














Business review
continued
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Smiths Detection

continued

Performance

1 —
2010 2009 Reported Underlying

£m £m growth growth

Sales 574 501 15% 13%

Headline operating profit 90 63 43% 40%

Headline operating margin ~ 15.7% 12.6%

Statutory operating profit 89 63

Return on capital employed 13.3% 9.5%

Reported sales grew 15%, or £73m, reflecting an underlying increase in
sales of £63m (13%) and a currency benefit of £10m. The underlying
growth has come primarily from the ports and borders, transportation
and military sectors, offset by a small decline in critical infrastructure
and other segments. Smiths Detection has maintained its position as
one of the world's largest suppliers of government-regulated CBRNE
sensors and systems during the period.

The 310 basis point improvement in margins to 15.7% was driven by
increased sales volumes and the associated enhancement in overhead
cost recovery. We began a restructuring programme late last financial
year to reduce the cost base and introduce more flexibility so we can
respond more quickly to variations in order flow. This will be achieved
through rationalising several manufacturing facilities. We expensed
restructuring costs of around £2.2m in the year, which has generated
savings in the current year of around £1.6m with further savings
expected in 2011.

Underlying sales in transportation grew 19% following a strong
performance in the second half. The business secured several large
contracts including one for advanced X-ray systems to upgrade
Canada’s existing airport checkpoints; an order from the US
Transportation Security Administration (TSA) to supply portable liquid
detection scanners for its Bottle Liquid Scanner programme; and a
contract to supply advanced X-ray and trace detection systems in the
newly opened Terminal 3 in New Delhi's international airport. Many
airports have been reviewing their security arrangements following the
attempted terror attack on an aircraft on 25 December. This has led to
increased orders for explosive trace equipment such as the lonscan
500DT, including an $11m order from the TSA. This portable technology
is highly effective at detecting minute traces of explosives and can be
easily deployed at airports. Many governments and airports are also
considering installing body imaging systems and we have deployed our
millimetre-wave system, eqo, as part of a number of trials. eqo uses
electronic, real-time imaging in a standard checkpoint layout to detect
metal and non-metallic threats concealed under clothing, without
physical contact. We have also benefited from the investment in air cargo
screening in the US to meet the target of 100% screening by 1 August
2010, a key requirement of the 9/11 Act. We now offer 16 different X-ray
machines on the TSA's approved technology list, which meet a wide
variety of applications.

Underlying sales in the ports and borders market rose 66% following a
weak performance last year. The market experienced widespread
contract delays during the previous financial year, as government
customers reviewed their expenditure plans against a backdrop of
deteriorating economies and strained finances. Several new contract
wins supported strong sales growth during the period, including projects
in Saudi Arabia, Russia and Japan. For example, we won an order for 13
high-energy X-ray scanners in Saudi Arabia, to inspect inbound and
outbound containers and trucks for contraband, weapons, explosives
and narcotics. The long-term outlook for ports and borders remains
strong as governments improve their border security. Our leading-edge
technology positions us well to meet this demand.

Our military business grew underlying sales by 4%, largely through the
success of the Lightweight Chemical Detector (LCD) in multiple
programmes including Canadian and German contracts and most
notably for the Joint Chemical Agent Detector (JCAD) programme for the
US Department of Defense. The LCD, an advanced chemical point
detector that helps safeguard troops by automatically detecting
chemical warfare agents and toxic industrial chemicals, has gained
worldwide acceptance as the leading detector in its class. As expected,
the sales profile flattened in the second half due to the phasing of orders.
Sales of sensor instruments to the emergency responder market also
continued to grow steadily, with new sales in Europe and Asia
complementing the strong position in the US.

Progress was made during the period in the development of molecular
diagnostics detection systems for biological identification applications.
Agreement was reached with Novartis to develop these systems for
application to the clinical diagnostics markets in future years.

Implementation of a new ERP system was completed on schedule at
the end of calendar year 2009. This single system replaces 14 legacy
business software systems and provides a common information
platform to support data-driven decision-making. Investment totalled
£25m and we have delivered annualised cost savings of £7m against our
target of £8m and working capital efficiencies of £20m compared with
atarget of £11m.

Company-funded R&D
% of sales

6.2%
14%

Customer-funded R&D
% of sales
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Another milestone in India

Against stiff competition, Smiths Detection secured the prestige
contract to equip New Delhi international airport’s newly opened
Terminal 3 with a wide range of advanced X-ray and trace detection
systems to screen passengers, hand luggage, checked baggage,
and freight. The terminal, one of the biggest in the world, will help
treble the airport’s capacity to more than 60 million passengers a
year. The contract marks another milestone in Smith Detection’s
expansion into India’s large and fast-growing security market.
Other big customers include India’s major airports, the Indian
Armed Forces, Presidential House, government, state and police
departments, hotel chains and diplomatic missions.

Research and development

Smiths Detection has maintained its leadership in the sector through a
consistent commitment to product innovation developed by in-house
R&D, government-funded research and via partnerships and licences.
Company-funded R&D increased 3% to £36m or 6.2% of sales (2009:
6.9% of sales). This includes £11m of capitalised projects. Smiths
Detection actively seeks customer and government support for R&D
which totalled £8m in the period (2009: £10m). Total R&D spend was
£44m (2009: £45m) or 7.6% of sales.

The main focus for R&D investment continues to be X-ray for a variety
of applications, including baggage scanning at airports and cargo
screening at ports and borders. In December 2009, we entered an
agreement with Analogic to develop the next generation of high-speed
Explosive Detection Systems (EDS) for screening checked airport
baggage. The new system will incorporate the complementary
expertise of each company in multi-energy X-ray technology and
three-dimensional computed tomography (CT). The development cost
will be absorbed within Smiths Detection’s ongoing R&D spend over
the next two years. The project has met all interim milestones and
is progressing well.

We are also looking to enhance the privacy features of eqo by developing
software upgrades that enable the system to alarm automatically on
detecting any threat items beneath clothes, so greatly reducing the need
for visual inspections. These upgrades could be easily installed in the
eqo systems already deployed. eqo was one of the joint winners of the
Equipment and Technology Award, sponsored by the UK's Aerospace,
Defence and Security trade organisation.

Our global leadership in biological and chemical trace detection
supported the development of several new products in the period. This
included a new chemical sensor nose cone for the US Army’s Raven
unmanned aerial vehicle, which can provide effective standoff detection
and identification to warn troops against a chemical attack. We also
launched a new version of our portable bio-threat detector,
SmartBio™Sensor, which can detect the presence of airborne biological
microbes and bio-toxins. Other new product launches included
HazMatID 360 for rapid in-field chemical analysis of unknown solids,
gels and liquids; LCD-Nexus, a rugged chemical warfare agent and
toxic industrial chemical detector that can be remotely networked
and controlled; and HGVI LINX™, a pioneering software system to
help emergency responders evaluate data from remote HGVI units
(Hand-held Gas & Vapor Identifier).

Outlook

Smiths Detection is well placed to benefit from future growth
opportunities, although government finances remain under pressure in
many markets which may affect the timing and profile of orders. We
expect growth to come from the transportation and ports and borders
markets, while the military market is likely to soften following a period
of strong growth. Longer term, we expect continued demand for
leading-edge technology solutions for threat detection and identification.
Smiths Detection will continue to invest in new product development to
maintain market leadership, while restructuring the business to cut
costs and support margin improvement.
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Business review
continued

John Crane

John Crane is a world-leading provider of products and services

for the major process industries. These include the oil and gas,
power generation, chemical, pharmaceutical, pulp and paper,

and mining sectors.

We enhance customer productivity by providing advanced technology
industrial products and performance-enhancing services backed by

an exceptional global network.

Employees

6,/00

Contribution to 2010 Group sales

28%

Contribution to 2010 Group
headline operating profit

Percentage relates to headline operating profit before corporate costs

31%

Paul Cox
President
EE—
Sales performance 790|786
£m
626
2006|2007 2008 |2009 |2010

Sales by sector: £786m

OEM: 37%

1 Original equipment manufacture 37%
Aftermarket: 63%

2 0il, gas & petrochemical 38%

3 Chemical & pharmaceutical 9%

4 Distributors 6%

5 General industry 10%

]
Principal operating regions

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

50 countries.

C
Customers

John Crane serves oil & gas and power generation companies,
refineries, pump and compressor manufacturers, chemical and
other process industries. Its main customers include Chevron,

BP, China Petroleum, Suncor/Petro Canada, ExxonMabil, Gazprom,
PDVSA, Pemex, Saudi Aramco, Shell, Petrom, Sulzer, ITT Goulds,
Flowserve, GE Nuovo Pignone, GE Energy and Power, Andritz Hydro,
Siemens, Mitsubishi, Solar Turbines, Elliot, York, BASF, Bayer,

and Dow.

L]
Competitors

For rotating technologies, John Crane’s main competitors are,
Flowserve and Eagle Burgmann Industries (mechanical seals);
Kingsbury and Waukesha (engineered bearings); Pall and Hydac
(filtration systems); Rexnord and Emerson (couplings). For
equipment in upstream energy John Crane’s principal global
competitors include Weatherford and Norris.

_____________________________________________________________________________|
Suppliers

John Crane operates its supply chain globally, using global, regional
and local partnerships to meet the required service levels. Its main
suppliers are Morgan Group, Coors Tek, Schunk, ESK, Earle M.
Jorgensen, Femax, DuPont, Greene Tweed, Scot Industries and
Ashland Chemical.
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Helping capture carbon

With so-called carbon capture increasingly used to cut ‘greenhouse’
gas emissions, John Crane has developed advanced sealing
technology that enables the complex process of pumping ‘captured’
CO2 from conventional power stations to safe storage underground.
John Crane’s engineers have more than 10 years experience in
supercritical COz sealing to deal with a volatile compound that

can change from gas to liquid or vice versa at the slightest variation
of temperature or pressure. Reliable sealing is achieved using
proprietary non-contacting spiral grooves that are uniquely designed
for moving COz or other unstable ‘gases’ irrespective of density. The
same technology applies if the COz is being compressed or pumped
into a depleted oil field for enhanced recovery of oil or natural gas.
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Business review
continued

|
John Crane
continued

Headline operating margin

207
%

153

2006 |2007 | 2008 |2009

Markets and trends

John Crane sustains the effective operation of customers’ rotating
equipment and other machinery with products that include mechanical
seals, seal support systems, engineered bearings, power transmission
couplings and specialist filtration systems. John Crane also helps
maintain and enhance oil and gas productivity through the servicing
and provision of onshore down-hole “artificial lift" pumping hardware.
All this technology is supported by a global sales and service network
that provides performance-enhancing services. Using expertise
developed from decades of experience, service teams in more than
50 countries maintain and support customer assets throughout their
economic lifetime.

Approximately one-third of John Crane sales arise from the design and
supply of products to original equipment manufacturers, while the
remaining two-thirds of sales stem from the aftermarket servicing and
support of existing installed equipment. The business serves a wide
range of process industries including oil and gas, chemical, power and
general industrial applications. Demand for John Crane products and
services is influenced by a number of factors: the global demand for
energy and an increased desire for national energy independence; more
stringent regulatory requirements, e.g. to reduce emissions; the need to
replace ageing infrastructure and deliver operational efficiencies; global
demographics and long-term economic growth. The long-term drivers,
such as the global demand for energy, support growth in original
equipment investment in the key end markets that should enable John
Crane to deliver average organic sales growth of around 6-8% a year
over the medium term.
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Bearings on energy saving

John Crane is constantly finessing its range of advanced bearings
to meet the evolving needs of power plant operators who face
increasingly stringent performance and environmental standards.
Its patented bearing technology is now used in upgraded gas and
steam turbines to help boost performance while simultaneously
cutting energy consumption. Sophisticated geometric profiling

of internal surfaces combines with state-of-the-art lubrication
systems to minimise secondary energy losses and cut overall

oil consumption, even at the highest temperatures. The optimised
lubrication helps reduce the bearings’ energy usage by as much
as 25%. Steam turbines in particular can also gain up to 25% more

load capacity and wider operational safety margins through lower
bearing temperatures.

Organic sales growth
target range

6-8%
17-22%

Headline operating margin
target range

The John Crane addressable market has doubled over the past three
years as a result of a targeted acquisition strategy which has added
complementary product lines such as engineered bearings, specialist
filters and upstream energy services to the existing portfolio of
mechanical seals, couplings and seal support systems. These new
product areas typically serve similar customers and offer scope for a
strong aftermarket business. John Crane is a market leader in its
existing product areas with a share of around 28%, while there is
significant opportunity to grow its share in the newly acquired product
ranges. These new products also allow John Crane to leverage its global
network of sales, service and manufacturing centres more effectively.
We will continue to seek further opportunities for similar acquisitions
which support this growth strategy.

John Crane’s global network of over 155 service centres in more than 50
countries is a key asset which allows service closer to customers’
operations and provides a swift and effective aftermarket service to
them. These facilities provide a range of added-value services including
repair, root cause analysis, alignment and condition monitoring, all
designed to improve the performance of customers’ rotating equipment
and to reduce downtime. The geographic footprint continued to expand
through opening additional manufacturing, sales and service centres in
key markets - particularly in growth markets such as the Middle East
and Asia Pacific.
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Business review
continued

John Crane

continued

Performance

1 —
2010 2009 Reported Underlying

£m £m growth growth

Sales 786 790 (1% (5)%

Headline operating profit 163 143 14% 9%

Headline operating margin ~ 20.7% 18.1%

Statutory operating profit 124 106

Return on capital employed  22.2% 20.4%

John Crane margins improved to an all-time high of 20.7% with a 260
basis point increase against a 5% (£44m) decline in underlying sales.
These margins demonstrate the cost saving benefits from the global
restructuring programme, the implementation of an ERP system and
procurement savings. The reduced underlying sales reflect lower orders
for first-fit original equipment which offset a slight increase in
aftermarket sales, driven primarily by a recovery in the oil, gas and
petrochemical sectors. First half underlying sales declined by 15% but
an improving order book, particularly in the aftermarket for rotating
equipment (seals, bearings, and filtration), helped second half sales
grow by 4% on the same period in the prior year. Reported sales fell 1%
after a £19m benefit from currency translation and a £21m contribution
from recent acquisitions.

Reported headline operating profit grew by 14% driven primarily by a
9%, £13m, increase in underlying profit, as well as a £4m gain from
currency translation and £3m from acquisitions. The underlying
improvement in profitability stems from the benefits delivered from our
cost-saving initiatives. The restructuring programme launched in August
2008 to create one global John Crane division is progressing on
schedule. As a result, there is tighter global co-ordination of corporate
functions while sales and service operations have been kept close to
customers in regional organisations. We have also gained from moving
manufacturing to lower-cost countries in Eastern Europe, Asia and
Mexico.

These changes are delivering improved customer service, quicker
delivery, and lower costs. In the period, we spent £4m and delivered
savings of £12m so that annualised savings to date now total £19m.
Overall, the project is on track to deliver annual savings of £25m.

Overall aftermarket sales grew by 1% on an underlying basis.
Aftermarket sales of rotating equipment increased 2% driven by the oil,
gas and petrochemical, general industry and distribution sectors as
spending started to recover and new distributors were added. The
chemical and pharmaceutical sectors continued to decline for rotating
equipment. Sales for John Crane Production Solutions, our energy
services business, are all in the aftermarket and declined 10% due to
lower activity levels in Romania and in US onshore gas and oil
production. Going forward, John Crane Production Solutions won a
major contract to upgrade and maintain Romania’s oil wells by providing
pump repair services and equipment for Petrom’s 8000-plus wells. The
contract for pump repair services began on 1 December 2009. This new
contract is expected to generate annual revenues of about £14m.

First-fit original equipment sales declined by some 15% on an
underlying basis as the recession prompted customers to curtail
capital expenditure.

Our recent acquisitions to broaden our product offering in the areas of
engineered bearings and specialist filtration have been integrated into
the existing portfolio. These businesses have a greater exposure to the
first-fit OEMs and are more exposed to the capital spending cycle until
we fully realise aftermarket channels for these products. Progress was
made within the year with several new accounts achieved for bearings
and filtration. In line with our original plans, we expect to progressively
build the aftermarket sales for these products over time by leveraging
our existing global network of sales and service centres and our
unrivalled expertise in aftermarket servicing.

Implementation of a new ERP system across Europe, Middle East, Africa
and Asia completed on schedule in July 2010 and within the £24m
budget. The project is expected to generate annual cost savings of £10m.
To date, the project has realised £5m of savings.

Critical to continued expansion of our market-leading sales and service
network, significant infrastructure enhancements were completed
during this past year. The John Crane Asia Pacific headquarters were
relocated to a new custom-built facility providing ‘state-of-the-art’
manufacturing, service and training capabilities. This centre now
provides advanced design and development of seal support systems as
well as regional technical support for all John Crane product lines
including bearings and filtration. Service network enhancements include
the opening of a new larger couplings facility in Houston, expansion of
the largest North American service centre, also in Houston, and a new
service centre in Auckland, New Zealand. In addition, a new service
centre opened in Kwidzyn, Poland, strategically located near six major
pulp and paper plants, establishing exceptional customer service
response capability and a business growth opportunity.

% sales in first-fit OEM

37%
63%

% sales in aftermarket service
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Partnership approach pays off

The discovery of vast, oil fields off the Brazilian coast opens
potentially lucrative opportunities for John Crane which already
enjoys long-established commercial ties with Petrobras, Brazil's
state-led energy company. Already the niche market leader in Brazil,
John Crane has installed and maintained dry gas seals for Petrobras
offshore platforms since 2003 and has just signed a $5m exclusive
repair services contract. The three-year deal is the result of a close
partnership approach between the two companies which should
lead to further business as the new fields come online.

Research and development

John Crane’s commitment to technical leadership through investment
in product research and development is the foundation to maintaining
our industry-leading position. This past year John Crane spent £10m on
the development of new wet and dry gas seals, advancement of coupling
and bearing technologies, control monitoring systems and expansion
of test capabilities. Addressing industry demands associated with gas
transmission trends including CO2 capture and re-injection, gas seal
development programmes are ongoing including the launch of a new
high pressure gas seal design, new test rigs capable of extreme high-
pressures and advanced seal face materials development. Wet seal
product developments include the introduction of a new high-
performance split seal line approved for use on naval ships, unique high
temperature non-contacting pump gas seal technology, a high solids-
capable slurry seal for mining and flue gas desulphurisation applications
and advancement of diamond coatings for seal faces. In addition,
significant investment has been directed to the improvement of
proprietary analysis tools that further enable our product development
programmes and support customer service initiatives.

Outlook

John Crane’s order rate has continued to improve. This should support
sales growth in the coming year, subject to a sustained expansion in
market economies and further customer investment in capital projects.
Margins will benefit from the remainder of the cost saving initiatives in
the coming year, although this will be offset by strategic investment in
growth opportunities such as the expansion of our sales and service
network and increasing our presence in growth markets. John Crane
will capitalise on its market leadership in mechanical seals and continue
to leverage its global sales and service network to promote the newly
acquired products such as hydrodynamic bearings and specialist
filtration systems whilst continuing to build the John Crane Production
Solutions business.
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Business review
continued

Smiths Medical

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

In medication delivery, our devices help treat cancer patients

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

Employees

8,400

Contribution to 2010 Group sales

31%

Contribution to 2010 Group
headline operating profit

39%

Percentage relates to headline operating profit before corporate costs

Srini Seshadri

President
Sales performance
834 |08
£m
737 —
2006 |2007 |2008 {2009 |2010

Sales by sector: £858m
1 Medication delivery 27%

2 Vital care 41%

3 Safety devices 32%

[ e
Principal operating regions
Manufacturing is concentrated in Mexico, the US and UK, lItaly,
Germany and China. We sell to over 120 markets worldwide,
the US being our largest single market with around 50% of sales.

L |
Customers
We estimate that around three-quarters of our end customers are
hospitals, with the remainder comprising the alternate care market
such as home care, clinics and other surgery centres. We have a
direct sales presence in 20 countries, with distribution arrangements
in many others.

L |
Competitors
The competitive landscape for Smiths Medical is complex as we
compete with different businesses across the wide range of product
areas. Our competitors include Covidien, Teleflex, B Braun, Becton
Dickinson, Hospira and CareFusion, among many others. In many
cases, we compete with only a small portion of their medical
businesses so comparison between peers is not straightforward.

L |
Suppliers
Our strategy is to engage suppliers in product innovation, value
engineering and a commitment to quality. Our goal is to reduce
product and supply chain costs, improve delivery performance
and reduce the cost of out-of-specification or poor-quality supplies.
The majority of our direct spending is on injection moulding,
packaging materials and electronics. Among indirect purchases,
freight, services, travel, temporary labour and capital equipment
represent the majority.
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Wireless connectivity

Delivering safer treatment

Smiths Medical is helping hospitals and clinicians reduce potentially
dangerous medical errors through its industry-leading medication
delivery systems and advanced software programmes which
enhance both patient safety and healthcare practices. A combination
of its Medfusion™ syringe pump and PharmGuard® Medication
Safety Software is now widely used in leading children’s hospitals
for ‘'smart” infusion systems particularly in intensive care. The
advanced features include extensive drug libraries that facilitate
programming by drug with built-in dosage limits, precise infusion
accuracy and advanced syringe recognition. Our next generation
infusion systems will deliver operational efficiencies by enabling
pumps to be remotely and wirelessly updated with the latest drug
libraries. Moreover, quality improvements will be achieved through
the collection of pump infusion data, analysis of programming
errors and generation of key compliance metrics.

i ——
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Business review
continued

I —— Markets and trends

Smiths Medical
continued

Headline operating margin
%

2006

18.4

2007

182

2008

2009

21.5

Healthcare spending continues to increase worldwide, driven by
demographics - ageing populations and increasing prosperity -
particularly in Asia. The overall world market for devices and equipment
of the type supplied by Smiths Medical is estimated to be worth £4.0bn,
with opportunities in target adjacent markets that would more than
double the size of the addressable market. Smiths Medical has global
reach in the design, production and distribution of medical device
products, with sales and marketing activities in over 120 countries. Its
product ranges serve three main markets - medication delivery, vital
care and safety.

Looking at trends across the business, Smiths Medical is well placed in
lower-risk, short residency, interventional devices, where there is
continued demand. Its broad portfolio includes iconic brands in
hardware and consumable products; in hospitals and alternate care
settings; and in software and services.

Regarding specific growth opportunities, recent legislation in the
European Union directs EU member states to adopt country-level safety
legislation. This represents a breakthrough in that region. When similar
laws were passed in the US several years ago, Smiths Medical saw
double-digit growth in sales of safety products. In addition, the division
is making significant progress in the development of medication delivery
systems that link to healthcare providers’ networks, a global trend.
Finally, the move in vital care from standalone products to integrated
solutions suits Smiths Medical's broad and deep offerings.

Medication delivery

Smiths Medical designs and manufactures drug delivery systems that
relieve acute and chronic pain (CADD), treat the most at risk critical care
patients in high care units around the world (Medfusion and Graseby),
and enable patients with cancer, pulmonary hypertension or Parkinson's
disease to receive their treatment at home (CADD). The global market
for medication delivery products is estimated to be worth £1.2bn and
growing at around 3-5% a year. This growth is due to the increase in
treatment of chronic conditions, the integration of medication delivery
devices with hospital IT systems, and the move to treating patients
outside hospitals. We are a leader in ambulatory infusion, with a strong
position in the syringe pump market.
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Uniperc® is ‘best in category’

Smiths Medical's groundbreaking Portex® UniPerc® tracheostomy
kit has won a prestigious MDEA Gold Award, the highest designation
given by the MDEA (Medical Design Excellence Awards) in the US.

It was selected ‘best in category” over several other high-tech
medical solutions. UniPerc® is the first dedicated percutaneous
tracheostomy option with tubes specifically designed for patients
with larger necks. Its products and components have been designed
to make percutaneous insertions into large necks quicker, safer and
more effective than standard tubes.

I ——
Organic sales growth O
target range —_ 0

I ——
Headline operating margin O
target range - 0
Vital care

Smiths Medical's products manage patient airways before, during and
after surgery (Portex], aid patients with breathing difficulties (Portex,
Pneupac], help to maintain body temperature (Level 1), monitor vital
signs such as blood pressure and heart rate (BCI, Medex] and assist
reproduction through IVF therapy (Wallace). The market for vital care
products grows at around 2-4% annually, partly due to a steady increase
in the incidence of chronic respiratory diseases and obesity. Demand is
increasing for single use devices such as Portex airway management
products. The market is expected to continue growing as the number of
operations and intensive care beds both increase. Demand continues
to grow at a rapid rate globally for IVF as well. The vital care market is
currently worth about £1.7bn.

Safety

Smiths Medical makes effective safety devices that prevent needlestick
injuries and reduce cross-infections. These cover a range of functions
including drawing blood samples (Jelco), administering injections and
vaccinations (Jelco), and delivering intravenous drugs (Deltec). The
global market for safety products is estimated to be worth £1.2bn and
growing at 3-5% annually. Smiths Medical is one of the world’s leading
suppliers of safety needles and catheters; as such, it is well-positioned
to capitalise on the recently agreed European Union directive calling for
the increased use of safety products to protect healthcare workers.
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Business review
continued

|
Smiths Medical

continued

Performance

C
2010 2009 Reported Underlying

£m £m growth growth

Sales 858 834 3% 0%

Sales (excluding diabetes) 844 801 6% 2%

Headline operating profit 184 164 12% 10%

Headline operating margin -~ 21.5% 19.7%

Statutory operating profit 172 148

Return on capital employed 15.1% 12.8%

Underlying sales were flat due to our exit from diabetes which reduced
revenue by £20m; excluding diabetes, underlying sales grew 2%. At
reported exchange rates, Smiths Medical sales grew 3% (£24m), which
reflects gains from currency translation (£23m]) and acquisitions (£2m),
while headline operating profit rose 12% (£20m). Headline operating
margins increased by 180 basis points to 21.5%, reflecting a strong
underlying growth in profit of £17m, a currency benefit of £2m, and profit
from acquisitions of £1m. Margins benefited from the various cost saving
initiatives to address overheads and material costs as well as and other
manufacturing efficiency measures. The portfolio profitability review,
begun last year, delivered price improvements and better margins. The
momentum established in the first half of the fiscal year continued, with
underlying hardware sales up 2%, excluding diabetes, while sales of our
disposable products grew 3%.

These results demonstrate the significant progress made through the
performance improvement programme introduced two years ago to
address the supply chain and operational challenges facing the
business. Among many operational metrics, we have seen a marked
improvement in on-time delivery and customer service, as well as
reduced customer backorders.

At the same time, there has been some recovery in the hardware
market and stabilisation of disposable sales. This follows a tough
period last year when the economic downturn squeezed hospital
budgets and prompted significant distributor destocking. We have also
seen a rise in accompanying disposable sales in line with hardware
sales improvements.

In medication delivery, excluding diabetes, underlying revenue grew 5%
from increased sales of our next-generation CADD®-Solis ambulatory
smart pumps as they are rolled out to new markets and gain ground in
existing markets. Deferrals of purchases of our infusion systems by
some large customers have continued, although we expect those sales
to recover. Sales of CADD®-Solis pumps grew in North America and
are expanding in other English-speaking markets. The European multi-
language launch of CADD®-Solis pumps began in February, and early
results show strong market acceptance. In addition, we recently
announced a commercial collaboration with Hospira to co-promote
infusion pump systems. As part of this agreement, the two companies
have begun development of software for managing infusion safety
medication. This is designed to enhance patient safety and simplify how
clinicians work. This agreement will allow us to extend the use of our
Medfusion syringe pumps with PharmGuard Medication Safety Software
to more hospitals and care areas in the US and Canada.

Vital care underlying sales grew 2% mainly through a continued strong
performance by our temperature management franchise, which
represents a positive turnaround. We benefited from growth in our
respiratory products, particularly early in the year, partly due to
preparations made by various organisations for potential HIN1 flu
outbreaks. Our tracheostomy business also delivered strong growth in
the period. The UniPerc® tracheostomy kit for people with large necks
boosted this franchise after it won a prestigious Medical Design
Excellence Award, attracting increased interest in the product. Our
assisted reproduction products are also growing strongly as we benefit
from our leading presence in a niche market.

Underlying sales of safety devices rose 1%, driven by several large
orders in support of HIN1 preparation early in the year, and a significant
OEM partnership. Interest in safety products remains high in developed
markets, and is growing in developing markets like India. In May 2010,
the European Commission adopted a Directive, with the aim of
“achieving the safest possible working environment for healthcare
workers through prevention from sharps injuries”. Countries across
the continent are beginning to seek products that adhere to these
guidelines, and Smiths Medical is in a strong position to capitalise on
this trend.

We continued to manage our product portfolio aggressively to boost
profitability and reduce complexity. By the end of October 2009, we had
simplified our business by successfully eliminating some 3,000 SKUs;
this has provided opportunities to convert customers to alternative
products. In the second phase of our portfolio review, we are looking at
our product line holistically. We will delete additional low-performing
SKUs, as appropriate, while pursuing additional up-selling and cross-
selling opportunities, and price increases. A more sophisticated global
key account management system is gaining traction and helping
improve customer profitability. At the same time, our previously regional
organisation was restructured to create global management teams for
sales and marketing and product management respectively. We have
continued to optimise our manufacturing footprint to deliver an efficient
supply chain.

Company-funded R&D
% of sales

3.5%
+16%

Sales from products launched
in last three years
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Promotion partnership

Smiths Medical has signed a two-part agreement with Hospira

to co-promote their infusion pump ranges in the US and Canada
and develop an enterprise management software application for
the Medfusion pump that will enhance patient safety and simplify
clinicians” work. The enterprise application will continue to facilitate
the monitoring of hospital devices and improve medication
management and safety that will complement the next generation
of Smiths Medical smart infusion pumps. With complementary
product lines, the co-promotion allows Smiths Medical to expand
the reach of its industry-leading syringe pumps.

During the year, we closed a manufacturing facility at Waukesha,
Wisconsin, and transferred the BCl and SurgiVet production lines to our
St Paul, Minnesota, facility. We also rationalised two distribution centres
- in Otay Mesa, California, and Cherwell, UK - merging them into
existing distribution centres. The restructuring of our North American
operations has produced £3m of savings to date.

Implementation of our global ERP business systems was completed at
the end of February. The new systems are already providing far greater
transparency of key data across the business. This is enabling faster,
data-driven decision-making that will improve our quality and customer
satisfaction to support revenue and margin growth.

Research and development

We continued to increase the sales from products launched in the last
three years, up 16% on last year. This metric demonstrates that we are
directing our R&D investment more effectively and executing more of
our product launches on time and within budget. Our R&D spend
totalled £30m (2009: £29m) or 3.5% of sales (2009: 3.5%).

During the year, we extended the reach of a number of products into
new markets, including CADD®-Solis and Medfusion™ pumps, the
UniPerc® tracheostomy range, Locklt Plus™ catheter securement
devices and SuctionPro™ 72 closed suction systems. We also completed
a global launch of our new, full range of convective warming blankets,
which have been well received in all of our key markets.

Outlook

Smiths Medical's strategic imperatives for fiscal year 2011 are growth,
globalisation and new products. We will continue to drive positive sales
momentum, although growth will be constrained by the exit from
diabetes. The potential impact of government cuts to healthcare budgets
may affect the rate of growth. We will continue to push through
efficiencies to support planned increases in investment in R&D and
sales and marketing. We expect sustained and significant sales
expansion in China, with a rapid pick-up in growth in India, as our
regional direct sales strategy gains momentum. Margins will benefit
from the restructuring and cost reduction initiatives and from our ability
to make data-driven decisions regarding portfolio and customer
profitability.
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Business review
continued

Smiths Interconnect

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

We design and manufacture products that connect, protect and
control critical systems for the global wireless telecommunications,
aerospace, defence, space, medical, rail, test and industrial markets.

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

Employees Principal operating regions
Smiths Interconnect operates globally and has locations in the US,
’

Mexico, Costa Rica, Ireland, UK, France, Germany, Italy, Tunisia,

Contribution to 2010 Group sales r] 20/ India, China and Ausfralia.

Contribution to 2010 Group O
headline operating profit 0

Percentage relates to headline operating profit before corporate costs

Ralph Phillips
President

C
Customers

Smiths Interconnect supplies to multiple levels of the supply chain
and its blue chip customers include primes and service providers,
OEMs, system suppliers and sub-system manufacturers. Amongst
our largest customers are Raytheon, Finmeccanica, BAE Systems,
Boeing, AAl/Textron, Northrop Grumman, General Dynamics,
Lockheed Martin, Ericsson, Motorola, AT&T, Verizon, Sprint Nextel,
Emerson, ZTE, Huawei, GE Medical, Varian, Qualcomm, NVIDIA

and Alstom.

L]}
340 Competitors
Smiths Interconnect operates in a fragmented market with
many small and medium-sized competitors in various product
and technology areas. Connector competitors include Amphenol,
Deutsch, Everett Charles, Radiall and Souriau. Our microwave
components and sub-systems compete with, amongst others,
Anaren, Spectrum Control, PowerWave, KMW, Dover, CommScope,
EMS, Herley, Cobham, Teledyne and L3. Huber & Suhner, Dehn
and SL Industries offer competitive protection products.

Sales performance
£m 318

2006 |2007 |2008 |2009 |2010

Sales by sector: £340m

1 Military & aerospace 50% Suppllers o )
2 Telecom 27% Smiths Interconnect maintains a strong supply base with
3 Medical, rail, automation and test 23% machined parts and electronic components together representing

approximately half of the total spend. No individual supplier
accounts for more than 4% of total purchased value.
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Spring probe actual size

Semi-conductor under test

IDI connects with niche market

IDI's highly engineered, application-specific connectors use a
proprietary spring probe contact technology and are sold into the
semi-conductor test, circuit-board testing, military, medical and
homeland security markets. Within semiconductor test applications,
the IDI test sockets are used to relay electrical test signals to and
from the semiconductor device under test. A new growth sector is
being driven by the explosive global demand for smart phones and
related consumer items, such as tablets and portable media
players. These devices rely on specific semiconductor sets where the
chips are stacked one on another, a configuration that complicates
testing as multiple contacts must be lined up on different planes.

However, IDI has developed package-on-package test solutions that
meet the accuracy, alignment and repeatability challenges such that
three of the top five producers of these chipsets have selected IDI.
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Business review
continued

|
Smiths Interconnect
continued

Total R&D investment

21
£m
18
13
2008 |2009 {2010

Markets and trends
The two largest markets for Smiths Interconnect are military, aerospace
and space (mil/aero) and wireless telecommunications.

Intelligence, surveillance and reconnaissance (ISR is a key priority for
global defence spending, with improved battle space awareness,
network-centric communications systems and force protection being
seen as critical success factors in current and future conflicts,
particularly irregular warfare.

Typical military applications for Smiths Interconnect technology include
unmanned aerial systems (UAS), next-generation ground vehicles,
network-centric communications systems, radars and electronic
warfare systems, surveillance systems and self-protection systems. Our
radio frequency and rugged connectors solutions are deployed in the
most extreme environments, such as enabling sensor and
communications systems and keeping military personnel protected in
areas of conflict.

The historically cyclical commercial aerospace market is experiencing
a growth phase driven by increased passenger and freight demand from
a recovering global economy. Smiths Interconnect provides electrical
and microwave connectivity solutions for various aircraft, space vehicles
and satellites.

The propensity for higher data rates and true mobility are the main
drivers for growth in the field of commercial mobile
telecommunications. Smiths Interconnect supplies niche microwave
components used in base stations and cell sites, as well as solutions
to optimise network performance and integrity, and to safeguard the
high value infrastructure from the effects of lightning strikes and
power surges.

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

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

As mobile operators across the globe prepare for the imminent
arrival of the 4G (4th generation) platform of wireless
communications, Smiths Interconnect is developing a range

of specialised filtering and test products to optimise network
performance in an increasingly congested frequency spectrum.
Operators will need to invest heavily in 4G networks to support the

massive increase in mobile data traffic ranging from smart phones,

tablets and laptops to social networking, video conferencing, and
HDTV. Smiths Interconnect has already been chosen by one major
US carrier to provide both network enhancing filter products and
RF and power surge protection devices for the imminent build

out of its 4G network.

Organic sales growth
target range

6-10%
21-23%

Headline operating margin
target range

Technology
Smiths Interconnect comprises four technology-focused cohesive
business units:

e Connectors provides application-specific, high-reliability electrical
interconnect solutions from highly integrated assemblies to micro-
miniature connectors and spring probe contacts.

e Microwave Defence provides microwave and millimetre-wave
components, sub-assemblies, antennas and systems solutions,
primarily for defence and aerospace applications.

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

e Protection provides power and signal integrity components that
protect critical and high-value electrical systems from transient effects
caused by power surges and lightning strikes.
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Business review
continued

|
Smiths Interconnect

continued

Performance

I ——
2010 2009 Reported Underlying

£m £m growth growth

Sales 340 318 7% (3%

Headline operating profit 62 56 12% 3%

Headline operating margin ~ 18.2% 17.4%

Statutory operating profit 53 91

Return on capital employed 17.3% 18.4%

Reported sales for Smiths Interconnect grew 7%, or £22m, reflecting
gains from currency translation (E5m) and acquisitions (£25m) that
offset a 3% (£8m) underlying fall in sales. The lower underlying figure
was primarily due to slowing investment in wireless infrastructure and
weaker sales of components to the rail, industrial and automation
markets in Europe. However these markets have shown some recent
signs of recovery. Overall revenue was boosted by sales growth in
military and aerospace markets particularly towards the end of the year,
such that underlying sales rose 3% in the second half compared with a
first half decline of 9%.

Headline operating profit margins improved by 80 basis points to 18.2%.
Reported headline operating profit increased 12%. Excluding the £1m
benefit from currency translation and £4m from acquisitions, underlying
headline profit grew 3%. The improved margins were driven by a
combination of initiatives taken during the year as well as the benefits
of restructuring actions from last year, including headcount reductions
at multiple sites and short-time working in continental Europe. Gross
margins improved because of restructuring savings, cost savings from
the Group-wide procurement initiative, lower labour costs as more
production was transferred to low-cost economies, and efficiency
improvements in targeted product lines. Fixed costs continued to be
tightly controlled.

On an underlying basis, sales into military, aerospace and space
applications improved by 6% for the full year with a strong second half
more than offsetting the 3% decline in the first half.

A key driver was the launch of the KuStream™ advanced broadband
satellite antenna system, which enables airline passengers to access
high data rate applications including internet, cell-phone services, live
television and movies. The KuStream™ antenna was selected by
Southwest Airlines and production deliveries of the $30m order started
in the latter part of the year. The system is currently being considered by
other airlines and we have also supplied initial development phase
quantities for military applications.

The military market showed signs of becoming more challenging with
some major programmes declining or being delayed. However our
areas of focus, particularly C4ISR (command, control, communications,
computers, intelligence, surveillance, and reconnaissance) and force
protection applications, remained relatively robust. Our microwave and
millimetre-wave businesses continued to support multiple secure
military communications-on-the-move, sensor systems, and electronic
warfare applications. These included completing the development phase
of a significant shipboard communications programme for which the
first phase of a six-year production contract is expected shortly.

Demand increased for transient voltage and RF protection for military
communications systems and strategic facilities as customers’
awareness of the effects of Electromagnetic Pulse (EMP) increased.
Smiths Interconnect has been selected to supply various protection
devices on several multi-year US military programmes, including a
tactical communications system, a maritime surveillance programme,
and a missile defence sensor system.

For our specialist connector business, the military market remained
positive, with continued strong demand on the Eurofighter programme.
Although two other significant production programmes closed, we also
had several new successes. These included being selected to supply
high power connectors for hybrid electric drive applications for future
combat vehicles programmes and the choice of our new SnapTac series
of miniature circular connectors for several future soldier programmes.

Underlying sales to the wireless telecommunications market fell 13% as
network operators limited capital investment in new infrastructure; and
price pressures, particularly in emerging markets, were felt throughout
the supply chain. With new investment constrained, operators focused
on optimising performance of existing network infrastructure, boosting
sales of our portable passive intermodulation test equipment in the US
as well as notching up breakthroughs in new regions including Europe,
India and China. In the second half of the year, sales started improving
as operators began releasing funds for network enhancements and we
saw an uptick in demand for both network optimisation filter products
and power and RF protection devices.

The need for faster and higher bandwidth networks to support high data
rate applications, as seen in booming sales of smart phones, is driving
many network operators to prepare to invest in fourth generation (4G)
wireless networks. Smiths Interconnect has already been selected by
one major US carrier to provide both network-enhancing filter products
and RF and power surge protection devices. We also experienced
continued sales growth of filters, protection products, and millimetre-
wave antennas in support of enhancing backhaul systems to meet the
higher data rate requirements.

Company-funded R&D
% of sales

4.3%
1.5%

Customer-funded R&D
% of sales
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KuStream™ builds on success

Smiths Interconnect’s newly launched advanced antenna system

is key to an in-flight hub that is attracting interest from more airlines
hoping to provide passengers with the broadband access they enjoy
at home or in the office. KuStream™ allows the Row44 In-flight
Broadband Connectivity System to offer high data rate applications
such as internet, cell-phone services, live television and movies.

It is currently being installed in Southwest Airlines” 500-strong fleet
as part of a contract announced in March 2010, valued in excess of
$30m. KuStream™ provides industry-leading performance in three
vital areas: high data rates that enable applications such as internet
and live TV; accuracy that ensures connectivity with satellites even

at shallow trajectories; and signal sensitivity allowing maintained
connection at weak signal strengths. The system is currently being
evaluated by major US and European airlines. The US military is
also interested in possible applications.

Sales to the medical, rail, automation and test markets declined 7% on
an underlying basis although there were signs of stabilisation during
the latter part of the year. In medical, we have strengthened our position
supplying surge protection and connector products to leading oncology,
cardiac mapping, and MRI scanner providers. We have also added new
customers and broadened our product offering, most noticeably with
our new contact used in implantable medical devices.

The rail market remained challenging throughout the year although
there are signs of recovery with significant investment being planned for
both infrastructure and rolling stock in the US, Europe and China. Safety
and communication systems are high priority applications, ideally suited
to Smiths Interconnect’s product offerings of connectors, protection and
microwave devices. Market conditions in automation only stabilised
towards the end of the year, whereas in test the market rebounded
strongly in the second half.

Research and development
Total R&D spend rose 17% to £21m or 6.3% of sales (2009: £18m or
5.8% of sales). The customer-funded portion remained flat at £5m or
1.5% of sales (2009: £5m) and acquisitions contributed £1m with the
underlying company-funded portion increasing to £15m or 4.8% of sales
(2009: £13m or 4.2% of sales).

During the year, the proportion of non-US based engineering resources
increased significantly to 30%, providing scope for new product
development in emerging markets. We are also focusing R&D resources
more on projects that create long term value. Specific investments
included the launch of the KuStream antenna, passive intermodulation
test solutions, new filtering products to support 4G networks, microwave
subsystems for counter-IED systems, and next generation timing
systems for military tactical commmunication networks.

Business developments

Smiths Interconnect completed two acquisitions which, combined with
the full year effect of the Dowin acquisition in April 2009, contributed a
total of £25m of sales and £4m of headline operating profit.

In April 2010, we acquired Interconnect Devices, Inc. (IDI), a leading
designer and manufacturer of highly engineered, application-specific
connectors using a proprietary spring probe contact technology. It
focuses on mission-critical applications for semiconductor and circuit-
board testing, and connectors for military, medical, homeland security
and industrial test markets. With a major plant in Suzhou, China, IDI
complements and extends Smiths Interconnect’s connector product
portfolio and its geographic reach. The transaction allows Smiths
Interconnect to leverage existing scale, particularly in Europe, and
provides customers with a far wider range of solutions. Integration of IDI
is essentially complete and, buoyed by the resurgent circuit-board and
semiconductor test markets, the business is performing ahead of
expectations. In October, we completed the acquisition of Channel
Microwave, a small microwave components company that
complements our Lorch and TRAK businesses.

Outlook

The military sector is expected to become more challenging as
budgetary pressures mount. However we expect continued sales growth
in military and aerospace due to the increasing demand for the
KuStream™ antenna, our focus on high priority areas for defence
spending, our existing positions on several major US military
programmes, and new programme wins. In  wireless
telecommunications, network operators are currently preparing for
significant capital investment in higher speed next-generation
technologies which will drive demand. Semiconductor and circuit-board
test applications are expected to continue to grow, spurred by the
increasing demand for and sophistication of electronic devices such as
smart phones, tablet computers and web-enabled televisions. We expect
further margin improvement from volume increases, restructuring
benefits, and ongoing cost saving initiatives.
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Business review
continued

Flex-Tek

Flex-Tek is a global provider of engineered components that heat
and move fluids and gases for the aerospace, medical, industrial,
construction and domestic appliance markets. Our flexible hosing
and rigid tubing provide fluid management for fuel and hydraulic
applications on commercial and military aircraft, deliver fuel gas and
conditioned air in residential and commercial buildings, and provide
respiratory care for medical applications. Flex-Tek heating elements
and thermal systems improve the performance of medical and
diagnostic equipment as well as that of domestic appliances such
as clothes tumble dryers and HVAC equipment.

Employees

2,000

Contribution to 2010 Group sales

8%

Contribution to 2010 Group O
headline operating profit 0

Percentage relates to headline operating profit before corporate costs

Tedd Smith
President

Sales performance %0

£m 222
213 . 212

2006 |2007 |2008 |2009 |2010

Sales by sector: £212m

1 Smiths Tubular Systems Aerospace 24%
2 Flexible Solutions 23%

3 Heat Solutions 53%

C
Principal operating regions
Flex-Tek operations are principally located in the US and Mexico
with Asian operations located in India, China, Malaysia, and the
Philippines, and European facilities in France and Germany.

L]
Customers

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

and Watsco.

L]
Competitors
Competitors for aerospace tubing include specialty segments
of Parker-Hannifin and Eaton businesses as well as vertically
integrated capacity from key customers. Heat Solutions competes
with US suppliers such as Emerson, Watlow and Chromalox;
however as our business grows in Asia we will face competition from
Chinese manufacturers. Flex-Tek construction products compete
with US manufacturers Hitachi, Atco, Omega-Flex, Hart & Cooley
and Goodman. Flexible Solutions competes globally with small,
privately owned businesses which manufacture specialty hoses.

L]
Suppliers
Flex-Tek sources key raw materials from world-class companies
including electrical resistance wire from Sandvik, fibreglass
insulation from Owens Corning, specialty plastic resins from DuPont
and PolyOne, and stainless steel from Allegheny Ludlum. Each of
these supply chain partners is chosen based on its ability to provide
exceptional quality, service and value. No individual supplier
represents more than 10% of total Flex-Tek purchased value.
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Semi-conductive polymer

Shielding homes from lightning

Flex-Tek has launched a new, multi-layered version of its flexible
gas piping to minimise the risk of household damage from lightning.
FlashShield™ is a greatly enhanced form of Corrugated Stainless
Steel Tubing which uses a unique layer of metal mesh between
jackets of semi-conductive polymer to help dissipate the heat and
electricity generated by a lightning strike. Independent testing has
shown it provides 10 times the protection of standard flexible gas
piping. FlashShield™ also eliminates the need for additional
bonding.

=
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Business review
continued

[ e
Flex-Tek
continued

Headline operating profit margin
% 1

2008 | 2009

Markets and trends

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

Technology
Flex-Tek comprises three technology areas:

Aerospace Tubular Systems

Meeting the aircraft industry’s need for rigid and flexible hydraulic and
fuel hose, Flex-Tek's aerospace tubing business delivers high-
performance airframe fluid management systems around the globe.
Our customers utilise our specialised high-performance tubing in the
civiland military aerospace industry for aircraft and engine applications.
Demand for these products is linked to the worldwide air transport
market and military spending.

Heat Solutions

Our specialised heating elements and thermal systems serve
customers that manufacture tumble dryers, HVAC equipment, medical
applications, and bespoke applications. Revenue is largely dictated by
household appliance demand in the US.

Flex-Tek construction related products: HVAC ducting and gas delivery
tubing, are supplied to the North American construction industry via
distributors. Demand is a mix of the strength of the US construction
industry and replacement sales.

Flexible Solutions

Flexible Solutions hose assemblies can be found in a wide range of
applications including: medical respiratory care, floorcare appliances,
natural gas vehicles, leaf collection, and gasoline vapour recovery. The
business performance generally follows macroeconomic indicators
such as US GDP and capital goods expenditures.
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Successful conversions

Flex-Tek has partnered with Clean Energy in the US to service

the growing market for converting petrol vehicles to run on natural
gas, a more environmentally friendly fuel. The converted vehicles,
increasingly popular because of their low emissions, need the kind
of specialised fuel hose assembly that Flex-Tex has excelled in
designing over decades of supplying the aerospace and automotive
industries, including Formula One. Clean Energy, the largest
provider of natural gas for transportation in North America, recently
won a contract to convert almost 2,000 AT&T service vans using
Flex-Tek hoses. Aside from supplying fleet conversions, Flex-Tek is
also developing a unique delivery hose to be used at pumps as the
network of fuelling stations spreads, particularly in metropolitan
areas like Los Angeles.

. ______________________________________________________________________________|
Organic sales growth O
target range - 0

Headline operating margin 0
target range - O
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Business review
continued

Flex-Tek

continued

Performance

1 —
2010 2009 Reported Underlying

£m £m growth growth

Sales 212 222 (5)% (6)%

Headline operating profit 24 22 7% 6%

Headline operating margin - 11.1% 9.9%

Statutory operating profit 21 18

Return on capital employed 18.4% 16.7%

Flex-Tek's reported sales declined 5%, or £10m, because of a £12m (6%)
drop in underlying sales which was offset by £2m from currency
translation. This decline primarily reflects a downturn in sales of
components to the OEM aerospace market. Sales to the US residential
construction and domestic appliance markets began the year with
declining sales but began to show an improving trend during the second
half. As a result, overall sales grew in the second half by 3% on an
underlying basis driven by improving sales from the Flexible Solution
and Heat Solutions groups.

Headline operating profit margins increased by 120 basis points to 11.1%
as a result of the further progress in cutting costs and site
rationalisation. The underlying increase in operating profit of £2m was
caused by the net effect of lower volumes (£4m) offset by cost saving
benefits (E6m) driven by lower costs in materials, freight and overheads
as well as some improvement in targeted pricing.

Sales of components to aerospace customers began to decline at the
beginning of the period with a weakness primarily in the market for
regional aircraft and business jets. Although sales were down 16%,
margins declined only slightly with the lower volumes being partially
offset by production efficiency gains and cost cutting.

Heat Solutions underlying sales fell 3%, mainly due to declines in sales
of gas piping and HVAC ducting in the US construction market during the
first six months. Sales grew in the second half, reflecting an
improvement in underlying housing starts which began to show some
growth from November 2009. This improvement was supported by the
Homebuyer Tax Credit Program, particularly as builders increased
housing inventories to support demand ahead of the expiry of the tax
credit at the end of April 2010. The improving trend stabilised during the
summer following withdrawal of the tax credit. Sales of heating
elements to appliance manufacturers were slightly down. Against this
challenging trading environment, Heat Solutions sales fell at a lower
rate than the market, pointing to an increase in market share. In
addition, a sharper focus on low-cost manufacturing and combined
product marketing programmes has helped preserve margins. We have
recently launched a new product for the US construction market -
FlashShield™ - which offers leading-edge lightning protection for
corrugated stainless steel tubing used in residential gas piping.

Underlying sales of flexible hose assemblies from the Flexible Solutions
division were flat. This reflects weak demand in the US floorcare and
generalindustrial markets in the first half which was offset by growth in
the second half. In addition, we saw success with new product
introductions to the natural gas vehicle market in the US.

Flex-Tek has continued to rationalise its manufacturing portfolio and
deliver efficiency improvements. The programme is part of the wider
Group restructuring and is expected to deliver annualised savings of
£9m. In the year, we delivered a further £3m of savings which bring the
cumulative annualised savings to £8m. Flex-Tek remains on plan to
achieve the rationalisation of two facilities in Massachusetts.

Sales

£2172m
£24m

Headline operating profit
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Fibre optics open new market

Flex-Tek’s long expertise in designing flexible steel tubing for
household gas supply has won it an unexpected new market.
Instead of keeping gas in, its newly developed harsh environment
conduit is designed to keep damaging hydrogen gas out of fibre optic
cables. Based on Flex-Tek's corrugated, semi-rigid stainless steel
tubing, the conduit hermetically seals the cable from naturally
occurring hydrogen commonly found in regions rich in fossil fuels.
The gas can penetrate conventional plastic pipes and, through a
chemical reaction, cause darkening of the fibres and loss of signal
capacity. Flex-Tek's tubing minimises the risks of potentially costly
repairs and commmunication interruptions, an acute problem for oil
and gas companies which use fibre optics for distributed
temperature sensing.

Outlook

The outlook for the US residential construction, household appliance
and industrial markets is still uncertain, with a mixed flow of economic
and housing data from the US. The aerospace sector is likely to
remain challenging. Flex-Tek will benefit from the savings generated
through site rationalisation and cost cutting programmes, which will
help preserve margins. Flex-Tek is strongly leveraged to a recovery
in US housing.
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Financial review

Earnings per share

Basic headline earnings per share from continuing activities were 84.6p
(2009: 72.4p), a growth of 17%. This reflects an increased headline
operating profit partially offset by higher interest costs on the refinanced
debt and a lower pensions financing credit.

On a statutory basis, the basic earnings per share from continuing
activities were 75.3p (2009: 70.8p).

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

These items amounted to a charge of £62m compared to last year when
they had no net impact. They comprised:

e Amortisation of intangible assets acquired in business combinations
of £42m (2009: £35m). The amortisation relates principally to
technology and customer relationships;

¢ A charge of £25m (2009: £22m) in connection with John Crane, Inc.
asbestos litigation;

e A charge of £8m (2009: £24m) in respect of restructuring. This is part
of a programme which is expected to cost approximately £45m by the
end of 2017;

* Profit on disposal of businesses and property of £9m (2009: £15m);

e Gains of £4m arising from the closure of the principal UK defined
benefit pension schemes. In 2009, there was a gain of £70m
arising from changes to the US pension and post-retirement
healthcare plans;

e Acquisition costs of £1m. These costs are now charged to profit
following the implementation of IFRS3 (Revised); and

e Financing gains of £1m (2009: £4m loss). These represent exchange
movements on derivatives and other financing instruments not hedge
accounted under IFRS.

Sales +4%

£2,770m
17.8%

Headline operating profit margin

Cash generation and net debt

Strong cash generation in the period resulted in a free cash-flow of
£331m (2009: £256m) based on cash-flow after interest and tax but
before acquisitions, financing activities and dividends. Substantially
improved headline operating cash of £565m (2009: £435m) represented
115% (2009: 104%) of headline operating profit. The improvement was
a result of reduced investment in working capital, particularly
inventories, and lower net capital expenditure.

On a statutory basis, net cash inflow from continuing operations was
£410m (2009: £332m).

Dividends paid in the year on ordinary shares amounted to £133m,
compared with £132m in 2009.

Net debt at 31 July 2010 was £837m, down from £885m at 31 July 2009.
The decrease in net debt reflects strong cash generation despite
outflows of £133m for dividends and £133m for acquisitions.

Interest and other financing costs

Interest payable on debt, net of interest earned on cash deposits, was
£62m compared with £52m in 2009. This increase reflects the higher
cost of refinancing long-term debt. Interest costs were covered 8 times
by headline operating profits.

The Group accounts for pensions using I1AS19. As required by this
standard, a finance credit is recognised reflecting the expected return on
pension scheme assets and a finance charge is recognised reflecting
the unwinding of the discount on the future pension liability. The net
financing credit was £2m in 2010 (2009: £5m credit).

Research and development

Investment in research and development (R&D) drives future
performance and is a measure of the Group’s commitment to the future
organic growth of the business.

Smiths invested a total of £106m in R&D on continuing operations,
equivalent to 3.9% of sales. Of that total, £93m was funded by the
Company compared with £90m in 2009, an increase of 5%. We actively
seek funding from customers to support R&D and this amounted to
£13m (2009: £15m). Under IFRS, certain of these development costs are
capitalised, and this amounted to £24m in the year (2009: £23m). The
gross capitalisation is shown as an intangible asset. Where customers
contribute to the costs of development, the contribution is included as
deferred income and disclosed within trade and other payables.
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Taxation

The headline tax charge of £104m for 2010 represented an effective rate
of 24% on the headline profit before taxation - unchanged from last year.
On a statutory basis, the tax charge on continuing activities was £79m
(2009: £95m).

The Group continues to take advantage of global manufacturing,
research and development and other tax incentives, the tax-efficient use
of capital and tax compliance management. However, our increased
profitability, particularly in profits derived from the US where there are
higher rates of corporation tax, will cause the headline tax rate to
increase over time with a rate of between 26-27% expected in the year
ending 31 July 2011.

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

Return on capital employed

The return on capital employed (ROCE] is the percentage that headline
operating profit comprises of monthly average capital employed. Capital
employed comprises total equity adjusted for goodwill recognised
directly in reserves, net post-retirement benefit assets and liabilities and
net debt (see note 1 to the accounts).

The ROCE was 16.6% (2009: 14.7%). The comparative ROCE has been
adjusted from that reported previously to reflect a revised method of
calculating capital employed.

Retirement benefits

As required by IFRS the balance sheet reflects the net surplus or deficit
in retirement benefit plans, taking assets at their market values at
31 July 2010 and evaluating liabilities at period-end AA corporate bond
interest rates.

We have taken action to reduce the Company’s liabilities in respect of
retirement benefits. From 31 October 2009, the UK-defined benefit
pension schemes were closed to future accrual. The principal US
defined benefit pension plan was closed with effect from 30 April 2009,
after which no further benefits have accrued. In addition, future benefits
accruing under the US and UK post-retirement healthcare schemes
were substantially reduced; for most members, the Company has
capped its contributions at 50% of the 2009/10 premium.

The retirement benefit position was:

31 July 30 January 31 July
2010 2010 2009

Funded plans
UK plans - funding status 98% 98% 95%
US plans - funding status % 73% 72%
Other plans - funding status 69% 76% 75%

31 July 30 January 31 July
2010 2010 2009
£m £m £m

Surplus/(deficit)
Funded plans (216) (208) (254)
Unfunded plans (89) (86) (85)
Total surplus/(liability) (305) (294) (339)

In July, we reached 10-year funding agreements with the Trustees of
the two major UK pension schemes. The funding agreements are
structured to provide certainty to the Trustees while maximising flexibility
for the Company. Full details of the retirement benefits and funding
agreements are shown in note 10 to the accounts.

Exchange rates

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

31 July 31 July 30 January
2010 2009 2010
Average rates:
US dollar 1.57 1.58  Dollar strengthened 1%  1.63
Euro 1.14 1.16  Euro strengthened 2% 1.12
Year-end rates:
US dollar 1.57 1.67  Dollar strengthened 6%  1.60
Euro 1.20 1.17  Euroweakened 3% 1.15

Goodwill and intangibles

Goodwill on acquisitions has been capitalised since 1998. Until 1 August
2004 it was amortised over a maximum 20-year period. Under IFRS
goodwill is no longer amortised but instead is subject to annual reviews
to test for impairment.

Intangible assets arising from business combinations (‘acquired
intangibles’) are assessed at the time of acquisition in accordance with
IFRS3 (Revised) and are amortised over their expected useful life. This
amortisation is excluded from the measure of headline profits.

Other intangible assets comprise development costs or software which
are capitalised as intangible assets as required by IFRS. Amortisation
charged on these accounts is deducted from headline profits.

The goodwill balance was tested for impairment in 2009 and 2010.

Accounting policies

The accounts in this report are prepared under International Financial
Reporting Standards (IFRS), as adopted by the European Union (EU).
The accounting policies used in preparing these accounts are set out
on pages 89 to 94.

Significant judgements, key assumptions and estimates

Applying accounting policies requires the use of certain judgements,
assumptions and estimates. The most important of these are set out
on page 89.
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Financial review
continued

Treasury

The Board has approved a Treasury Risk Management policy which
governs the activities of both Group treasury and subsidiary companies
and the financial risk profile to be maintained by the Group. A monthly
report for the Executive Committee and Board and a semi-annual report
to the Audit Committee reports on compliance with the policy. The Board
maintains a strong treasury control framework within which bank,
financing and debt strategy, interest rate risk and currency translation
exposure are reserved for Group treasury while cash and currency
transaction exposure management is devolved to subsidiary companies.

The Group uses financial instruments to raise financing for its global
operations, to manage related interest rate and currency financial
risk and to hedge transaction risk within subsidiary companies. The
Group does not speculate in financial instruments. All financial
instruments hedge existing business exposure and all are recognised
on the balance sheet.

There are four components of the Treasury Risk policy and in each
component a series of metrics measured monthly.

1. Credit quality

The Group’s strategy is to maintain a solid investment grade rating to
ensure access to the widest possible sources of financing and to
minimise the resulting cost of debt capital. The credit ratings at the end
of July 2010 were maintained at BBB+ / Baa? (both negative outlook]
from Standard & Poor’s and Moody's respectively, the same ratings as
2009. An essential element of an investment grade rating is robust cash-
flow metrics. The Group's objective is to maintain a headline operating
cash conversion of greater than 80% and to maintain net debt/headline
EBITDA of less than two times. At 31 July 2010, these measures were
115% (2009: 104%) and 1.4 times (2009: 1.8 times) respectively.

2. Debt and interest rate management

The Group’s debt funding requirements are managed centrally.
At 31 July 2010 net debt was £837m (2009: £885m). In 2010, the Group
raised new long-term Euro capital markets financing to further its debt
strategy via €300m of 4.125% senior notes due 2017. These funds were
used to refinance the 7.875% sterling bonds due in 2010 and for general
corporate purposes. The Group’s objectives are to ensure that funding
from the bank market is less than 30% of net debt, the average maturity
profile of all debt is at least four years and over 60% of net debt is at fixed
rate of interest. At the 31 July 2010, these measures were 0% (2009: 8%);
6.0 years (2009: 5.4 years) and 92% (2009: 79%).

3. Liquidity management

A committed £660m revolving bank credit facility is available to the
Group until July 2012 and is provided by a quality group of 11 global
relationship banks. At the 31 July 2010 the facility was completely
un-drawn (2009: £623m undrawn). The Group's objective is to ensure
that at any time un-drawn committed facilities net of overdraft financing
are greater than £200m. At 31 July 2010, this measure was £660m
(2009: £595m)] respectively.

The Group aims to ensure that, where surplus cash resources exist, the
funds are securely placed on deposit with highly rated counterparties at
short-notice availability. Credit exposure to every bank is defined by the
Treasury Risk policy by reference to long-term rating and compliance is
measured monthly. At 31 July 2010, 69% (2009: 83%)] of group liquid
resources were on deposit with the 11 global relationship banks and
only £5m (2009: £5m) was held with banks rated less than A+.

4, Currency management

The Group has adopted hedge accounting for the significant majority of
transaction hedging positions, thereby mitigating the impact of market
value changes in the income statement. Material sales or purchases in
foreign currencies are hedged at their inception by appropriate financial
instruments, principally forward foreign exchange contracts and swaps.
The Group’s objective is to reduce medium-term volatility to cash-flow,
margins and earnings.

The Group is aninternational business with the majority of its net assets
denominated in foreign currency. It protects its balance sheet and
reserves from adverse foreign exchange movements by financing its
currency assets in the same currency such that, where the value of net
assets is over £20m equivalent, over 50% of those assets are matched
with the same currency liability. At 31 July 2010, 51% (2009: 51%) of total
foreign currency assets were matched by currency liabilities.

Financial controls

While the Group’s decentralised organisation delegates day-to-day
control to local management, Smiths has comprehensive control
systems in place with regular reporting to the Board. The Group has
continuous formalised business risk management processes operating
at each business unit.

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

Further information regarding the Group’s procedures to maintain strict
controls over all aspects of risk, including financial risk, are set out in the
Corporate governance statement on pages 67 to 71.

Essential contracts

The divisional reviews describe our main customer and supplier
relationships and the ‘Risks and uncertainties’ section outlines the risk
management aspects of our contractual arrangements. Smiths Group
has a wide range of suppliers and customers, and while the loss of, or
disruption to, certain of these arrangements could temporarily affect
the operations of an individual division, none is considered essential.
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Legal issues

Smiths is committed to operating within the law in all applicable
jurisdictions, and seeks to benefit from the rights and protections
afforded by relevant laws. The Company aims to anticipate and
meet the changing requirements of the markets it serves, as legal
and regulatory reforms impact those markets.

Legal issues

Smiths faces different types of legalissues in different jurisdictions. The
high level of activity in the US, for example, exposes the Company to the
likelihood of various types of litigation commonplace in that country,
such as ‘mass tort’ and ‘class action’ litigation, and legal challenges to
the scope and validity of patents. These types of proceedings (or the
threat of them) are also used to create pressure to encourage negotiated
settlement of disputes.

In addition, contracting with the US Government subjects the Group to
numerous stringent regulatory obligations, calling for an active
programme of compliance, reporting and communication. By contrast,
the Group’s activities in some countries with less developed legal
systems pose challenges for the protection of corporate assets such as
real estate and intellectual property rights.

In order to address the challenges and exploit the opportunities arising
from these and other legal issues, Smiths employs experienced lawyers
both in its head office and in its divisions, and retains the services of
major law firms around the world.

John Crane, Inc. litigation

John Crane, Inc. (JCI), a subsidiary of the Group, is currently one of many
co-defendants in litigation in the USA relating to products previously
manufactured which contained asbestos. This litigation began around 30
years ago and, typically, involves claims for a number of diseases
including asbestosis, lung cancer and mesothelioma. The JCI products
generally referred to in these cases consist of industrial sealing
products, primarily packing and gaskets. The asbestos was
encapsulated within these products in such a manner that, according to
tests conducted on behalf of JCI, the products were safe. John Crane
ceased manufacturing products containing asbestos in 1985.

In recent years, the litigation has focused increasingly on claims for
mesothelioma, awards for which, when made, tend to be larger than
those for the other diseases. Whilst the number of claims being filed
against JCl and other defendants has been declining, the proportion of
mesothelioma claims has increased, and JCl's ability to defend these
cases is likely to have a significant impact on its annual aggregate
adverse judgment and defence costs.

JCl is actively monitoring the conduct and effect of its current and
expected asbestos litigation, including the efficacious presentation of its
‘safe product defence, and intends to resist all asbestos cases based on
this defence. Approximately 184,000 claims against JCI have been
dismissed before trial over the last 30 years. JCl is currently a defendant
in cases involving approximately 116,000 claims. Despite these large
numbers of claims, JCI has had final judgments against it in only 100
cases, and has had to pay awards amounting to approximately US $95m
over the 31-year period.

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

At 31 July 2010, the aggregate provision for JCI asbestos litigation,
including for adverse judgments and defence costs, amounted to £176m
expressed at the then current exchange rate. In deciding upon the
amount of the provision, JCl has relied on expert advice from a specialist
in asbestos liability estimation. Moreover, in establishing this provision
no account has been taken of any recoveries from insurers as their
nature and timing are subject to pending litigation.
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Risks and uncertainties

Smiths is exposed to the following principal risks. If any of these
risks, or other unforeseen risks, materialise, they could have a
significant adverse effect on not only our business and financial
condition but also our reputation and the trading prices and liquidity
of our securities. This could lead to a loss for investors of part of or,
In @ worst case scenario, all of their investment.

Smiths seeks to mitigate significant identified risks through risk
management processes, appropriate Group policies and other
measures (including insurance where we regard it as appropriate and
economic) but there can be no assurance that such measures will be
effective in any particular case.

Some of the risks to which Smiths is exposed arise from the specific
nature of the businesses in which it is engaged; others are common to
many international manufacturing companies.

Risks specific to the nature of Smiths Group businesses
Competition, innovation and major projects

The industries in which Smiths operates are characterised by
technological innovation, intense global competition, consolidation
through mergers, joint ventures and alliances and some of the Group’s
competitors may have greater resources than it does. Additionally, the
entry of new competitors, the consolidation of competitors and changed
or irrational behaviour by competitors could all have a significant
adverse impact on the Group’s business.

Continued development of new products and improvements to existing
products are critical to the future of Smiths business and competitors
may innovate in these areas more effectively. All new or improved
technologies and products involve risk, including possible abortive
expenditure, reputational risk and potential customer claims or onerous
contracts. In addition, in some cases Smiths contracts to supply new
products to customers before the design is established or proven.
Further, Smiths research and development programme may not
produce successful results and its new products may not achieve
market acceptance, create additional revenue or become profitable,
which could materially harm its reputation and business. The same is
true for investment in new facilities and other major projects.

Should there be a decrease in the funds available from the Group's
operations, from customer advances (for example, if customers cancel
the relevant contracts) or from government grants, Smiths may not be
able to continue an adequate level of research and development activity,
which would harm its ability to develop new products and, accordingly,
negatively affect its future results.

Raw materials

Smiths business is affected by the price, quality, availability and timely
delivery of raw materials and purchased components. Smiths business
could be adversely impacted by factors such as the destruction of
suppliers’ facilities or their distribution infrastructure, a work stoppage
or strike by suppliers” employees, or the failure of suppliers to provide
materials of the requisite quality or by increased costs. In particular,
Smiths relies on sole suppliers to provide raw materials or purchased
components for some of its products. Risks include loss of such a
supplier, a reduction or interruption in manufacturing, volatility in
prices or an inability to secure alternative sources of raw materials
or components.

Contractual arrangements and inability to supply

Smiths must service its existing contracts and win new contracts, the
award of which is subject to competition and is affected by factors
outside the Group’s control, such as government spending decisions
and administrative procedures. Risks include the failure to secure or
delays in securing a consistent number of contracts or any interruption
to or termination of existing contracts.

Smiths ability to execute contractual commitments depends on
numerous factors, including its ability to develop necessary
technologies. Failure to deliver, in a timely fashion or at all, the products
and services Smiths is obliged to deliver, or any fault in contract
execution due to delays or breaches by its suppliers, may lead to higher
costs or penalties. In particular, some of Smiths contracts require
compliance with a variety of complex laws, regulations and standards,
breaches of which could entail serious consequences for the Group.
Smiths may also face difficulty enforcing contracts with customers,
suppliers or other counterparties.

Also, differences between the estimated costs in Smiths medium- and
long-term contracts and actual costs may arise from a number of
factors including production delays, cost overruns and other items.

Smiths Detection, Smiths Medical and Smiths Interconnect frequently
need to tender for government contracts. The timing of the award of
contracts and payments under such contracts may be uncertain and
uneven over a given financial year. At times these divisions must bid for
contracts prior to completing the necessary design, which may result in
unforeseen technological difficulties and/or cost overruns.

Additionally, certain of Smiths contracts with governments include
terms that allow the government body counterparty to terminate
unilaterally, reduce or modify the relevant contracts.
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Global political and economic conditions
Smiths operates in over 50 countries, and is affected by global economic
conditions, particularly in the US. Smiths business is affected by
government spending priorities, in particular in the US and UK, and the
willingness of governments to commit substantial resources to
homeland security and defence initiatives.

Current global economic and financial market conditions, including
severe disruptions in the credit markets and the potential for a
significant and prolonged global economic recession, have affected and
may materially and adversely affect Smiths financial condition, and may
also materially impact its customers, suppliers and other parties with
which it does business. Adverse economic and financial market
conditions may cause Smiths customers to terminate existing purchase
orders or to reduce their purchases from Smiths or cause its suppliers
to be unable to meet their commitments to Smiths or to make changes
in the credit terms they extend it.

Smiths is also affected by the social, economic, regulatory and political
conditions where it has operations, which are often unpredictable and
outside its control, particularly in developing countries.

Targeted cost savings

Smiths strategy to improve profitability through productivity and
efficiency by reducing costs throughout the supply chain may not yield
the anticipated cost savings, and Smiths could face unexpected
increases in direct or indirect costs. Smiths ability to gain additional
efficiencies may become more difficult over time, such as when
synergies from the restructuring programme and acquisitions are fully
realised. In addition, objectives and limitations could be imposed over the
scope of savings programmes by relevant stakeholders, which may
jeopardise future savings programmes.

Acquisitions and disposals

The success of the Smiths strategy of organic growth and mergers and
acquisitions depends on identifying suitable acquisition targets,
obtaining the necessary authorisations and approvals and having the
ability to commit the necessary financing. Even if it is successful in
making an acquisition, the products and technologies that Smiths
acquires may not be successful or may require significantly greater
resources and investment than originally anticipated. Smiths may
not be able to successfully integrate the businesses that it acquires
or obtain the appropriate regulatory approvals for such acquisitions.
It cannot guarantee that any anticipated benefits from an acquisition
will be realised.

If integration is unsuccessful, or anticipated benefits are not realised, or
trading by acquired businesses fall behind expectations such that the net
present value of expected cash-flows from acquisitions is lower than
the carrying value of the related goodwill and acquired intangible assets,
it may be necessary to impair the carrying value of these assets.

In recent years, Smiths has disposed of a number of businesses,
including its Aerospace operations, where it has given indemnities,
warranties and guarantees to counterparties. Smiths is also party to a
number of contracts relating to exited businesses which it has not
novated to the purchasers of these businesses.

Legislative and regulatory

Smiths operates in highly regulated business sectors. Smiths Detection,
Smiths Interconnect and Smiths Medical are particularly subject to
regulation, with certain customers and regulatory or other enforcement
bodies routinely inspecting the Group’s practices, processes and
premises. A compliance problem arising in one of these (or any other of
Smiths) divisions could have significant adverse consequences for the
Group as a whole.

Certain of Smiths products, most notably devices produced by Smiths
Medical, are subject to regulatory approval processes. Should a
regulator’s approval process take a particularly long time, Smiths
products may suffer a delay in getting to the market, which could give
an advantage to a competitor with a similar product.

Due to the security functions served by their products, Smiths Detection
and Smiths Interconnect are subject to numerous export controls,
technology licensing and other government regulations. In addition,
new regulations or certification requirements may require additional
expenses or restrict Smiths commercial flexibility and planned
business strategies.

Pension funding

As a result of benefit arrangements under the Smiths retirement plans,
Smiths is subject to various funding risks, including poor performance
of the investments (particularly equity investments), increased longevity
of members and changes in valuation and funding assumptions. Under
Smiths defined benefit plans, the Group is committed to pay a defined
level of benefits to plan participants, thereby bearing the risk that the
plans’ assets, such as investments in equity and debt securities, will not
be sufficient to cover the value of those benefits. The value of the plans’
assets is affected by, among other things, developments in the equity
and bond markets.

Litigation and product liability

In the ordinary course of its business, Smiths is subject to litigation such
as product liability claims and lawsuits, including potential class actions,
alleging that the Group’s products have resulted or could result in an
unsafe condition or injury. Any liability claim brought against Smiths,
with or without merit, could be costly to defend and could result in an
increase of the Group's insurance premiums. Some claims brought
against Smiths might not be covered by its insurance policies adequately
or at all. Further information regarding material litigation in which the
Group is involved is set out on page 51.

In addition, manufacturing flaws, component failures or design defects
could require Smiths to recall products. Many of Smiths products are
used in critical applications where the consequences of a failure could
be extremely serious and, in some cases, potentially catastrophic. An
adverse event involving one of its products could result in reduced
market acceptance and demand for all products and could harm Smiths
reputation. Smiths also may undertake voluntarily to recall products or
temporarily shut down production lines based on internal safety and
quality monitoring and testing data perhaps due to issues with external
parties outside the Group’s control.
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Risks and uncertainties
continued

Other risks common in international manufacturing companies
Intellectual property

If Smiths does not obtain sufficient protection for its intellectual property,
or if it is unable to effectively enforce its intellectual property rights,
Smiths competitiveness could be impaired.

Additionally Smiths cannot provide assurances that it will maintain its
trade secrets or that Smiths would have adequate remedies to
compensate it for the losses in the event of breach of agreements.

There also can be no guarantee that Smiths technology will not be found
to infringe rights owned by or granted to others or that any of its currently
patented products will not be the subject of intellectual property litigation
or other disputes.

Controls and information technology

Smiths information systems, personnel and facilities are subject to
security risk. Failures in security systems or processes could have
significant adverse consequences, as could failures in Smiths various
corporate governance and internal controls, failures to detect fraud, theft
or corruption or non-compliance with the Smiths Group Code of
Business Ethics.

Additionally, Smiths is dependent on information technology systems
for both internal and external communications and for the day-to-day
management of its operations, with a number of key enterprise resource
planning projects in the course of implementation across the Group.
Any disruption to these systems, or delays or failures in the
implementation of these projects, could have significant adverse
consequences for the Group.

Environmental and external

Smiths cannot provide any assurance that it has been or will be at all
times in complete compliance with laws, regulations and any required
permits concerning emissions into the environment, the violation of
which could result in fines or other sanctions. These environmental
requirements may become stricter over time and the cost of maintaining
compliance with environmental laws, regulations or permits may
increase.

Smiths could be held responsible for any and all liabilities and
consequences arising out of past or future environmental damage,
including potentially significant remedial costs. There is a risk that
liabilities or remediation costs could prove greater than expected or that
further contamination could be discovered with significant adverse
consequences for the Group. There can be no assurance that any
provisions Smiths makes for expected liabilities and remediation costs
will adequately cover such liabilities or costs.

Smiths is exposed to a number of natural catastrophe risks, such as
earthquakes, floods, hurricanes and other types of storm, which, like
other external events such as terrorist attacks or a disease pandemic,
could have significant adverse consequences for its business.

Financial

Exchange rate fluctuations have had, and could continue to have, a
material impact on Smiths operating results. The global financial crisis
has led to increased volatility in exchange rates, which makes it harder
to predict exchange rates and thus perform financial planning.

Smiths is exposed to two types of currency risk: transaction risk in
respect of products manufactured in one currency region and sold in
another currency; and translation risk in that the results of its non-UK
businesses will translate into pounds sterling, the Group’s reporting
currency, at differing values, depending on the exchange rate.

Smiths is exposed to interest rate risk derived mainly from long-term
indebtedness relating to borrowings which have been issued at floating
interest rates. Cash deposits and other financial instruments expose
Smiths to credit risk on the amounts due from counterparties such as
suppliers, banks, insurers and customers, including governments and
government agencies.

Smiths ability to refinance its borrowings in the bank or capital markets
is dependent on market conditions and the proper functioning
of financial markets, either of which may affect the Group’s ability
to refinance.

Whilst in 2010 Smiths effective tax rate on headline profits was 24%, our
increased profitability, particularly those derived from the US where
there are higher rates of corporation tax, will cause the headline tax rate
to increase over time. Changes in the tax and fiscal regulations in the
countries in which the Group operates could have an adverse impact on
the Group, particularly at times when public sector debt is high, as could
the uncertainty surrounding the outlook for the basis of taxation of
foreign profits under the UK’s controlled foreign companies’ regime.

Human resources

Competition for personnelis intense and Smiths may not be successful
in attracting or retaining qualified personnel, particularly engineering
professionals. In addition, certain personnel may be required to receive
security clearance and substantial training to work on certain
programmes. The loss of key employees, Smiths inability to attract new
qualified employees, adequately trained employees, or a delay in hiring
key personnel could seriously harm the Group’s business.

Insurance

Smiths cannot provide assurance that it will be able to obtain insurance
on terms acceptable to the Group or at all since insurance varies in cost
and can be difficult to obtain. Furthermore, Smiths cannot provide
assurance that its insurance coverage will be sufficient to cover the loss
arising from any or all of the above events. In addition, even if its coverage
is sufficient, the insurance industry is subject to credit risk, particularly
in the event of a catastrophe or where an insurer has substantial
exposure to a specific risk.

54 Smiths Group plc Annual Report 2010



Corporate responsibility

Our Code applies to all businesses and employees of Smiths Group
worldwide. Compliance with our Code helps to sustain and enhance
the good reputation of the Company and contributes to long-term
value creation for shareholders. We believe that every employee
plays their part in building and strengthening the Group as a whole.
We operate a non-retaliation policy: any employee who in good faith
reports any act of apparent misconduct or unethical behaviour will
not be victimised or treated adversely.

The 12 principles of the Code of Business Ethics:

We comply with the law

We compete fairly

We act with integrity in all our business dealings

We treat suppliers, partners and customers properly

We treat our co-workers respectfully

We contribute to healthy, safe and secure workplaces
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We respect the environment

We contribute to our communities

We participate in relevant public debates
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We respect human rights

-

We have high standards of financial record-keeping
and reporting
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/] 2 The Code applies to all of us
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Corporate responsibility
continued

The Smiths Code of Business Ethics (‘Code’) sets out 12 broad principles
for how Smiths does business: these standards are based on a set of
common values based around integrity, honesty, fairness and
transparency. These principles cannot address all areas or all
circumstances, but they provide a framework for wider policies and
programmes. The Code aims to offer clear standards and guidance for
the business dealings of every employee.

The Code applies to all businesses and employees of Smiths Group
worldwide. The Code, in 12 languages, has been provided in a printed
copy format and on the Smiths intranet for each employee.

Smiths Code of Business Ethics is available to the public on the Smiths
website, www.smiths.com.

In 2009, in order to communicate the revised Code and provide ethics
training to individuals across the Group, a Smiths Code of Business
Ethics training course was created. In collaboration with Global IT this
course was launched online through a custom-built electronic training
platform, the Global Learning Resource (GLR), and installed on a Smiths
training portal available through the intranet. Smiths employees have
been trained on the revised Code of Business Ethics through the
intranet, portal or classroom-style training.

The GLR and portal is designed to support future employee training
in the areas of business ethics, compliance, safety, and security.

Managing corporate responsibility

The Code Compliance Council for the Code of Business Ethics (the
Council’) acts as the steering committee for the ethics programme and
is supported by the Senior Vice President and General Counsel - Ethics
& Compliance. The Council meets quarterly to determine priorities and
review key issues. Council members take the lead in co-ordinating
resources in their divisions or corporate functions. The Senior Vice
President and General Counsel - Ethics & Compliance has the
responsibility to report to the Audit Committee periodically on ethics
issues and suspected or actual breaches of the Code. The Council and
its Chair are assisted by a dedicated, full-time Ethics and Compliance
Manager for Smiths Group.

Smiths maintains an Ethics Helpline, accessible by both phone and
email, to answer queries relating to ethics issues, as well as to actas a
confidential reporting line for concerns and allegations. The Helpline is
available worldwide to all Smiths employees. There are freephone
numbers in approximately 40 countries where Smiths has businesses,
staffed by individuals who speak the local language.

The Senior Vice President and General Counsel - Ethics and
Compliance serves as an adviser and resources on all Ethics issues. He
manages the responses to all inquires and allegations assisted by the
Ethics and Compliance Manager.

Compliance support to Smiths” businesses comes from legal counsel
who provide advice, export control policies, education, training, guidance
materials and risk assessment tools.

Some specific issues are managed by other functions within Smiths
Group, depending on the nature of the issue and how it can most
effectively be managed:

e environment, health and safety (EHS) issues are the responsibility of
line management and are overseen through a Group-wide EHS
steering committee, a technical implementation committee and local
co-ordinators;

e security, also a line management responsibility, is controlled through
a Group-wide security committee;

e employee issues are managed by line management and through the
Human Resources function;

e supplier and customer programmes are managed by each business;
and

e community programmes are principally managed locally, although
there is also some Group-level activity.
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Corporate responsibility
continued

Health and safety
Smiths is committed to conducting all its activities in a manner which
achieves the highest practicable standards of health and safety.

In 2007 Smiths made the commitment to achieve certification to the
occupational health and safety management system standard OHSAS
18001 by July 2010 at its manufacturing facilities with more than 50
employees. We achieved our goal with certification of 77 facilities,
providing an externally verified framework for risk reduction, continual
improvement, compliance assurance and management review.

The success of OHSAS 18001, together with other targeted initiatives is
measured against recordable incident rate (RIR) performance (based
on the US OHSA standard). In 2007, we established a RIR goal of 1.5
recordable incidents per 100 employees per year to be achieved by mid-
2010. We have significantly outperformed this goal, achieving a RIR of
0.71in 2010, a 62% reduction over our baseline 2007 performance of
1.89 RIR. Since 2004, we have achieved a steady reduction in our RIR
with 2010 being our safest on record. As part of our goal to continuously
improve safety in the workplace, we have recently set challenging new
three-year RIR targets.

Performance against targets

Target [August 2007 - July 2010) 2010 Result
OHSAS18001 certification 77 out of 77
Certification at all sites with more certified
than 50 employees by July 2010

Recordable incident rate

Better than 1.5 per 100 employees 0.71

Lost time incident rate

No target set 0.30
Recordable K

Incident Rate

Where an employee requires
medical attention beyond first aid
(per 100 employees per year)

2004

2005 |2006 |2007 |2008 |2009 |2010

Environment

Smiths is committed to ensuring that, as far as is reasonably practicable,
any detrimental effects of its activities, products and services upon the
environment are minimised. In practice, this means using performance-
based environmental management systems to drive improvement
throughout the business.

All Smiths manufacturing facilities with more than 50 employees are
required to achieve certification to the international environmental
management system standard ISO 14001. New acquisitions and sites
that grow above this threshold have two years to comply. Currently, we
have 76 manufacturing facilities certified.

In 2007, Smiths set three-year targets to reduce water consumption by
9%, waste generation by 9% (both normalised against sales) and to cap
greenhouse gas emissions at FY2007 levels (absolute). Our focus on
environmental performance improvement resulted in beating our goals
as shown below. However, during FY2010, we experienced an increase
in energy consumption, CO2 emissions and water use. When these
environmental metrics are normalised to turnover, they have lower
increases than the absolute values, indicating that parts of the increases
are associated with increased output. Increases were also associated
with the addition of new businesses that began reporting in FY2010, and
the acts of relocating and consolidating operations. Though we work to
minimise environmental impacts caused during our operational
changes, opportunities to reduce still exist, on which we will continue to
focus. In addition, our newly acquired businesses will implement actions
to reduce their environmental footprint.

We recently set new five-year improvement targets for our
environmental metrics and added energy, all of which supports our
efforts to reduce costs and our impact on the environment. Our new
targets include 10% reductions in energy usage and greenhouse gas
emissions and a 5% reduction in water usage by FY2015, all normalised
to turnover.

Performance against targets

___________________________________________________________________________|
Target (August 2007 - July 2010) 2010 Result

Greenhouse gas emissions 8% reduction

No absolute increase over the 2007 baseline

Total non-recycled waste 38% reduction
9% reduction over three years

normalised against turnover

Water consumption 21% reduction
9% reduction over three years

normalised against turnover

Smiths Group is committed to the efficient use of energy and natural
resources and the reduction of greenhouse gases, thereby minimising
our environmental impact worldwide, adding value to our business and
enabling us to fulfil our corporate responsibilities. In support of this
commitment, in 2010 we established a new policy to specifically address
our energy and greenhouse gas impacts.
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Employees

Itis the Company’s policy to provide equal opportunities for employment.
Smiths recruits, selects and promotes employees on the basis of their
qualifications, skills, aptitude and attitude. In employment-related
decisions, Smiths complies with all applicable anti-discrimination
requirements in the relevant jurisdictions, including concerning matters
of race, colour, national origin, gender, marital status, sexual orientation,
religious belief, age, or physical or mental disability. Disabled people are
given full consideration for employment and subsequent training, career
development and promotion on the basis of their aptitudes and abilities.

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

Smiths periodically offers employees in the US and the UK opportunities
to participate in share plans that enable employees to benefit from
increases to the company’s share price and to align their interests more
closely with those of shareholders.

Smiths invests in employees’ skills and capabilities, which in turn helps
the Company and its businesses to succeed. Current priorities for
Smiths are talent development, succession planning and employee
engagement.

Developing talent

Smiths has a number of development programmes designed to evaluate
and enhance core leadership competencies. These development
programmes are designed and tailored to address a wide range of
learning styles, incorporating workshops, experiential learning,
mentoring, team working and project experience.

Smiths continues to be actively involved in training and developing young
people, including initiatives designed to ease the transition from school
or study to work.

Horizons is a two-year programme for employees who will be or have
been recently appointed managers. It provides an understanding of the
Group and the business world in general, and develops personal and
team-working skills.

Succession management

Smiths operates a systematic succession management process for
leadership roles. Our businesses identify leadership talent and
development needs using common tools and a consistent language.
Development plans are monitored by senior management to optimise
effective succession opportunities.

Employee engagement

Smiths provides information to and communicates with employees as
an important part of doing business. Employees are regularly provided
with a wide range of information concerning the performance and
prospects of the business in which they are involved, by means of
employee councils, information and consultation forums, and other
consultative bodies that allow their views to be taken into account.

Communities

Smiths contributes positively to the communities in which we operate.
In addition to providing employment opportunities and playing a
beneficial role in local economies, we support community involvement
through charitable giving and education initiatives.

This activity is primarily managed at a divisional level. However, Smiths
does offer some support to community and charitable organisations
from a central budget. Consideration is given to charities and
organisations that demonstrate how a donation will enhance the
well-being of people through improved education, health and welfare
or environment. Projects local to our operational facilities or
connected to the industries in which we operate are the primary focus
of Smiths support.

Education is a major recipient of our support. For example together with
the Royal Academy of Engineering in the UK, the Smiths Technology
Education Programme is now in its fourth year. Through the
programme, school students are offered the opportunity to participate
in summer school courses in engineering and technology. Those
students who then go on to take an engineering or technology degree
course at university are eligible to receive Smiths bursaries. Smiths also
supports the Centre for the Study of Terrorism and Political Violence at
St Andrews University by funding a research assistant.

Smiths divisions also deliver significant support. The Smiths Medical
Chair of Anaesthesia and Critical Care at University College London
is an important example of long-term funding that has enhanced
medical care.

In addition to donations, Smiths people devote time to local community
projects around the world. For further information, please see the 2010
Corporate Responsibility Report at www.smiths.com/cr10.

Controls on defence sales

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

FTSE4Good

Smiths continues to be awarded membership of the FTSE4Good Index
which recognises companies that meet globally recognised corporate
responsibility standards. Whilst we are not complacent about the
ongoing work required, we were pleased to receive this external
recognition of our corporate responsibility initiatives and business
ethics programme.
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1 Donald Brydon, CBE

Chairman #*

Aged 65. British. Donald Brydon was appointed to the Board in April
2004, becoming Chairman in September 2004. He is Chairman of Royal
Mail Holdings plc. He had a 20-year career with Barclays Group, during
which time he was Chairman and Chief Executive of BZW Investment
Management, followed by 10 years with the AXA Group. He was also
formerly Chairman of the London Metal Exchange and of Amersham
plc, and a director of Allied Domecq plc and Scottish Power plc. He is
Chairman of the David Rattray Memorial Trust (UK].

Chairman of the Nomination Committee.

2 Philip Bowman

Chief Executive

Aged 57. Australian. Philip Bowman was appointed Chief Executive in
December 2007. He previously held the positions of Chief Executive at
Scottish Power from early 2006 until mid 2007 and Chief Executive at
Allied Domecq between 1999 and 2005. He is currently the senior
independent director of Burberry Group plc. Past board appointments
include British Sky Broadcasting Group plc, Scottish & Newcastle Group
plc and Coles Myer Limited as well as Chairman of Liberty plc and Coral
Eurobet plc. His earlier career includes five years as a director of Bass
plc (now Mitchells & Butler plc and Intercontinental Hotel Group plc),
where he held the roles of Chief Financial Officer and subsequently Chief
Executive of Bass Taverns.

3 Peter Turner

Finance Director

Aged 40. British. Peter Turner was appointed an executive director of
the Board in April 2010 and, after a brief handover period, become
Finance Director in June 2010. He was Finance Director of Venture
Production plc from 2007 until its acquisition by Centrica plc in 2009. He
spent the previous 11 years at the BOC Group plc where he held a
number of senior finance posts including Director of Taxation and
Treasury, and Finance Director of the group’s largest division. He
qualified as a Chartered Accountant whilst working for
PricewaterhouseCoopers.

4 David Challen, CBE

Non-executive director *#

Aged 67. British. David Challen was appointed to the Board in
September 2004. He is Vice-Chairman of Citigroup European Investment
Bank and former Chairman of J Henry Schroder & Co Ltd. He is senior
independent director at Anglo American plc. He is also Deputy Chairman
of the Takeover Panel.

Chairman of the Audit Committee.

Senior Independent Director

Committees

* Audit Committee

T Remuneration Committee
# Nomination Committee

5 Stuart Chambers

Non-executive director *#*

Aged b54. British. Stuart Chambers was appointed to the Board in
November 2006. He was formerly Chief Executive of Pilkington plc and
then Group Chief Executive of Nippon Sheet Glass until September 2009.
Prior to joining Pilkington plc in 1996, he spent ten years at Mars
Corporation, latterly as Vice President, Sales & Marketing - Mars
Electronics International. A chemical engineer by training, he previously
spent ten years at Shell in a variety of European roles. He is a non-
executive director of Tesco plc and of Manchester Airport Group plc.

Chairman of the Remuneration Committee.

6 Anne Quinn, CBE

Non-executive director *#*

Aged 59. New Zealander. Anne Quinn was appointed to the Board as a
non-executive director in August 2009. She worked for BP in the UK,
USA, Belgium and Colombia and held a number of positions, including
Group Vice President of Gas and Natural Gas Liquids. She has also been
a managing director of the energy private equity group, Riverstone LLP.
She was a non-executive director of BOC and is currently a non-
executive director of Mondi plc. She also serves on the President’s
Advisory Committee to the Sloan School, MIT.

7 Sir Kevin Tebbit, KCB, CMG

Non-executive director *#*

Aged 63. British. Sir Kevin Tebbit was appointed to the Board in June
2006. He served widely in policy, management and finance posts in the
Foreign & Commonwealth Office, NATO and finally the Ministry of
Defence, where he was Permanent Under-Secretary of State from July
1998 to his retirement in November 2005. He is Chairman of
Finmeccanica UK and Chairman of the Defence Advisory Group to the
UKTI Defence and Security Organisation. He is also Visiting Professor at
Queen Mary, University of London.

8 Bruno Angelici

Non-executive Director *#t

Aged 63. French. Bruno Angelici was appointed to the Board as a non-
executive director in July 2010. He pursued a 20-year career with
AstraZeneca plc before retiring in 2009 as Executive Vice President,
International, after holding responsibility for its national operations in
France and then in Japan. Prior to this he held a number of senior
management roles during a decade at Baxter. He currently sits on the
Supervisory Board of Wolters Kluwer, a Dutch-based information
services and publishing company, and is Chairman of the Supervisory
Board of Reims Management School.
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