28,702 5,231 6,555 40,850 35,257
Other 5,189 6,653 3,490 3,455 8,679 10,108
Total market value in aggregate 185,147 147,816 26,000 22,626 211,147 170,442

The actual return on plan assets was £38 9 milhon (2008 £45 1 milion loss)

The effect of an increase of one percentage pont and the effect of a decrease of one percentage pont In the assumed medical trend

rates 15 as follows

Qverseas Total
1% 1% 1% 1%
ncrease decrease ncrease decrease
£000 £000 £00C0 £000
Aggregate of service cost & interest cost components of
post-retirement medical plans 4 (3) 4 3
Accumulated post-employment benefit obligation for
medical costs 19 (16) 19 (16)
The amounts recognised In the consclidated balance sheet are determined as follows
UK pensions Cverseas pensions Total
and medical
2009 2008 2009 2008 2009 2008
£000 £000 £000 £000 £000 £000
Fair value of schemes’ assets 185,147 147,816 26,000 22,626 211,147 170,442
Present value of funded schemes’
labiities (234,657) (194,890} (35,592) (33,447) (270,249) (228,337)
{Deficit) In the funded schemes {49,510) (47,074} (9,6592) (10,821} (59,102) (57,895)
Present value of unfunded schemes’
hablities - - (14,661} (15,822 (14,661) {15,822
Retirement benefit liability recognised
in the balance sheet (49,510) (47,074) (24,253) {26,643) (73,763) (73,717}
Related deferred tax asset 13,863 13,181 6,653 11,347 20,516 24,528
Net pension liability (35,647) (33.893) {17,600) {15,296} {53,247) (46,189)
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The movements In the Defined Benefit Obligation (DBO) recognised in the balance sheet dunng the year were

UK pensions Overseas pensions Total
and medical
2009 2008 2009 2008 2009 2008
£000 2000 £000 £000 £000 £000
Defined benefit obligation at beginning
of year (194,890) (192,.612) (49,269) (37,441) {244,159) {230,053}
Current service cost {5,738) (6,422 {2,180) {1,579) (7,918} {8,001)
Interest cost (11,994) (11,189) {2,672) {2,642} {14,666) (13,831}
Contributions by members {114) {102) - - (114) (102)
Actuanal gan/{loss) (29,536) 18,978 {2,196) 702 (31,732) 19,680
Actual benefit payments 8,558 6,805 2,793 2,675 11,351 9,280
Settlement, curtailment - - {101) 1,508 {101) 1,508
Experence gain/(loss) (943) (10,148) (752) 992} {1,695) {11,140)
Currency gain/(oss} - - 4,124 {11,500} 4,124 {11,500
Defined benefit obligation at end of year (234,657) (194,890) (50,253} (49,269) (284,910) (244,159)
The movements In the farr value of plan assets dunng the year were
UK pensions Qverseas pensions Total
and medical
2009 2008 2009 2008 2009 2008
£000 £000 £000 2000 £000 2000
Value of assels at beginning of year 147,816 184,588 22,626 23,932 170,442 208,520
Expected return on assets 11,361 13,438 1,541 2,272 12,902 15,710
Actuanal gain/{loss) 22,761 {51,249) 3,251 19,522} 26,012 {60,771)
Contributions pad by employer 11,653 7,542 3,118 2,971 14,771 10,513
Contributions paid by members 114 102 - - 114 102
Actual benefit payments {8,558) {6,605) {2,793) {2,675) {11,351) {9.280}
Settlernent, curtaiment - - - (1,616} - {1,616}
Currency gan/(loss) - - {1,743) 7.264 {1,743) 7.264
Value of assets at end of year 185,147 147,816 28,000 22,626 211,147 170,442
The estimated employer contnbutions to be made in 2010 are £15,189,000
The history of experence adjustments 1s as follows
2009 2008 2007 2006
£000 £000 £000 £000
Defined benefit obligation at end of year (284,910) (244,159) (230,053) (228,274)
Farr value of schemes' assets 211,147 170,442 208,520 108,682
Retirement benefit bability recognised in the balance sheet {73,763} {73,717} (21,533} {29,592)
Experence adjustment on schemes' liabilities {1,695) {11,140) 6,913} 481
As a percentage of schemes' llabilities 0.6% 4 6% 30% 02%
Experence adjustment on schemes' assets 26,012 (60,771) (11,095} 2,663
As a percentage of schemes' assets 12.3% 35 7% 53% 13%
The expense recognised in the Income statement was as follows
UK pensions Cverseas pensions Total
and medical
2009 2008 2009 2008 2009 2008
£000 £000 £000 £000 £000 £000
Current service cost (5,738) 6,422) {2,186) (1,296) (7,924) (7,718)
Settlemnent curtaiment
and termination benefits - - {104) - {104) -
Interest on schemes’ habilities {11,994) (11,189 {2,709) {2,136) {14,703) {13,325)
Expected return on schemes' assets 11,361 13,438 1,566 1,812 12,927 15,250
Total expense recognised in
income statement (6,371) (4,173) {3,433) (1,620} {9,804) {5.793)
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28 EMPLOYEE BENEFITS {(continued)

The expense 1s recognised in the fallowing line items In the Income statement

2009 2008
£000 £000
Operating costs (8,028) (7,718}
Financial expenses {14,703) (13,325}
Financial ncome 12,927 15,250
Total expense recognsed In Ncome statement {9,804) (5,793}
Statement of comprehensive income  {OCI)
UK pensions QOverseas pensions Total
and medical
2009 2008 2009 2008 2009 2008
£000 £000 £000 £000 £000 £000
Actuanal loss recognised in OCI (7,718) (42,419) (82) (7.669) (7,800) {50,088)
Deferred tax on actuanal amount
recogrised in OCI 2,161 11,565 (55) 6,143 2,106 17,708
Cumulative loss recognised in OCl
at beginning of year (34,620) (3,766) (3,258) (1,732 {37,878) (5,498}
Cumulative toss recognised in OCl
at end of year {(40,177) (34,620) (3,395} {3,258) (43,572) (37,878)

Pension plans - Parent company
The parent cormpany 1 accounting for pension costs in accordance with International Accounting Standard 19

The disclosures shown here are in respect of the parent company's Defined Benefit Cbligations Cther plans operated by the parent
company were Defined Contnbution plans

The total expense relating to the parent company's Defined Contribution pension plans in the current year was £91,894
(2008 £94,143}

The post-retirement mortality assumptions In respect of the parent company Defined Benefit Scheme follows the PAQOQ senes tables,
with medium cohort improvements subject to minmum improvements of 1% per annum, and depending on a member's year of birth
This basis gives a life expectancy of 20 years and 22 years respectively for a male and female currently aged 65 These figures reflect
the generally recogrised trend of increased longewvity These assumptions are regularly reviewed in hght of scheme specific experience
and more widely avallable statistics

The financial assumptions used at 31st December were
Assumptions weighted by value of kabilities

% per annum

UK pensions

2009 2008

Rate of increase in salanes 4.5 45
Rate of mcrease 1n pensions 3.4 31
Rate of price inflation 3.5 30
Discount rate 5.7 63

The assumptions used by the actuary are the best estimates chosen from a range of possible actuanal assumptions, which, due to the

timescale covered, may not necessanly be borne out in practice

Assumptions weighted by value of labilbes

% per annum

UK pensions

2009 2008

Expected rate of return on assets (weighted average) 7.6 76
Equities 84 84
Bonds 4.9 51
Other 5.7 65
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The market value of the scheme's assets, which are not mtended to be realised in the short term and may be subject to significant
change before they are realised, at 31st December 2009 were

UK pensions
2009 2008
£000 £000
Equities 30,823 24,001
Bonds 7,748 6,439
Cther 1,222 1,494
Total market value in aggregate 39,793 31,934
The actual return on plan assets was £7 1 milion (2008 £8 1 million loss)
The amounts recognised in the consolidated balance sheet are determined as follows
UK pensions
2009 2008
£000 £000
Farr value of scheme's assets 39,793 31,934
Present value of funded scheme's habiliies {51,000) (43.200)
Retirement benefit (labity)/asset recognised in the balance sheet {(11,207) (11,2686)
Related deferred tax - -
Net pension {liability}/asset {11,207) (11,268)
The movements in the Defined Benefit Obligation (DBO) recognised in the balance sheet during the year were
UK pensions
2009 2008
£000 2000
Defined benefit obligation at beginning of year {43,200) (40,700)
Current service cost {8086) (949)
Interest cost (2,641) {2.323)
Change in assumptions on DBO (6,200) 2,300
Actual benefit payrments 1,815 2,656
Expenence (loss)/gan 32 (4,184)
Defined benefit obigation at end of year {51,000} {43.200)
The movements in the far value of plan assets dunng the year were
UK pensions
2009 2008
£000 £000
Valus of assets at beginning of year 31,934 41,238
Expected return on assets 2,439 2,942
Actuanal (loss)/gan 4,611 {11,031)
Contributions paid by employer 2,624 1,441
Actual benefit payments {1,815} (2,656)
Value of assets at end of year 39,793 31,934
The estimated employer contributions to be made in 2010 are £3,473,000
The history of expenence adjustments is as follows
2009 2008 2007 2006
£000 £000 £000 £000
Defined benefit ohligation at end of year {51,000) {43,200) {40,700) (41,319)
Farr value of scheme's assets 39,793 31,934 41,238 38,223
Retirement benefit asset/liabiity) recogrised in the balance sheet {11,207) (11,266) 538 {3,0986)
Experence adjustment on scheme's habilities 32 {4,784) 32) 115
As a percentage of scheme's liabilities 0.1% 97% 0 1% 03%
Experience adjustment on scheme's assets 4,611 (11,031} (2,366) 459
As a percentage of scheme's assets 11.6% 34 5% 57% 12%
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Notes to the accounts continued

28 EMPLOYEE BENEFITS (continued)

The expense recognised in the income statement was as follows

UK pensions

2009 2008

£000 £000

Current service cost (806) (949)

Interest on schemes’ labilities (2,641) (2.323)

Expected return on schemes’ assets 2,439 2,842

Total expense recogrised in income statement (1,008) (330}
Staterment of comprehensive income (OCI)

UK pensions

2009 2008

£000 £000

Actuanal loss recognised n OCI {1,557) (12,915)

Deferred tax on actuanal amount recognised in OCI - -

Cumulative loss recognised in OCI at beginning of year (14,829) (1,814)

Cumulative loss recogrised in OCI at end of year {16,386) {14,829

Share-based payments - The Group

Disclosures of the share-based payments offered to employees are set out below More detall on each scheme 1s given in the
Directors’ Remuneration report on pages 39 to 45 The charge to the iIncome statement in respect of share-based payments 1s made
up as follows

2009 2008

£000 £000

Share Option Scheme 686 809
Performance Share Plan 500 605
Employee Share Ownership Plan 743 691
Total expense recognised In Income statement 1,929 2,105

a) Share Option Scheme

The Group operates equity settled share option schemes for employees Awards are determined by the Remuneration Committee
whose objective s to align the interests of employees with those of shareholders by giving an incentive linked 10 added shareholder
value Options are subject to performance condrtions, which If met make the options exercisable between the third and tenth
annversary of the date of grant For options granted from 1995 to 2001 the performance condition 1s an increase n EPS of more than
6% greater than the Increase In the UK retail pnces index over a consecutive three year pencd between grant and ten years from date
of grant From and including the 2002 options the increase n EPS was revised to 9% greater than the ncrease n the UK retal pnce
index over a three year consecutive penod and from 2007 the performance condition needs to be met over the three year penod from
1st January prior to the date of the grant If the condition 15 not met at the end of the three year penicd the option wall lapse

The share options granted have been measured by Towers Watson LLP, Actuanes and Consultants, using the Present Economic Value
(PEV) valuation methodology The relevant disclosures in respect of the share optton scheme grants are set out below

2005 2006 2007 2008 2009

Grant Grant Grant Grant Grant
Grant date 21st Apnl 24th March 26th March 12th March 11th March
Exercise price 686 Op 960 0p 1019 6p 959 Op 765.0p
Number of employees 66 67 67 71 70
Shares under option 359,600 340,600 337,400 311,700 223,500
Vesting penod 3 years 3 years 3 years 3 years 3 years
Expected volatiity 20% 20% 20% 20% 25%
Rrsk-free interest rate 4 6% 4 4% 51% 4 3% 2.5%
Expected dmdend yeld 4 0% 25% 25% 3 0% 3.5%
Farr value 121 5p 209 3p 236 Bp 211 7p 145.5p
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The number and weighted average exercise prices of share options are as follows

Option (exercise price) Qutstanding at Granted Exercised Lapsed Qutstanding at
start of year dunng year dunng year dunng year end of year

1999 grant (525p}) 25,000 (25,000
2000 grant (319 2p) 14,000 {8,500 5,500
2001 grant {397 7p) 14,000 (7,500 6,500
2002 grant {436p) 36,000 (9,500 26,500
2003 grant {394 5p) 79,224 (19,224) 60,000
2004 grant {541 9p) 101,123 (22,340 78,783
2005 grant {(686p) 192,255 62,893) 129,362
2006 grant {960p) 307,400 {14,000 {17,800) 275,600
2007 grant (1019 6p) 322,500 (10,500) 312,000
2008 grant {959 Op) 311,700 (8,600) 303,100
2009 grant {765 Op) 223,500 (1,500) 222,000
1,403,202 223,500 {168,957) (38,400) 1,419,345
Weighted average exercise pnce £8 41 £7 65 €587 £968 £8 55
Weighted average contractual life remaining 6 9 years

Performance conditions in respect of all exercisable shares have been met

b) Performance Share Plan

Awards under the Performance Share Plan are made to executive directors and take the form of contingent nghts to acquire shares,
subject to the satisfaction of a perfformance target To the extent that they vest, awards may be satsfied in cash, in shares or an
option over shares For awards granted up to 2007 the performance target is based on the Company's total shareholder return (TSR}
relative to the TSR of other companies included in the FTSE All-Share Industral Engineering Sector over a three year performance
penod where awards will vest on a siding scale All shares within an award will vest if the Company's TSR 1S at or above the upper
quartle 25% waill vest f the TSR 1s at the median and the number of shares that will vest will be calculated pro-rata on a straight

line basis between 25% and 100% if the Company's TSR falls between the median and the upper quartiie No shares will vest f

the Company's TSR 1s below the median The performance cntena for awards from 2008 onwards are split Into two separate parts
The vesting of the first part, amounting to 60% of the award, 1s based on the existing TSR measure The vesting of the second part,
amounting to 40% of the award, 1s subject to achievernent of a target based on aggregate EPS over a three year performance penod
25% will vest If the compound growth in EPS 15 equal to 5% and 100% will vest if the compound growth in EPS 1s equal to or exceeds

11%, there 15 pro-rata vesting for actual growth between these two rates

Shares awarded under the Performance Share Plan have been valued by Towers Watson using the Monte Carlo simulation valuation
methodclogy The relevant disclosures in respect of the Performance Share Plan grants are set out below

2007 2007 2008 2009

Grant Grant Grant Grant
Grant date 26th March 10th September 12th March 11th March
Mid market share pnce at grant date 1019 6p 975 0p 959 0p 765.0p
Number of employees 7 1 5 5
Shares under scheme 83,200 17,538 131,540 128,146
Vesting pencd 3 years 3 years 3 years 3 years
Probability of vesting 48% 47% 65 4% 69.1%
Probability of ceasing employment before vesting zero Zero Zero zero
Far value 489 4p 458 3p 627 2p 528.6p

c¢) Employee Share Ownership Plan

UK employees are eligible to participate in the Employee Share Ownership Plan (ESOP) The aim of the Plan i1s to encourage increased
shareholding In the Company by all UK employees and so there are no performance condiions Employees are invited to join the Plan
when an offer 1s made each year Indmduals save for 12 months dunng the accumulation penod and subscrbe for shares at the lower
of the price at the beginning and the end of the accumulation penod under HMRC rules The Company provides a matching share for

each share purchased by the indivduat

Shares 1ssued under the Employee Share Ownership Plan have been measured by Towers Watson LLP, Actuanes and Consultants,
using the Present Economic Value {(PEV) valuation methodology The relevant disclosures in respect of the Employee Share Ownership

Plans are set out below

2005 2006 2007 2008 2009

ESOP ESOP ESOP ESOP ESOP
Grant date 1st October 1st October 1st October 1st October 1st October
Exercise pnce 7857p 923 3p 1019 3p S08 Bp 1039.7p
Number of employees 847 a10 046 985 944
Shares under scheme 70,227 67,380 66,525 80,087 69,788
Vesting period 3 years 3 years 3 years 3 years 3 years
Expected volatility 20 0% 20 0% 20 0% 200% 25.0%
Risk free interest rate 4 3% 50% 52% 3 8% 0.6%
Expected dividend yield 30% 25% 2 5% 30% 3.5%
Fair value 827 3p 982 4p 1086 6p 953 3p 1093.7p

The accumulation penod for the 2009 Plan ends in September 2010, therefore some figures are projections

Share-based payments - Parent Company

Disclosures of the share-based payments offered to employees of the parent company are sst out below The descnption and
operation of each scheme s the same as outined in the Group disclosure set out above
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Notes to the accounts continued

28 EMPLOYEE BENEFITS (continued)

a) Share Option Scheme

The equity settled share options 1ssued to employees of the parent company are charged In the parent company’s income statement
The relevant disclosures In respect of the share option scheme grants are set out below

2005 2006 2007 2008 2009
Grant Grant Grant Grant Grant
Grant date 21st April 24th March 26th March 12th March 11th March
Exercise price 686 Op 960 Op 1019 6p 959 Op 765.0p
Number of employees 2 2 2 1 1
Shares under option 8,400 9,500 8,500 3,500 2,500
Vesting penod 3 years 3 years 3 years 3 years 3 years
Expected volatiity 20% 20% 20% 20% 25%
Risk-free interest rate 4 6% 4 4% 51% 4 3% 2.5%
Expected dmdend yeld 4 0% 2 5% 25% 30% 3.5%
Far value 121 5p 209 3p 236 8p 211 7p 145.5p
The number and weighted average exercise prices of share options are as follows
Option {exercise pnce) Qutstanding at Granted Exercised Lapsed Cutstanding at
start of year during year durnng year during year end of year
1999 grant (525p) 15,000 {(15,000)
2002 grant (436p) 17,500 17,500
2003 grant (394 5p) 35,000 35,000
2004 grant (541 9p) 39,253 39,253
2005 grant (686p) 6,062 8,062
2006 grant (360p} 6,000 6,000
2007 grant (1019 6p) 8,500 8,500
2008 grant (959 Op) 3,500 3,500
2009 grant (765 Op) 2,500 2,500
130,815 2,500 {15,000) 118,315
Weighted average exercise price £554 £7 65 £5 25 £5 63
Waighted average contractual life remaining 4 2 years
Performance conditions in respect of all exercisable shares have been met
b} Performance Share Plan
The relevant disclosures in respect of the Performance Share Plan grants are set out below
2007 2007 2008 2009
Grant Grant Grant Grant
Grant date 26th March 10th September 12th March 11th March
Mid market share price at grant date 1019 6p 875 Op 959 Op 765.0p
Number of employees 7 1 5 5
Shares under scheme 93,200 17,538 131,540 128,146
Vesting perod 3 years 3 years 3 years 3 years
Probability of vesting 48% 47% 65 4% 69.1%
Probability of ceasing employment before vesting zero Zero zero zero
Far value 489 4p 458 3p 627 2p 528.6p
29 ANALYSIS OF CHANGES IN NET CASH
THE GROUP
At 1st January Exchange At 31st December
2009 Cash flow movement 2008
£000 £000 £000 £000
Current portion of long term borrowings (176) (63)
Non-current portion of long term borrowings (25,521) {44,255)
Short term borrowings (9,008) {9,284)
Total borrowings (34,705) (53,602)
Compnsing
Baorrowings (34,319) (20,614) 1,615 {53,318)
Finance Leases (386) 67 35 (284)
(34,705) {20,547) 1,650 (53,602)
Cash and cash equivalents 54,140 7,390 664 62,194
Bank overdrafts {2,045) 1,319 167 (559)
Net cash and cash equivalents 52,095 8,708 831 61,635
Net cash 17,390 (11,838) 2,481 8,033
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30 RELATED PARTY TRANSACTIONS

2009 2008
THE GROUP £000 £000
Sales to associated companies 1,259 1,266
Divdends from associated companies 1,498 1,063
Amounts due from associated companies at 31st December 237 310
2009 2008
PARENT COMPANY £000 000
Diadends received from subsidianes 49,500 62,800
Loans and amounts due from subsidianes at 31st December 93,331 73,490
Amounts due to subsichanes at 31st December 941 841
The transactions above were priced on an arm’s length basis and on standard bustness terms
31 PURCHASE OF BUSINESSES
2009
MasoSine Other acquistions Total
Book v Far Book Fv Far Fawr
value adj value value ad valua value
£000 £000 £000 £000 £000 £000 £000
Fixed assets
Property, plant and equipment 485 - 485 218 - 218 703
Intangibles - 13,214 13,214 - 1,605 1,605 14,819
485 13,214 13,699 218 1,605 1,823 15522
Current assets
Inventones 283 - 283 473 {105) 368 651
Trade recevables 1,685 - 1,585 — - - 1,685
1,868 - 1,868 473 {105) 368 2,236
Total assets 2,353 13,214 15567 691 1,500 2191 17,758
Current liabilies - - - - - - -
Long term liabiities - - - - - - -
Total labiibes - - - - — - —
Total net assets 2,353 13,214 15567 691 1,500 2191 17.758
Goodwill 7,392 2,436 9,828
Purchase consideration 22,959 4,627 27,586
Satisfied by Cash pad 21,930 2,408 24,338
Deferred consideration - 1,766 1,766
Expenses 1,029 453 1,482
22,959 4,627 27,586
Analysis of net flow of cash and cash equivalents in respect of purchase of subsidiaries
Cash consideration 25,710
Expenses 1,482
Net cash outflow 27,192

1 The acquisition of the trade and assets of the Maso and Sine businesses, based in Germany was completed on 27th August 2009
The acquisition method of accounting has been used Consideration of £21,930,000 was paid on completion The book value of
intangibles has been adjusted to reflect Spirax Sarco's accounting policies in order to armve at ther far value

2 The acquisition of the trade and assets of Intervalf business, based in Turkey was completed on 1st October 2008 The acquisition
method of accounting has been used Consideration of £2,077,000 was paid on completion The book value of intangibles has been

adjusted to reflect Spirax Sarco’s accounting policies in order to amve at farr value

3 The acguisiion of the Watson-Marlow Swiss distnbutor was completed on 31st January 2009 The acquisition method of

accounting has been used Consideration of £331,000 was paid on completion

Had the acquisitions all taken place on st January 2009, rather than the actual acquisiion dates, the effect on Group revenue and
profit after tax would have been approximately, revenue £8,500,000 and profit after tax £1,500,000
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31 PURCHASE OF BUSINESSES {continued)

2008

Rexcon A/S Other acquisitions Total
Book 3% Fair Book Fv Far Far
value ad) value valug adj value value
2000 £000 £000 £000 £000 £000 £000

Fixed assets
Property, plant and equipment 100 - 100 154 20 174 274
Intangibles - 8,437 8,437 177 773 950 9,387

100 8,437 8,537 331 793 1,124 9,661

Current assets

Inventories 744 - 744 265 (26) 239 083
Trade receivables 1,518 - 1,518 1,03 {4) 1,032 2,550
Other recevables - - - 24 - 24 24
Cash 55 - 55 100 - 100 155
2,317 - 2,317 1,425 (30) 1,395 3,712
Total assets 2,417 8,437 10,854 1,756 763 2,519 13,373
Current liabiities

Trade payables - - - 538 - 538 538
Other payables and accruals 45 - 45 184 60 244 289
Deferred tax - 2,108 2,108 - - - 2,108
Short term borrowing 849 - 849 215 - 215 1,064
8924 2,109 3,003 aa3r 60 897 4,000
Long term habiities 125 - 125 - - - 125
Total labilties 1,019 2,109 3,128 937 60 997 4,125
Total net assets 1,398 6,328 7,726 819 703 1,522 9,248
Goodwill 6,856 1,010 7,866
Purchase consideration 14,582 2,532 17,114
Satsfied by Cash pad 11,422 2110 13,632
Deferred consideration 2,817 223 3,040
Expenses 343 199 542
14,582 2,532 17,114

Analysis of net flow of cash and cash equivalents in respect of purchase of subsicianes
Cash constderation 13,398
Expenses 541
Net cash outflow 13,939

1 The acquisiton of Flexicon A/S, based in Denmark was completed on 11th February 2008 The transaction also resulted in the
Group obtaning full ownership of Flexicon's distnbution company for the USA, Flexicon Amernica Inc The acquisiion method of
accounting has been used Consideration of £11,422,000 was paid on completion Separately identifiable intangibles are recorded as
part of the far valus adjustment Goodwill reflects the significant synergies in market coverage and cost savings that can be achewved
by being part of a larger group

2 The acquisition of Colma Srl, based in Italy was completed on 31st March 2008 The acquisition method of accounting has been
used Consideration of £480,000 was paid on completion Intangibles, inventory, trade recevables and other payables and accruals
has been adjusted to reflect Spirax Sarco’s accounting policies in order to arnve at fair value

3 The acquisthion of the assets and business of Distant Star CC based in South Afnca was completed on 30th June 2008
The acquisition method of accounting has been used Consideration of £90,000 was pad on completion Separately identifiable
intangibles are recorded as part of the far value adjustment

4 The acquisition of PAK Machinery Limited based in the UK was completed on 3rd November 2008 The acquisiton method of
accounting has been used Consideration of £450,000 was paid on completton Separately identifiable intangibles are recorded as part
of the far value adjustment

5 The acquisition of the 4 89% minonty share of Spirax Sarco S A based in Span was completed on 19th December 2008 The
acquisition method of accounting has been used Consideration of £777,000 was paid on completion

Had the acquisitions all taken place on 1st January 2008, rather than the actual acquisiion dates, the effect on Group revenue and
profit after tax would not have been sigrificant
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32 DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS

The Group does not enter into significant denvative transacttons The Group's principal financial instruments compnse bank loans,
cash and short term depesits The main purpose of these financial Instruments 1s to rase finance for the Group's operations The
Group has vanious other financial instruments such as trade debtors and trade creditors, which anse directly from its operations 1t 1s,
and has been throughout the penod under review, the Group's policy that no trading in financial mstruments shall be undertaken

The main nsks ansing from the Group's financial instruments are credit nisk, interest rate nsk, hquidty nsk and foreign currency
nsk The Board reviews and agrees policies for managing each of these nsks and they are summansed below These policies have
remaned fundamentally unchanged since the beginming of 2000

Credit nisk

The Group sells products and services to customers around the world and it's customer base s vaned in size and industry sector
The Group operates credit control policies to assess customers' credit ratings and provides for any debt that 1s identified as non
collectable Histoncally losses from trade recevables have been low

interest rate risk
The Group borrows in desired currencies at both fixed and floating rates of interest as appropnate to the purposes of the borowing
depending on which gives best value

Liguidity risk
The Group's objective 18 to maintain a balance between continuty of funding and flexibility through the use of overdrafts, loans and
finance leases as appropriate

Foreign currency risk

The Group has operations around the world and therefore its balance sheet can be affected significantly by movements in the rate of
exchange between sterling and vanous other currencies particularly the US dollar and euro The Group seeks to mitigate the effect of
this structural currency exposure by borrowing in these cumrencies where appropriate while maintaining a low cost of debt

The Group also has transactional currency exposures pnncipally as a result of trading between Group companies Such exposures
anse from sales or purchases by an operating unit In currencies other than the unit's functional curmency Net cash flows between any
two currencies of less than £1m per annum would not usually be considered sufficiently matenal to warrant forward cover Forward
cover 1$ not taken out more than twelve months in advance or for more than 80% of the forecast exposure

Interost rate risk profile of financial habilities
The interest rate profile of the financial labiities of the Group as at 31st December was as follows

2008 THE GROQUP
Fixed rate Floating rate Financial habilities
financial financial on which no
Total habilitres llabities interest 1§ paid
£000 £000 £000 £000
Euro 21,696 1,003 - 20,693
US dollar 17,261 - 15,267 1,994
Other 47,514 1,133 19,347 27,034
86,471 2,136 34,614 49,721

2009 THE GROUP
Fixed rate Floating rate Financial liabilities
financial financiat on which no
Total habilities liabihtes interest 1s pad
£000 £000 £000 2000
Euro 35,163 748 17,766 16,649
US dollar 14,518 - 12,422 2,096
Other 52,533 3,995 19,230 29,308
102,214 4,743 49,418 48,053

In respect of fixed rate financial labilities the interest rate for euro financial habilties 15 1% fixed for 01 years The interest rate for
Korean Won financia! liabiliies 1s 4 9% fixed for O 4 years, and the interest rate for Chinese RMB financial hiabilities 1s 4 9% fixed for
09 years

2008 THE PARENT
Fixed rate Aoating rate Financal labilities
financial financial on which no
Total llabiities abilties nterest 1s pad
£000 £000 £000 £000
Euro - - — —
US dollar - - - -
Other (Sterling) 256 - - 256
256 - - 256
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Notes to the accounts

continued
32 DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS (continued)
2009 THE PARENT
Fixed rate Floating rate Financial liabilities
financial financial on which no
Total labinies labilties interest s paid
£000 T000 £000 £000
Euro - - — _
US dollar - - - -
Other (Stering} 318 - - 318
318 - - 318
The benchmark rates for the floating rate financial labilities are as follows
US dollar } LUBOR
Euro LIBOR/EURIBOR
Terms and debt repayment schedule
The terms and conditions of outstanding loans were as follows
2009 2008
Currency Nomina! Year of Carrying Carrying
interest rate maturity value valug
£000 £000
Unsecured Bank Facility CZK LIBOR + 0 5% 2012 774 828
Unsecured Bank Facility < - 2010 67 7
Unsecured Bank Facility € 1% 2010 493 659
Unsecured Bank Faciity € LIBOR + 2% 2012 17,699 -
Unsecured Bank Facility RMB 4 89% 2010 3,630 510
Unsecured Bank Facility WON 4 93% 2010 337 4,749
Unsecured Bank Facility WON 476-605% 2010 5,316 5,323
Unsecured Bank Facility WON 364% 2012 4,788 -
Unsecured Bank Facility ZAR  PRIME - 1 94% 2012 3,364 3,100
Unsecured Bank Facility $ - - - 1,378
Unsecured Bank Facility $ 079% 2011 12,422 13,889
Unsecured Bank Facility DKK - - - 166
Unsecured Bank Facility Yen 147% 2013 4,989 5,755
Finance Leases € 410% 2010-2014 255 336
Finance Leases Roubles - 2010-2014 29 50
54,161 36,750

Interest rate risk profile of financial assets

The interest rate profile of the financial assets of the Group as at 31st December was as follows

2008 THE GROUP
Floating rate Financial assets
financial on which no
Total assets interest 15 earned
£000 L2000 £000
Sterling 20,211 6,193 14,018
Other 165,858 30,754 135,104
186,069 36,947 149,122

2009 THE GROUP
Floating rate Financial assets
financial on which ro
Total assets Interest 15 earned
£000 £000 2000
Sterling 23,962 10,830 13,132
Cther 163,901 34,380 129,521
187,863 45,210 142,653
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2008 THE PARENT

Foating rate Financial assets
financial on which no
Total assets interest I1s earned
£000 £000 £000
Sterling 7,984 6,092 1,892
Other - - -
7,984 6,092 1,892

2009 THE PARENT
Floating rate Financial assets
financial on which no
Total assets interest 1s earned
£000 £000 £000
Sterling 12,740 10,514 2,226
Other - - -
12,740 10,514 2,226

Financial assets on which no interest is earned compnse trade and other receivables and cash at bank and in hand

Floating rate financial assets compnse cash placed on money market deposit manly at call and three month rates The average rate of
Interest receved on sterling deposits during the year was 0 33% {2008 3 7%)

Currency exposures

As explained above, the Group's objectives In managing the currency exposures ansing from its net Investment overseas (in other
words, Its structural currency exposures) are to maintain a low cost of debt while partially hedging against currency depreciation All
gains and losses arsing from these structural currency exposures are dealt with in the statement of total comprehensive income

Transactional {or non-structural) exposures give nse to net currency gans and losses that are recognised in the income statement
Such exposures include the monetary assets and monetary lliabilities in the Group balance sheet that are not denominated in the
operating (or 'functional’) currency of the operating unit involved At 31st December the currency exposures in respect of the euro
was a net monetary hability of £372,000 (2008 £3,000) and in respect of the US dollar a net monetary asset of £2,441,000

(2008 £1,015,000)

At 31st December the percentage of debt to net assets, excluding debt was 22 5% {2008 1%; for the euro and 34 6% (2008 38%)
for the US dollar

Maturity of financial liabilities
The Group's financial labiities at 31st December repnce (or mature if earlier) in the following penods

2008 THE GROUP
Trade and Short term Finance Long term

other payables Overdrafts bomowings leases  bormowings Total
£000 £000 £000 £000 £000 £000
In six months or less, or on demand 49,721 2,045 8,498 28 25,311 85,603
In more than six months but no more than twelve - - 510 58 - 568
In more than one year but no more than two - - - 89 - 69
In more than two years but no more than three - - - 58 - 68
In more than three years but no more than four - - - 71 - 71
In more than four years but no more than five - - - 73 - 73
In more than five years - - - 19 - 19
49,721 2,045 9,008 386 25,311 86,471

2009 THE GROQUP

Trade and . Short term Finance Long term

other payables Cverdrafts borrowings leases  borrowings Total
£000 £000 £000 £000 2000 £000
In six months or less, or on demand 48,053 569 5123 9 44,034 97,778
In more than six months but no more than twelve - - 4,161 54 - 4,215
In more than one year but no more than two - - - 76 - 76
In more than two years but no more than three - - - 61 - 61
In more than three years but no more than four - - - 65 - 65
In more than four years but no more than five - - - 19 - 19
In more than five years - - - - - -
48,053 559 9,284 284 44,034 102,214
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Notes to the accounts
continued

32 DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS (continued)

2008 THE PARENT
Trade and Short term Finance Long term
other payables Overdrafts borrowings leases  borrowings Total
£000 £000 £000 £000 £000 £000
In six menths or less, or on demand 256 - - - - 256
256 - - - - 256
2009 THE PARENT
Trade and Short term Finance Long term
other payables Overdrafis borrowings lkases  borrowings Total
£000 £000 £000 £000 000 £000
In six months or less, or on demand 318 - - - - 318
318 - - - - 318

Cash flow hedge

At 31st December the Group had contracts outstanding to purchase £1,200,000 with South Korean won, £1,080,000 with Japanese
yen, €132,000 with US dollars, £183,000 with US dollars, £6,688,000 with Euros, $63,000 with Swedish SEK, £373,50C with Danish
DKK, £617,000 with Norwegian NOK, £694,000 with South African Rand, £600,000 with Chinese RMB, £270,000 with Swedish SEK,
£322,100 with Czech CZK, £400,000 Polish PLN and €120,000 with Chinese RMB

Borrowing Facilities
The Group has vanous borrowing facilities availlable to it The undrawn committed faciities avalable at 31st December in respect of which
all conditions precedent had been met at that date were as follows

THE GROUP

2009 2008

£000 £000

Expinng in one year or less 28,597 32,486
THE PARENT

2009 2008

£000 £000

Expinng in one year or less 20,000 20,000

Fair values of financial assets and financial hahilities
Farr values of financial assets and liabilities at 31st December are not matenally different from book values due to therr size or the fact
that they were at short term rates of interest Far values have been assessed as follows

¢ Denvalives
Forward exchange contracts are marked to market using year end exchange rates

* |nterest-bearing loans and borrowings
Fair value 15 calculated based on discounted expected future principal and interest cash flows

* Finance lease labilities
The far value 1s estimated as the present value of future cash flows, discounted at market interest rates for homogeneous lease
agreements The estimated far values reflect change in interest rates

* Trade and other receivables / payables
For receivables / payables with a remaining life of less than one year, the nctional amount 1s deemed to reflect the farr value

Sensitivity analysis

In managing Interest rate and currency nsks the Group aims to reduce the impact of short term fluctuations on the Group's earnings
Over the longer term, however, permanent changes in foreign exchange and interest rates would have an impact on consolidated
earnings

At 31st December, it 1s estimated that a general iIncrease of one percentage point In interest rates would ncrease the Group's profit
after tax and equity by approximately £50,000 (2008 £120,000)

At the year end borrowings totalled £54,161,000 consequently, in respect of financial labilities, the Group 15 not significantly at nsk
from Increases In interest rates
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For the year ended 31st December 2009, it 15 estimated that a decrease of one percentage point in the value of sterling weighted
in relation to the Group's profit and trading flows has increased the Group's profit before tax by approximately £1,200,000

(2008 £1,000,000) The effect can be very different between years due to the werghting of different currency movements Forward
exchange contracts have been included in this calculation

The credit risk profile of trade receivables
The aging of trade recevables at the reporting date was

Gross Impairment Gross Impaiment

2009 2009 2008 2008

Not past due date 97,447 (271) 97,608 (310
0-30 days past due date 10,904 (239) 15,588 {390}
30 days-1 year past due date 15,434 {4,440) 14,704 (2,605)
More than one year 3,171 {3,171) 2,778 (2,778)
126,956 (8,121) 130,678 (6,083)

Based on past expenence the Group believes no further impainment allowance 1s required for recevables that are past ther due date

The movement in the allowance for iImparment in respect of trade recevables during the year was as follows

2009 2008
Balance at 1 January 6,083 2,806
Movement in Imparrment 2,038 3,277
Balance at 31 December 8,121 6,083
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Financial summary 2000 - 2009

2000 2001 2002 2003
£000 €000 £000 £000
Revenue 278,148 291,942 296,363 314,087
Operating profit t 43,370 40,803 42,674 45,750
Operating profit (adjusted) - - - -
Operating profit margin (adjusted) t 15 6% 14 0% 14 4% 14 6%
Profit before taxation t 41,157 38,025 40,693 44 564
Profit before taxation (adjusted) - - - -
Profit before taxation tt 40,167 38,641 40,693 44,564
Profit after taxation tt 27,300 26,625 26,807 29,426
Dividends in respect of the year 13,301 13,752 14,350 15,028
Net assets 138,264 145,115 149,293 163,816
Eamings per share (basic) t 37 4p 34 4p 35 3p 38 5p
Earnings per share (adjusted} t - - - -
Earnings per share (basic) tt 35 4p 353p 353p 38 5p
Dividends in respect of the year {per share}) 18 Op 18 6p 19 3p 201p
Return on capital employed 26 2% 23 6% 25 6% 28 3%
# Tha results for 2004 to 2009 have been prepared under International Financial Reporting Standards  prior year hgures are shown as ongmally reported including
2004 for reference Adjusted operating profit, profit before tax and earnings per share excluda the amortisation and impamment of aquired intangibles
t excluding non-operating items
t1 Including non-operating items
Return on capttal employed prior 1o 2007 1s based on operating profit excluding non-operating items and amortisation and impairment of acquired intangibles
and average net assets excluding net goodwill and net debt For 2009 and 2008 see note 25
Revenue £'000 Operating profit (adjusted) £'000 Earmings per share (adjusted)
MFRS basis 'IFRS basis V'IFRS basis
. ;
23 M E B B RS 2 !
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# Prepared under IFRS

|
2004 i 2004 2005 2006 2007 2008 2009
£000 ! £000 £000 £000 £000 £000 £000
325833 | 315,991 349,100 384,249 437317 502,316 518,705
51,100 | 47,956 55,170 61,941 68,336 81,028 76,522
- | 47,956 55,345 62,291 68,720 85,669 89,938
157% 1 152% 15 9% 16 2% 16 5% 17 1% 17.3%
50,836 ! 48,704 56,959 65,344 72,163 85,162 76,415
- 48,704 57,134 65,694 72,796 90,146 90,196
50,836 1 48,704 56,959 65,344 72,163 85,162 76,415
33,682 | 32,442 38,187 44,066 49,190 59,788 53,091
16,102 | 16,196 18,318 20,038 22,754 25,668 27,569
182,013 | 166,286 198,246 199,722 242,965 296,006 307,364
a34p | 43 1p 50 Op 57 7p 64 7p 78 Op 69.6p
- 43 1p 50 2p 58 1p 65 5p 83 4p 82.2p
434p 43 1p 50 Op 57 7p 64 7p 78 Op 69.6p
21 4p : 21 4p 23 8p 26 5p 29 9p 333p 36.1p
310% | 27 2% 30 4% 32 2% 33 6% 35 5% 33.3%

Dwidends per share
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