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The purpose of this Report is to provide
information to themembers of the
Company. The Annual Report contains
certain forward-looking statementswith
respect to the operations, performance
and financial condition of the Group.
By their nature, these statements involve
uncertainty since future events and
circumstances can cause results and
developments to differmaterially from
those anticipated. The forward-looking
statements reflect knowledge and
information available at the date of
preparation of this Annual Report and
the Company undertakes no obligation to
update these forward-looking statements.
Nothing in this Annual Report should be
construed as a profit forecast.

Smiths Group plc
Smiths is a global technology company listed
on the London Stock Exchange. A world leader in
the practical application of advanced technologies,
Smiths Group delivers products and services for
the threat and contraband detection, energy,
medical devices, communications and engineered
components markets worldwide. Our products
and services make the world safer, healthier
and more productive.

Front cover images
1 SmithsMedical: Our plant inMonterrey,
Mexico provides low-costmanufacture for
products in infusion, safety, airway and IVF

2 Smiths Interconnect: RadioWaveswireless
telecommunications antenna being tested
in anechoic chamber, BillericaMA, USA

3 JohnCrane: Inspecting a compressor prior
to gas seal installation,Manchester UK

4 SmithsMedical: Ourmedication delivery
systems are used to relieve pain and treat
cancer

5 Smiths Detection: HazMatIDRanger – a
handheld solid& liquid chemical identifier

6 Flex-Tek: Gas delivery tubing
manufactured in Portland TN, USA

7 Smiths Detection: Visual inspection of
an X-ray tube atWiesbaden, Germany

8 Smiths Interconnect:Manufacture of
wireless telecommunications filters at
Triasx, Suzhou, China

9 Flex-Tek: Hand dryer heating elements
manufactured in Asheville NC, USA

10 Smiths Interconnect: Assembly of
EMPprotected connector at Sabritec,
Irvine CA, USA

11 SmithsMedical: Manufacturing
atMonterrey,Mexico

12 JohnCrane: Inspecting a seal prior
to assembly, Tianjin, China
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Summary performance

Sales (£m)
2009 2,665

2008 2,321

2007 2,161

2006 2,180

Headline earnings per share (pence)
2009 72.4

2008 74.5

2007 47.0

2006 41.5

Annual results for the year ended 31 July 2009
Headline* Statutory

2009 2008 2009 2008
£m £m Growth Underlying# £m £m

Continuing activities
Sales 2,665 2,321 15% (7%) 2,665 2,321
Operating profit 418 381 10% (13%) 429 326
Operatingmargin 15.7% 16.4% – – 16.1% 14.0%
Pre-tax profit 371 380 (2%) (21%) 371 319
Basic EPS 72.4p 74.5p (3%) 70.8p 63.0p
Free cash-flow 256 91
Dividend (per share) 34.0p 34.0p 34.0p 34.0p
*Inaddition tostatutory reporting,SmithsGroupreports its continuingoperationsonaheadlinebasis.Headlineprofit isbeforeexceptional items,amortisationofacquired intangibleassets,
profit/loss on disposal of businesses and financing gains/losses. Free cash-flow is described in the Financial review.
#Organic growth at constant currency.

Headline operating profit (£m)
2009 418

2008 381

2007 348

2006 345

Dividend per share (pence)
2009 34.0

2008 34.0

2007 34.0

2006 31.35

Continuing activities
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Smiths Group:
a global business
Smiths has evolved substantially since its
foundation. Now employing around 22,000 people
in more than 50 countries, we serve a diverse
range of global customers including governments
and their agencies, petrochemical companies,
hospitals, telecommunications companies and
manufacturers in a variety of sectors around
the world.

Location of assets
1NorthAmerica 54%
2UK11%
3Europe other 25%
4Rest ofWorld 10%
Analysis excludes cash and cash equivalents

Group sales by destination
1NorthAmerica 53%
2UK4%
3Europe other 22%
4Rest ofWorld 21%
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Smiths Group major
manufacturing and
service locations
by division
SmithsDetection
JohnCrane
SmithsMedical
Smiths Interconnect
Flex-Tek

1SmithsDetection 14%
2 JohnCrane 32%
3SmithsMedical 37%
4Smiths Interconnect 12%
5Flex-Tek 5%
Percentage relates to headline operating
profit before corporate costs

Divisional headline operating profitDivisional sales
1SmithsDetection 19%
2 JohnCrane 30%
3SmithsMedical 31%
4Smiths Interconnect 12%
5Flex-Tek 8%

1

2
3
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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.

Contribution to 2009 sales

19%
Contribution to 2009 headline
operating profit*

14%

Contribution to 2009 sales

30%
Contribution to 2009 headline
operating profit*

32%

Smiths Detection is a
world-leading designer and
manufacturer of sensors that
detect and identify explosives,
narcotics, weapons, chemical
agents, biohazards and
contraband.

Operational priorities
•Bring new technologies tomarket
•Roll-out checkpoint and cargo screening
systems

•Seek complementary technologies
through acquisition

• Implement cost reduction initiatives
•Complete the roll-out of single ERP
business system

Customers
A significantmajority of sales are
influenced bymore than 100 governments
and their agencies, including homeland
security authorities, customs authorities,
emergency responders and themilitary.
These include theUSDepartment of
Defense, US Transportation Security
Administration (TSA), UKMinistry of
Defence, and airport operators such
asBAA in theUK.
Key strengths
•Market leaderwith a global presence
• Strong technology positions and
excellent product engineering skills

• Access to growthmarkets
• Investment in R&D increasing to support
innovative product launches

Employees
2,400

Operational priorities
•Deliver the restructuring programme
and associated operational efficiencies

• Expand technology footprint through
acquisitions

•Build newupstreamservices business
that uses existing global network

• Increase original equipment sales and
manufacturing capacity and extend
global customer service network

Customers
JohnCrane serves oil & gas and power
generation companies, refineries, pump
and compressormanufacturers, chemical
and other process industries. Itsmain
customers includeBP, Chevron, China
Petroleum, ConocoPhillips, ExxonMobil,
Gazprom, Qatargas, Saudi Aramco, Shell,
Petrom, Total, Dresser, Elliot, Flowserve,
GENuovo Pignone, GE Energy andPower,
Andritz Hydro, Siemens and ITT.
Key strengths
• Two-thirds of revenue fromaftermarket
service

•Market leader in its field, blue chip
customer base

•Driven by long-termdemand for energy
• Good positions in keymarkets
Employees
6,600

Smiths
Detection

John
Crane

Smiths divisions
Smiths Group has five divisions: Smiths Detection,
John Crane, Smiths Medical, Smiths Interconnect
and Flex-Tek. Our businesses are highly competitive,
with strong technology positions, and operate in
sectors with excellent opportunities for growth.

We bring technology to life.
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Smiths Medical is a leading
supplier of specialist medical
devices and equipment for global
markets. Our products are
focused in the medication
delivery, vital care and safety
devices market segments.

Smiths Interconnect designs
and manufactures specialised
electronic and radio frequency
products that connect, protectand
control critical systems for global
wireless telecommunications,
aerospace, defence, space, rail,
medical and industrial markets.

Flex-Tek provides engineered
components that heat and move
fluids and gases for the
aerospace, medical, industrial,
construction and domestic
markets.

Contribution to 2009 sales

31%
Contribution to 2009 headline
operating profit*

37%

Contribution to 2009 sales

12%
Contribution to 2009 headline
operating profit*

12%

Contribution to 2009 sales

8%
Contribution to 2009 headline
operating profit*

5%

*Percentage relates to headline operating
profit before corporate costs

Operational priorities
•Complete ERP implementation and
optimise supply chain

•Reduce business complexity through
portfolio rationalisation

• Leverage global product development
process and increase percentage of sales
fromproducts under three years old

• Scope to reduce costs and improve
margins

Customers
SmithsMedical estimates that around
three-quarters of its end customers are
hospitals with the remainder comprising
the alternate caremarket such as home
care and other surgery centres.We have a
direct sales presence in 20 countrieswith
distribution arrangements inmany others.
Key strengths
•Established brandswith practitioner
loyalty

• Global sales&marketing network
• Increasing roll-out of new products
• Focusing increasedR&D investment on
higher growth segments andmarkets

Employees
7,400

Operational priorities
• Expand globally fromUSbase
• Leveragemarket knowledge and
customer relationships throughout
the business

•Add new technologies and territories
through bolt-on acquisitions from
fragmented sector

•Rationalisemanufacturing and continue
tomove to lower costmarkets

Customers
Smiths Interconnect supplies tomultiple
levels of the supply chain and its blue chip
customers include primes and service
providers, OEMs, system suppliers and
sub-systemmanufacturers. Amongst
our largest customers are Raytheon,
Finmeccanica, BAESystems, Boeing,
AAI/Textron, NorthropGrumman, General
Dynamics, LockheedMartin, Ericsson,
Motorola, AT&T, Verizon, Sprint Nextel,
Emerson, ZTE, Huawei, GEMedical
and Alstom.
Key strengths
• Technical differentiation providing
barriers to entry for competition

• Strong brands recognised by customers
• Excellentmilitary programmepositions
•Positivemarket dynamics inwireless
infrastructure and defence

Employees
3,350

Operational priorities
•Expand non-constructionmarket
activities eg aerospace andmedical

• Exploit growth potential in Asian
industrial and appliancemarkets

•Develop new products to drive revenue
growth and returns

•Continue the site rationalisation
programme

Customers
Flex-Tek servesmainly aerospace engine
and airframemanufacturers, domestic
appliancemanufacturers and theUS
construction industry. Large customers
includeWhirlpool, Electrolux, Trane,
Carrier, Boeing, Airbus, Pratt &Whitney,
GE Aerospace, andRespironics.
Key strengths
• Strong positions in nichemarkets
• Leanmanufacturing culturewith strong
cost control

• Good performance inmarkets other than
US constructionmarket, civil andmilitary
aircraft demand rising

Employees
2,000

Flex-TekSmiths
Medical

Smiths
Interconnect
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In the 2008 statement, I deliberately sounded a note of caution when
looking at the prospects for the year. However, few people could have
envisaged the sheer severity of the recession which thankfully now
appears to be easing. Fortunately, under the management of Philip
Bowman, your company had already embarked on a ‘self-help’
restructuring programme that has gone a longway towardsmitigating
theworst effects of thedownturn.Operating inmarketswith long-term
underlyingdefensive traitshelps.Terror threatsremainrealandpresent.
Global energy demands show few signs of abating over the long term,
and advances in healthcare are still needed tomeet the growing needs
ofageingpopulations. Innovations inwirelesscommunicationsemerge
almost daily.

However, government spendingpriorities, radically revised in response
to theglobalcrisis,have takentheir tollonSmithsDetection inparticular.
It hasexperiencedrepeatedcontractdeferralswhichhaveputpressure
on the order book. Nonetheless, we remain confident that this sector
will soonreturn to long-termgrowthand thatDetectionwill benefit from
its leadership in the roll-out of the next generation of security systems.

Soamid today’seconomicand financialuncertainties,our focusremains
firmly onwhat is within our power tomanage or influence. A corporate
restructuring programme to cut costs and improve performance is on
track towards itssavings targets.Wehavereorganised into fivedivisions
headquartered close to their markets and overseen by a streamlined
corporate office in central London. A performance-driven culture
permeates the entire Smiths Group and I am confident that the early
positive impactof thereorganisationwill rapidlyacceleratewhentrading
conditions recover.

However, we have not neglected to prepare for the eventual economic
upturn.Ourproductofferingandgeographic reachhavebeenexpanded
through a number of bolt-on acquisitions, half of them in Asia Pacific.
Equally, innovation and R&Dhave been the lifeblood of Smiths for well
over a century and this remains the case, particularly in Smiths
Detection and Smiths Medical. We will continue to support the launch
of new productswhichwill in time drive highermargin sales growth.

The Board is also pleased with the Group’s steady progress in
environment,healthandsafety. Theseareasareaddressedat the topof
the agenda of every management meeting and business review. Our
safety performancehas exceeded the tougher targetswe set ourselves
last year. This is, in part, because we are nowmonitoring near misses
aswell as incidents and therefore canget closer to their root cause. On
the environment, three-year targets were set in August 2007 to be
achieved by July 2010 for greenhouse gas emissions, waste disposal
andwaterconsumption.Eachofourkey indicatorsshows improvement,
currently beating our goals. Our Code of Business Ethics has been
revisedandstrengthenedand isnowavailable in all ourmainoperating
languages. Since its launch a year ago, almost all staff have now been
trained in its 12 core principles.

Iwould like toacknowledgethecontributionsmadebyournon-executive
directors; in particular Peter Jackson, who will retire after the AGM
in November. I want to thank him for his role in the success of
Smiths Group over recent years. The Board has benefited from his
wisdom, guidance and perspective. I am delighted to welcome a new
non-executive director, Anne Quinn, who joined us on 1 August. I look
forward to working with her in the coming years. The Board takes its
corporate governance responsibilities very seriously and undertakes
regular evaluations of its performance. To reinforce this approach, the
directors have decided to offer themselves up for re-election on an
annual basis with effect from the 2010 AGM, rather than triennially as
is current practice.

The next 12 months will continue to make great demands on us all.
The economic outlook, while less bleak than a year ago, remains
extremely challenging. Pressure on sales and margins is intense. We
will continue to focus on the restructuring ‘self-help’ initiatives that are
underway, on improving our business systems to drive efficiencies
and improve decision-making, and on consolidating the business
through targeted acquisitions.

Overall, I believe thatPhilip,his teamandall thestaff,deserveour thanks
for what they have achieved during an exceptionally tough year.
Operational improvements across the divisions are firmly on track.
Combinedwithourperformance-drivenculture, theywill provideasolid
foundation to deliver enhanced value to shareholders.

Chairman’s
statement
After a year of economic turmoil, it is gratifying
to report that Smiths Group has emerged relatively
unscathed. A combination of management
initiatives, geographically diverse markets and
largely defensive businesses has resulted in a
resilient performance under truly challenging
circumstances.

DonaldBrydon
Chairman
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Many parts of Smiths Group have benefited from the defensive nature
of their end markets or have been able to respond quickly in cutting
costs to preserve margins and increase cash generation. John Crane
has succeeded in growing its underlyingmargins through cost savings
despite its sales of original equipment coming under pressure during
the year. At the same time, two-thirds of John Crane’s sales are in
aftermarket servicing which has provedmore resilient. We havemade
furtherprogress in improving thesupply chain inSmithsMedical and in
reshaping its product portfolio. Although demand for medical devices
increases steadily as populations age and become more prosperous,
reducedhospital capital budgets andourexit from thediabetesmarket
curtailedSmithsMedical’shardwarerevenuesduring theyear.However,
sales of single-use consumable items have beenmore robust. Smiths
Detection is driven by security risks that demand increased protection
and detection capability. However, as previously announced, its order
flow was significantly lower this year – particularly in the ports and
borders segment – as some governments have delayed projects or
airport operators have reviewed their infrastructure plans. Smiths
Interconnect has benefited from continued growth in its largest end
market which serves several long-term military programmes, while
investment by telecom wireless infrastructure providers has slowed.
Flex-Tek is exposed tomore cyclical markets such as US housing and
domestic appliances, but it has alsomade solid progress in preserving
margins through costmanagement and pricing.

A yearago, I outlinedseveral opportunities forSmithsGroup to improve
performanceprogressively overa three-yearperiodandgenerate value
forshareholders.Wehavemadeexcellentprogress towards thesegoals:

• The restructuring programme announced last year has delivered
savings in the year of £17m which reflects the successful
implementation of several initiatives;

• The improvement of our business systems to support better data-
driven decision-making is on schedule, with ERP programmes
progressingwell inSmithsDetection,JohnCraneandSmithsMedical;

•Our investment inbetteroperationaldata isenablingus to leverageour
scale more effectively across the Group with a new procurement
initiative which delivered £9mof savings in the year;

•We have strengthened the product portfolio and extended our
geographic reach through three acquisitions;

Sales +15%

£2,665m
Headline operating profit +10%

£418m
Statutory operating profit +32%

£429m

Chief Executive’s
statement
The past year has been marked by significant
economic instability affecting most companies
across the world. Although Smiths Group has
not been immune from the associated challenges,
we have continued to make solid progress in
driving operational improvements and better
cash generation. The breadth of our portfolio
and its exposure to a wide range of end markets
and geographies has provided both resilience
in these testing times and support for sales
and profit growth.

Philip Bowman
Chief Executive
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• Smiths Medical is rationalising its portfolio of low-margin and loss-
making products with the first 3,000 to be eliminated by the end of
October 2009;

•We have also significantly increased our investment in R&D to drive
future growth through new product initiatives;

•While the pension deficit increased in the year as a result of falling
stockmarkets, we have taken positive action to reduce our liabilities
by limiting our exposure to post-retirement benefit obligations; and

•Ourbalancesheethasbeenstrengthened through the issueof$675m
of long-term debt while we have also substantially increased free
cash-flow.

At the end of last year we launched amajor restructuring programme
across the Group which has delivered savings of £17m in the year. The
reorganisationof thecorporateHQ isnowcompleteand, asa result,we
have delivered savings of £5m. To date we have delivered overall
annualised savings of £17m and have spent £28m, with £24m in the
year.Together, theprogrammesareexpected toproduceannualsavings
of £50mwhen completed in 2011, slightly ahead of the £47m originally
forecast. The total cost of delivering these programmes is expected to
be £45m, lower than the £48moriginally planned.

Our investment inbetter informationsystems toenhancedata flowand
speed up decision-making is starting to deliver results. ERP systems
are currently being deployed in Detection, John Crane and Medical
where, in the past year, we achieved successful implementations at a
total of 36 sites across these divisions. As a result, we are on track to
complete the on-going projects during the current financial year.

ImproveddataataGroupanddivisional level is creatingopportunities to
leverage theGroup’sscale throughGroup-wideprocurement initiatives.
In the year, this programme delivered £9m savings from IT, utilities,
freight, packaging, ceramics and injection moulding, among others.
Looking ahead, there are further opportunities in these areas as well
as travel, rawmaterials,printedcircuitboardsandmanyothers.Overall,
the programme is expected to deliver further savings of £11m in the
current financial year and enhancemargins across the business.

Over the past two years, we have made 10 acquisitions, five of which
have been in Asia, and all of which have helped to build our portfolio
through a combination of adding complementary technologies,
supporting geographic expansion or leveraging existing infrastructure.
During this year, Smiths Medical acquired a Chinese syringe pump
manufacturer, ZhejiangZhedaMedical InstrumentCo.Ltd,whichgives
us access to the fast-growing Chinese healthcare market. Smiths
Interconnect purchased Shenzhen Dowin Lightning Technologies, a
manufacturer of power and signal protection devices operatingmainly
in the wireless telecoms market. John Crane also extended the
presence and capabilities of its engineered bearings offering through
the acquisition inMay of Orion Corporation, a leading US designer and
manufacturer of hydrodynamic bearings.

Wehavealsobegunaprogrammetoenhanceprofitability of theSmiths
Medical portfolio by reviewing our customer base and range of stock-
keeping units (SKUs). The analysis has already highlighted significant
opportunities in pricing, minimum order quantities, customer
management and complexity reduction. An early decision from this
reviewwas our decision inMarch 2009 to exit the diabetes business. At
the same time, we are working through a programme to reduce the
numberof lowmargin, lowvolumeproducts,whichwillhelp improve the
overall profitability of the SmithsMedical portfolio over time.

Chief Executive’s
statement
continued

Headline earnings per share

72.4p
Statutory earnings per share

70.8p
Dividend per share

34.0p
Group R&D investment
increased by 22%

£105m
Employees around
the world

21,800
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Our investment in researchanddevelopment isakeypriorityasweseek
to deliver new product launches and higher levels of organic revenue
growth.Weare focusingour investmentongrowthareas thatwill deliver
superior returns. R&D investment for the Group increased by 3%, at
constant currency, to £105m; or 22% at reported exchange rates. In
Detection, we launched an advanced people-screener which uses
patented millimetre-wave technology to reveal a far wider range of
threat items than currently possible with traditional technologies. In
Medical, we have extended the launch of CADD®-Solis, a leading
ambulatory infusion pump, to newmarkets.

The pension deficit increased during the year as stock markets and
asset values have fallen. The impact has been further exaggerated by
the downward pressure on yields driven by government quantitative
easingprogrammes. The timingof our interimresultsmadeusamong
the first ofwhathasbeenmanycompanies tobreak thenewsabout the
deteriorating pension position. As a result, our share price reacted
particularlyadversely followingour interimresults.However, since then
wehavesuccessfully reducedtheCompany’sexposure to these liabilities
by closing the defined benefit pension plan in the US and capping our
obligations for post-retirement healthcare benefits in the UK and US.
Consultation is underway to close the defined benefit pension plan in
theUK during the new financial year.

During theyear,wehavesignificantly improvedourcashgenerationand
strengthened the balance sheet. The maturity profile of our debt was
extended through the issueof long-termdebt capital: $175mthrougha
USprivate placementwith a fixednine-yearmaturity and via aUSbond
offeringwith two tranches of $250m,with a fixedmaturity of five and 10
years respectively. This followed a thorough review of the Group’s
financingstrategywith theobjectiveofextending thematurityof itsdebt
and reducing its dependency on the bankingmarket.

Last September, we set out ranges for sales growth and margins for
each of the divisions based on what we believed the businesses could
achieve over the medium term in a financial and commercial
environment consistentwith that of recent years. Since then, the global
economy has slowed significantly and, while our businesses are
comparatively well placed, it will be harder to operate within these
ranges in the near term. In the current environment, the sales growth
targets will be more difficult to achieve than themargin targets where
wehavegreatercontrol overdeliveringcost reductionsandefficiencies.
However, we remain committed to improving performance and
delivering shareholder value consistentwith achieving these ranges as
the financialmarkets stabilise andworld economies return to growth.

Outlook
Ourpriority for thecomingyear is todeliver thecostsaving initiativesand
buildon the improvements incash-flowwhile investing in futuregrowth
throughR&Dand expansion in developingmarkets.Whilst we have yet
toseeanyrealevidenceof increaseddemandacrossourbusinesses,we
arenowbetterpositioned tobenefit fromimproved levelsofactivitywhen
world economies return to more normal levels of growth. Meanwhile,
Smiths Detection has had a positive start to the year although we are
cautious about how the current economic environment may affect the
timing of orders from governments, given that some of their finances
remainunder significant pressure. Even thoughJohnCranesaleshave
slowed, primarily due to lower OEM sales, margins should continue to
improve through its restructuring and efficiency initiatives. Smiths
Medical margins should also benefit from the restructuring and cost
reductionmeasures implemented last yearwhile saleswill continue to
be affected by the exit from diabetes. Several long-term military
programmes support over a third of Smiths Interconnect sales while
thewireless telecomsandother industrial sectorsare likely to continue
to be challenging. Flex-Tek sales will be affected by the US residential
construction market while its focus on cost control will help maintain
margins andmake it strongly leveraged to any recovery.

Delivering operational efficiencies
In2008,we launchedamajor restructuringprogrammetoreducecosts
and deliver operational efficiencies which has achieved £17m of cost
savings in theyear.Aspartof theseplans,astreamlinedcorporateoffice
was opened in central London saving £5m.
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Key strengths
Smiths Group implements its strategy by
capitalising on its key corporate strengths, which
are common across its portfolio of businesses.

Product engineering
Our core competency is leadership in
innovation and advanced technology and
their practical, commercial applications.
These include a new generation of security
scanners for airports and borders,
advanced testers formobile phone
networks, portablemedication delivery
systems and solar-powered pumps for
remote gaswells.

Small batch, low-costmanufacturing
Access to a globalmanufacturing and
service footprintminimises costs and
allows us to sustainmargins over the
long term.With around 22,000 staff in
over 50 countries, we are pushing through
a programmeof site rationalisation and
relocation to low-cost countries, such as
Mexico (JohnCrane,SmithsMedical, Smiths
Interconnect and Flex-Tek) andCosta Rica
and Tunisia (Smiths Interconnect). We
create efficiencies through a lean divisional
structure and a focus on customers.
We are expanding in high-growthmarkets
such as China and India.

Globally recognised quality brands
Our brands are recognised by customers
across theworld, particularly in protecting
transport, borders and themilitary (Smiths
Detection), supplying vital oil and gas seals
and services (JohnCrane) and airway and
painmanagement and regional
anaesthesia (SmithsMedical).

Marketswith historic long-term
defensive qualities
Weoperate inmarketswith historic
long-termunderlying defensive dynamics.
These include security enhancement to
combat evolving terror threats, oil and
gas production tomeet global energy
demands, products tomeet the growing
healthcare needs of ageing populations
and continual advances inwireless
communications.

Low capital intensity and strong
free cash-flow
Our businesses generally have low
requirements formajor upfront capital
commitments, allowing solid investment
in research anddevelopment. Afterworking
capital and net capital expenditure, our
operating cash-flow is a high percentage
of operating profit.

Close relationshipswith blue chip
customers and governments
Weenjoy strong relationshipswith
our customer base, including blue chip
corporates, such asMotorola, Boeing,
GE and Shell, governments, such as the
US andUK, and government agencies
including the TSA.
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Delivering
operational
efficiencies

We see big opportunities to improve margins
through self-help and restructuring. Last year
we launched a major restructuring programme
to sharpen customer focus and cut costs. To date,
it has delivered savings of £17m.

We are upgrading our business systems to
support faster, data-driven decision-making.
This is helping us leverage our scale more
effectively and negotiate better terms with
our suppliers.

Our global footprint enables us to rationalise
operations and relocate manufacturing to
low-cost countries such as China, Mexico,
Costa Rica, Tunisia and India.

AFlex-Tek product used in the treatment
of sleep apnoea
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Investing in
the business

Research and Development (R&D) is the lifeblood
of new products. Successful product launches
drive superior sales growth, command higher
margins, and confer competitive advantage.

We are focusing our R&D investment more
tightly on growth areas that will deliver greater
returns. Recent successful product launches
include wireless blood pressure monitors in
Smiths Medical, body image scanners in Smiths
Detection and mobile network testers in Smiths
Interconnect.

In parallel, we are investing in expanding our
geographic footprint through new and improved
facilities such as the new service centres for
John Crane in the Middle East and Asia.

Lightweight Chemical Detector (LCD 3.3)
launched this year through Smiths
Detection’s R&Dprogramme
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Reshaping
the portfolio

A key objective for the Group is to optimise
the allocation of capital between the different
businesses. We are reshaping the portfolio
to drive higher returns and to expand our
addressable markets. In two years we have made
10 acquisitions that have added complementary
technologies, leveraged our infrastructure and
extended our geographic reach.

At the same time, we have rationalised the
portfolio through divestments and by reviewing
profitability of stock keeping units in businesses
such as Smiths Medical. This reduces complexity
and removes low-margin, low-volume parts of
the business to boost margins and returns in
the medium term.

An Indufil filtration systemwhich has
expanded the JohnCrane portfolio
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Generating
cash

Improving cash generation through better
working capital management is another primary
focus. During the year, we successfully lowered
inventories and reduced debtors to improve
operating cash conversion from 72% to 104%
and free cash-flow from £91m to £256m.

At the same time, we are optimising the Group’s
capital structure and securing its long-term
financing. In the year we raised $675m of long-
term debt capital through a private placement
and US bond offer. This extended the maturity
of the Group’s debt profile and reduced our
dependency on the banking market.

A portable PIM analyser used to improve
the performance of wireless infrastructure
of Smiths Interconnect customers.
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Promoting
responsibility

Every one of us in Smiths has a duty to promote
a culture of responsibility and accountability.

During the year we rolled-out an enhanced Code
of Business Ethics, supported by an extensive
training programme across all the divisions.

The year was our safest yet, further improving
on the positive trend already established in
recent years.

We also made good progress towards meeting
our challenging three-year environmental goals
for reducing water consumption and waste
generation and capping greenhouse gas
emissions.

CADD-Solis® is a leading-edge ambulatory
infusion pumpdeveloped by SmithsMedical
that has gainedmomentumsince its
launch last year.
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Business review:
Group
Smiths is a global technology business serving
the detection, medical devices mechanical seals,
electronic product and engineered component
markets.

Strategy
Smiths is committed to creating long-term value for shareholders
by building and sustaining strong businesses in growth sectors.

The Group’s objective is to create value from organic growth and from
reinvestment of self-generated cash-flow. Value canalso begenerated
by managing the portfolio of businesses and enhancing the business
mix through both acquisitions and disposals.

Key performance indicators
In implementing the strategy, the Board monitors progress via a wide
range of metrics. The key performance indicators are set out in the
table below.

Key performance indicators
Strategy Operational priorities Key performance indicators

Growing • Investing in R&D to drive sales growth
the business andmargins

• Increasing our exposure to growthmarkets
and product categories

Delivering •Expanding ourmargins through a programme
operational of self-help
efficiencies •Delivering efficiencies by restructuring

and using our scalemore effectively
• Focusing on low-costmanufacturing

Reshaping •Making bolt-on acquisitions to add
the portfolio complementary technologies and extend

our geographic reach
•Rationalisation of product portfolios
tomaximise profitability

•Optimising the allocation of capital between
our businesses

Generating • Improvingworking capitalmanagement and
cash cash generation

•Optimising the capital structure and securing
the long-term financing of the Group

Promoting •Conducting our activities to achieve the
responsibility highest practicable standards of safety

•Minimising the impact of our activities
on the environment

Sales (£m)
2009 2,665

2008 2,321

2007 2,161

Headline operating margin (%)
2009 15.7

2008 16.4

2007 16.1

Headline return on capital employed
2009 16.5

2008 15.8

2007 14.0

Free cash-flow (£m)
2009 256

2008 91

2007 101

Recordable incident rate (per 100 employees)
2009 1.03

2008 1.21

2007 1.89

Greenhouse gas emissions
9% reduction on 2007 baseline
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Sales
Sales increasedby£344mto£2,665m.Currency translationonoverseas
sales contributed £449m of this increase while the net impact of
acquisitions and disposals increased sales by £75m. On an underlying
basis, excluding theeffectsof currency translationandacquisitionsand
disposals, sales fell by £180m, or 7%. This £180munderlying decline in
saleswas driven by:

• SmithsDetectiondown£99mreflectingthevariablenatureof theorder
flow, inparticularwith lowersales fromtheportsandbordersmarket;

• Flex-Tek down £38m driven by the recession in US residential
constructionanddomesticappliances,offset inpartbygrowth insales
of fuel and hydraulic hoses to aerospace customers;

• SmithsMedicaldown£16masaresultof lowerdiabetessales following
our decision to exit the business and reduced hardware sales;

• Smiths Interconnect down £17m reflecting a slowdown in sales of
componentsandsubsystemstothewirelesstelecomsindustrypartially
offset by continued growth in severalmilitary programmes; and

• JohnCranedown£10mbecauseof lowersalesoforiginalequipment.

Profit
Headline operating profit rose £37m to £418m. Headline operating
margin decreased by 70 basis points to 15.7% (2008: 16.4%). The
increase in headline operating profit comprises £77m from favourable
currency translation, £20m from the net impact of acquisitions and
disposalsmade during the year, offset by a £60m, or 13%, decrease in
underlying headline operating profit. The main drivers of this £60m
underlying decline are:

•JohnCraneup£9mreflecting thebenefit of its restructuring initiatives;

• Corporate centre costs lower by £6m, offset by;

• Smiths Detection down £47m driven by lower volumes and the
associated lower cost absorption;

• Smiths Interconnectdown£13masaresultof lowervolumes,adverse
mix and restructuring costs;

• Flex-Tek down £8m reflecting lower volumes; and

•SmithsMedicaldown£7mreflecting lowervolumesdrivenbydiabetes
and lower hardware sales aswell as increasedR&Dcosts.

Operating profit on a statutory basis, after taking account of the items
excluded from the headline figures, was £429m (2008: £326m).

The net interest charge increased to £52m (2008: £41m)which reflects
the higher interest costs on the newly refinanced debt. There was a
reduced pensions financing gain of £5m (2008: £42m) as a result of the
worsening funding position of the company’s retirement benefit
schemes. As a result, the headline profit before tax decreased by £9m
to£371m.Onanunderlyingbasis, headlineprofit before tax fell by 21%.

On a statutory basis, after taking account of items excluded from the
headline figure, the profit before taxwas unchanged at £371m.

The Group’s tax rate on headline profit for the period was 24%
(2008: 24%). Headline earnings per share decreased by 3% to 72.4p
(2008: 74.5p).

Cash generation
Strong cash generation this year resulted in a free cash-flow of £256m
(2008: £91m). Substantially improved headline operating cash of
£435m (2008: £273m) represented 104% (2008: 72%) of headline
operating profit. The improvement was a result of reduced investment
in working capital, particularly inventories and debtors, and lower net
capital expenditure. Although net debt increased by £114m to £885m,
the increase resulted from foreign exchange translation and net
investment hedges.

Dividend policy
In March 2008, the Board announced its intention to rebuild dividend
cover to around 2.5 times in the medium term. In line with previous
guidance, the Board has recommended an unchanged final dividend
of 23.5p per share, making a total dividend for the year of 34.0p per
share.Lookingahead,our focuswill remainonrebuildingdividendcover
as we invest in organic growth and acquisitions while maintaining
a prudent approach to balance sheet financing. The final dividend will
be paid on 20 November to shareholders registered at the close of
business on 23October. The ex-dividend date is 21 October.

Sales increased by 15% to

£2,665m
Headline operating profit
increased by 10% to

£418m
Statutory operating profit
increased by 32% to

£429m
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Business review:
Smiths Detection
Smiths Detection is a world leading designer and
manufacturer of sensors that detect and identify
explosives, weapons, chemical agents, biohazards,
narcotics and contraband.

Our technology helps customers in the global
transportation, ports and borders, critical
infrastructure, military and emergency responder
markets. We have the most comprehensive range
of detection technologies in the world, including
X-ray, trace detection, millimetre-wave, infra-red,
biological detection and diagnostics.

Principal operating regions
Our eight manufacturing centres are concentrated in North America,
Germany, France and the UK. We sell to over 100markets around the
world either through a sales and marketing company or a third-party
distributor.

Customers
A significant majority of sales are influenced by more than 100
governments and their agencies, including homeland security
authorities, customs authorities, emergency responders and the
military. These include the US Department of Defense, US
Transportation Security Administration (TSA), UK Ministry of Defence,
and airport operators such asBAA in theUK.

Competitors
Data published by IMS Research* shows that, in the combined
transportation, critical infrastructure and ports & borders sectors,
Smiths Detection has a 31% market share, compared to its main
competitors being L3 Security & Detection Systems (10.5%), Rapiscan
Systems (9.7%), Nuctech (8.6%) and AS&E (6.4%). In the Military
and Emergency responder markets, which are not included in this
data, the main competitors are General Dynamics, Bruker, Environics
andCanberra.
*TheWorldMarket for Explosives,Weapons&ContrabandDetection Equipment 2009 Edition

Suppliers
We are redesigning our supply chain model to maximise shared
component parts and reduce costs across the divisionwhile taking into
account the growing demand for local sourcing, particularly in North
America.Oursupplierbase isbeingadaptedaccordinglywhileensuring
quality and delivery requirements aremaintained.

StephenPhipson
President

Employees

2,400

Contribution to 2009
Group sales

19%
Contribution to 2009
Group headline
operating profit

14%
Percentage relates to headline operating profit
before corporate costs

Sales performance
2009 501

2008 509

2007 438

2006 412

2005 367

Sales by sector: £501m
1 Transportation 36%
2Ports&borders 11%
3Military 26%
4Emergency responders 6%
5Critical infrastructure 13%
6Non-security 8%

1

4

6

3 2

5
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Expanding in the US
Our Edgewood, Maryland, facility almost doubled in size to 130,000
square feet in a $3.5m expansion designed to meet the record level of
orders from the Department of Defense. These include vehicle
integration programmes, such as the Chemical Biological Protective
Shelterand theProfilerwhichgathers real-timemeteorological data to
assist theaccuracyofmilitary operations. Theplant expansionhasalso
allowed increased production of JCAD, the advanced chemical agent
detector designed to help safeguard troops by automatically detecting
chemical threats and toxic industrial chemicals.

Markets and trends
SmithsDetectionproducts serve the transportation, ports andborders,
military, emergency responderandcritical infrastructuremarkets. The
business also adapts technology developed for these markets for
carefully selected industrial applications in diagnostics, life sciences,
food quality and safety.

Homeland security remains a priority in western countries, with 11%
annual growth expected over the long term. However, government
spending and airport operator investment have been affected by the
current global economic downturn which has in turn caused delays to
orders. As a result, recent growth rates have been lower in certain
segments of the wider homeland security market. The worldwide
market for Smiths Detection products and services is worth an
estimated £3.5 billion.

The transportation sector, which includes airports, is the largest
representing 36% of total sales. In the short term, airport investment
has slowed in certain markets as passenger and air cargo traffic has
declined. However, over the long term the airport security market is
expected to grow in response to:

• projected long termgrowth in air traffic;

• new security threats; and

• customer pressure for faster throughput at checkpoints and an
improved passenger experience.

Theportsandbordersmarkethasbeenaffectedby theglobalslowdown
incontainer trafficanddelays to infrastructure investmentbycustomers.
However, over the long term, this is expected to be a growth sector
driven by government objectives of enhancing security screening and
protecting tax revenues. Customers require mobile and fixed units
capable of detecting explosives, weapons, radioactive materials,
narcotics and contraband.

The military market for UK and US technology is restricted by export
controls, and these two governments comprise a major slice of the
market which is characterised by tendering opportunities for large
individualcontracts that typically run forseveral years.SmithsDetection
continues to develop new business by increasing systems integration
activity, offering improved functionality in protective shelters and
introducingnew technologies throughgovernment-fundedpartnerships.

Within theemergency respondersector, theUSaccounts formore than
50%of global demand. Thismarket is characterised bymore localised
purchasing decisions and stablemarket trends.

Thecritical infrastructuremarket isdiversifiedwithvaryinggrowthrates
in thedifferentsegments.SmithsDetection focuseson threekeyareas:
mass transit, sports andevents, andgovernment andmilitary facilities.
Smiths Detection has a growing involvement in helping protect a
number of important metro systems in both the US and Europe.
Demand for greater hotel security has also increased substantially in
thewake of theMumbai attacks inNovember 2008.

A possible futuremarket is with biological detection and its application
to veterinary diagnostics. Smiths Detection’s expertise in producing
rugged, portable sensor equipment has enabled the development of a
field-baseddevicewhichcandetecta rangeofanimal infectionssuchas
foot-and-mouth and avian flu. It could also be developed for clinical
applications such as combating the spread of theH1N1 flu virus.

ThemarketsservedbySmithsDetectionare influencedbyspecificevents
and the perception of threat from terrorist activity or other security
issues. This perception itself has been and is likely to remain variable.
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Performance
2009 2008 Reported Underlying
£m £m growth growth

Sales 501 509 (2%) (17%)
Headline operating profit 63 93 (32%) (43%)
Headline operatingmargin 12.6% 18.3%
Statutory operating profit 63 93

Reported sales declined 2%, or £8m, reflecting a currency benefit of
£91m offset by a decrease in underlying sales of £99m, or 17%. As
previously announced, this reflects the increasingly variable nature of
the order flow of this largely government contracting business. The
majority of this decline is caused by the ports and borders segment
which has seen repeated delays to several contract tender processes
underway in different markets. In addition, the prior period benefited
froma largeRussian contract. Excludingports andborders, underlying
sales for Smiths Detection declined by 5%. This decline reflects lower
sales primarily in transportation and non-security, offset by strong
growth in themilitary areawhich has had its best ever year.

The fall in sales volumes together with the associated lower cost
absorption is the principal driver of the lower margins and the 43%
(£47m) decline in underlying headline operating profit. We are taking
action to address the cost base and have begun a restructuring project
that will rationalise our manufacturing facilities. We have announced
the closure of a satellite site in Wiesbaden, the consolidation of two
existing New Jersey sites into a new facility and the closure of two UK
sites. We are currently assessing opportunities for further site
rationalisation.Wehave already reorganised the business into Security
& Inspection,whichwill focusonairports, portsandbordersandcritical
infrastructure, andMilitary and Emergency Response.

Underlyingsales in transportation fellby19%whichreflectsgoodgrowth
in theUSoffset byweaker sales inEMEA.USsaleshavebenefited from
the introduction of a new generation of airport checkpoint explosive
detection systems which, unlike conventional systems, can capture
multiple views of carry-on bags in a single sweep. The systems also
include software algorithms that help the operator detect potential
threat items and they can easily be upgraded to meet future threats.
Airports in Europe and other markets have been slower to adopt the
newtechnologywhile trialsarestillunderway,and thecurrenteconomic
downturn has prompted governments and airport operators to review
the timing of some projects.

The ports and borders market has seen a 59% underlying decline in
sales following a strongperformance in the first sixmonths of last year
which benefited from a large contract in Russia. Average contract size
has grown over recent years as governments have become more
co-ordinated in their approach to border security and customs revenue
protection. As a result, the sales profile in this business has become
more variable and theworking capital requirement has also increased.
Our leading-edge technology leaves us well placed to benefit from
long-term growth prospects. For instance the US has mandated that
100% of arriving cargo be scanned by 2012. We continue to tender on
some substantial projects in several markets. In July 2009, we won a
$10.6m order for mobile, high-energy cargo screeners. Since the year
end, we have won confirmed orders for a further £20m from several
differentmarkets.

Business review:
Smiths Detection
continued
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Scanner nets record drug haul
AdvancedHCVcargo scanners are tested at the newAlcoa, Tennessee,
facility. Smiths Detection recently won a $10.6m order from the US
Government. Their high-energy x-rays can penetrate steel as thick as
280mm(11 inches)andarangeof fixedandmobile versionsareusedby
customsauthoritiesacross theworld todetect threat items,contraband
and drugs. In June 2009, a Smiths Detection mobile HCV helped the
French authorities uncover the biggest haul of illegal drugs ever seized
on a road in France. Almost 700 kilos of cocaine, with a street value of
around$70m,was discovered hidden in a truckload of potting soil near
the Spanish border.

Military sales enjoyed their strongest year on record with underlying
sales up 42% through the ongoing JCAD programme. We received
furtherorders fromtheUSDepartmentofDefenseamounting to$179m
during the year. The lightweight JCAD is an advanced chemical point
detector designed to help safeguard troops by automatically detecting,
identifying and quantifying both chemical warfare agents and toxic
industrial chemicals. We also won a $19m contract from the US Army
forMeteorologicalMeasuringSet-Profiler (MMS-P)systems, taking the
total programmevalue to over$89m todate. TheMMS-Pgathers real-
timemeteorological data to assist the accuracy ofmilitary operations.

The implementation of a new ERP system began during 2008 and will
complete by the endof calendar year 2009. This single systemreplaces
14 legacy business software systems and provides a common
information platform to support data-driven decision-making. Sixteen
sites representing70%ofsaleshavenowgone livewith thenewsystem.
Investment todatehasbeen£24m.Weanticipate thatoncecomplete the
projectwill generate efficiencies inworking capital of £11mandannual
cost savings of £8m.

Research and development
SmithsDetection hasmaintained its leadership in the sector through a
consistent commitment to product innovation developed by in-house
R&D, government-funded research and through partnerships and
licences. Company-funded R&D increased by 21% to £35m or 6.9% of
sales (2008: 5.6% of sales). This includes £10m of capitalised projects.
SmithsDetection actively seeks customer and government support for
R&D which totalled £10m in the period (2008: £9m). Total R&D spend
was £45m (2008: £38m) or 8.9% of sales.

The principal focus for R&D investment continues to be X-ray for a
varietyofapplications, includingbaggagescanningatairportsandcargo
screeningat ports andborders. Thenext generationof cargoscreening
equipment isable todiscriminatebetweendifferentmaterials inasingle
pass. Our airport checkpoint explosive detectors are currently
undergoing trials for the software thatwouldallowautomatic detection
of suspect liquids in carry-on baggage.

Wehavealso launchedanadvancedpeople-screenerwhich for the first
timeuseselectronic, real-time imaging inastandardcheckpoint layout
to detect weapons or explosives concealed under layers of clothing,
without physical contact. The new system, called ‘eqo’, is based on
patentedmillimetre-wave technology.

Our techniques in chemical and trace detection have continued to
develop andhave supported the launch of several newproducts during
the year including the High-Performance Radioisotope Identifier
(HPRID) and theMulti-Mode Threat Detector (MMTD).

Diagnostics continues to be an area of focus with development of a
portable biological detection system that enables veterinarians to carry
out rapid on-site diagnosis of animal diseases. The same technology is
nowbeing developed for clinical applications such as the detection and
identificationofMRSA,clostridiumdifficileandother infectiousdiseases.

Outlook
Smiths Detection has had a positive start to the year although we are
cautious about how the current economic environment may affect the
timing of orders from governments, given that some of their finances
remain under significant pressure. Longer term, we believe that the
sector isset forsustainedgrowthandSmithsDetectionwill benefit from
its leadershippositionandtheroll-outof innovativeproducts.Asaresult,
we shall continue to invest in research and development to launch new
products while restructuring the business to lower costs and support
margin improvement.
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Business review:
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 help to enhance customer productivity
by providing advanced technology mechanical
products and performance-enhancing services
backed by an exceptional global network.

Principal operating regions
John Crane is a global business with a presence in more than 50
countries.

Customers
John Crane serves oil & gas and power generation companies,
refineries, pump and compressor manufacturers, chemical and other
process industries. Its main customers include BP, Chevron, China
Petroleum, ConocoPhillips, ExxonMobil, Gazprom, Qatargas, Saudi
Aramco, Shell, Petrom, Total, Dresser, Elliot, Flowserve, GE Nuovo
Pignone,GEEnergyandPower,AndritzHydro,Siemens, ITT,Mitsubishi,
Solar Turbines, Sulzer, York, BASF, Bayer, Dow, Koch Industries and
LyondellBasell.

Competitors
For rotating technologies, John Crane’s main competitors are,
Flowserve and EagleBurgmann Industries (mechanical seals);
Kingsbury and Waukesha (engineered bearings); Pall and Hydac
(filtrationsystems);RexnordandEmerson (couplings).Forequipment in
upstream energy John Crane’s principal competitors include
Weatherford andNorris.

Suppliers
JohnCraneoperates itssupplychainglobally,usingglobal, regionaland
localpartnerships tomeet therequiredservice levels. Itsmainsuppliers
areMorganGroup,CoorsTek,Schunk,ESK,EarleM.Jorgensen,Femax,
DuPont, Greene Tweed, Scot Industries and AshlandChemical.

Sales by sector: £790m

Sales performance
2009 790

2008 626

2007 532

2006 518

2005 463

OEM
1Original equipmentmanufacture37%
Aftermarket
2Oil, gas&petrochemical 38%
3Chemical& pharmaceutical 9%
4Distributors 6%
5General industry 10%

Paul Cox
President

Employees

6,600

Contribution to 2009
Group sales

30%
Contribution to 2009
Group headline
operating profit

32%
Percentage relates to headline operating profit
before corporate costs

1
3

2

4
5
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Global service, local support
When a major customer in Chile had to close its gas refinery in June
because of damaged compressor seals, prospects for a quick
resumption of output looked bleak. Local spares were unavailable and
H1N1 flu-related travel restrictionsmeantspecialistscouldnotbesent.
However, technicians at John Crane's headquarters in Morton Grove,
tapping into global experience and using advanced web-based
communications, helped Chilean engineers locate the damage, repair
it andrebuild thesealswithindays.Once installed, theyworkedperfectly
and the plant was able to resume full production.

Markets and trends
John Crane sustains the effective operation of customers’ rotating
equipmentandothermachinerywithproducts that includemechanical
seals, seal support systems, engineeredbearings, power transmission
couplings and specialist filtration systems. John Crane also helps
maintain and enhance oil and gas productivity through the servicing
and provision of down-hole pumping hardware. All this technology
is supported by a global sales and service network that provides
performance-enhancing services. Using expertise developed from
decadesofexperience,serviceteamsinmorethan50countriesmaintain
and support customer assets throughout their economic lifetime.

Approximatelyone-thirdof JohnCranesales is thedesignandsupplyof
products tooriginalequipmentmanufacturers,while theremaining two-
thirds of sales stems 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, eg to reduce emissions; the need to replace
ageing infrastructure and deliver operational efficiencies; global
demographicsand long-termeconomicgrowth.The long-termdrivers,
such as the global demand for energy, support growth in original
equipment investment in the key endmarkets that should enable John
Crane to deliver average sales growth of around 6% a year over the
medium term.

The John Crane addressable market has doubled over the past two
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.ThesenewproductsalsoallowJohnCrane to leverage itsglobal
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 rangeof added value services including
repair, root cause analysis, alignment and condition monitoring, all
designed to improve theperformanceofcustomers’ rotatingequipment
and to reduce downtime. Thegeographic footprint continued to expand
throughopeningadditionalmanufacturing, salesandservicecentres in
key markets – particularly in growth markets such as the Middle East
and Asia Pacific.
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Performance
2009 2008 Reported Underlying
£m £8m growth growth

Sales 790 626 26% (1%)
Headline operating profit 143 104 38% 7%
Headline operatingmargin 18.1% 16.6%
Statutory operating profit 106 47

John Crane’s reported sales rose 26% and headline operating profit
increased by 38%. Sales benefited from currency translation (£109m)
and from acquisitions (£65m) while underlying sales declined by 1%
(£10m) reflecting a lower level of orders for original equipment (OE).
Orders began to slow fromJanuary 2009,whichhas causedunderlying
sales to declineby 7% in the secondhalf comparedwith agrowthof 6%
in the first half.

Demand foraftermarket servicinghas remained robustandunderlying
sales remained in linewith last year.Within theaftermarket, underlying
sales inour largest segment, oil, gasandpetrochemical, hascontinued
to grow at 5% as it continues to benefit from the infrastructure
investmentmadebycustomersover recent years;while theaftermarket
for other sectors such as general industrial were down 10% and the
chemical and pharmaceutical sector has fallen by 8%. Underlying
originalequipmentsaleshavedeclined3%yearonyear, reflecting lower
sales to thegeneral industrial andchemicalsectorsoffsettingcontinued
growth in our engineered original equipment for bespoke applications,
particularly for oil, gas and petrochemical customers.

Headline operating profit benefited from currency translation (£16m)
and fromacquisitions (£14m), leaving an underlying growth rate of 7%.
Margins improved by 150 basis points to 18.1% reflecting the benefits
of the restructuring programme which launched at the end of last
financial year.

The restructuring programme to create oneglobal JohnCranedivision
by integrating the twoprevious regional organisations iswell underway.
Corporate functions such as finance, IT, human resources, legal,
engineering and product line management are now co-ordinated
globally. Salesandservice functionshavebeenkept close tocustomers
in regional organisations. Certain manufacturing has been moved to
countries in Eastern Europe, Asia and Mexico. These changes are
facilitating improved customer focus, quicker decision-making, better
delivery, lower cost andmore effective communications. In the period,
we spent £9m and delivered savings of £6m. Overall, the project is
expected to deliver annual savings of £25m.

Implementationof anewERPsystem iswell underway,with20 regions
across Europe, Middle East and Africa all successfully online. This
represents approximately 70% of total project completion. Roll-out is
now in progress in India and Asia Pacific regions, with 11
implementations to complete before the endof the project in July 2010.
Investment to date has been £22m out of a projected total of £24m.
The project is expected to generate annual cost savings of £10m.
Since inception the project has realised £4mof savings.

During the year, John Crane has continued to expand its industry-
leading, global network of service centres. Current developments are
focused on key growth markets. In the Middle East, four new facilities
were opened, including a wet seal service centre in Bahrain and a
service, sales, manufacturing and training facility in Damman, Saudi
Arabia. In Asia Pacific, another four service centres have been opened.
This year saw expanded service capability in Rayong, Thailand to serve
the petrochemical and oil and gas markets; a new facility in Darwin,
Australia to service the oil and gas and minerals mining markets. In
China a new service centre opened in Du Shanzi servicing the North
West of the country together with a state-of-the-art wet and gas seal
service facility in Tianjin, China, part of the recently opened JohnCrane
China facility.

Business review:
John Crane
continued
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Sealed for energy saving
John Crane has developed a new and highly reliable gas-lubricated
mechanical seal thatnotonlysealshigh-temperatureprocess fluidson
rotatingequipmentbutalsosavesenergybecause it isnon-contactand
friction-free. The Type 2874NE seal ensures no emissions escape into
the atmosphere during the pumping of hazardous fluids at
temperatures of up to 425°Centrigradewhile thenon-contacting faces
maximise seal life. It has already been successfully deployed in many
refineries around theworld.

In the past year we continued our acquisition strategy to expand the
product portfolio with complementary technologies for similar
customers that can leverage the global sales and service network, and
build an upstream energy services business. In May 2009 we acquired
Orion Corporation, which added a leading US-based designer and
manufacturer of hydrodynamic bearings for the oil and gas and
industrial powermarkets.OrioncomplementsandextendsJohnCrane
BearingTechnology, abusinessunit formed following theacquisitionof
Sartorius Bearing Technology in October 2007. Moreover, it adds
complementary products and amanufacturing, sales and service base
in North America to supplement existing European operations, and
establishes John Crane as one of the leading manufacturers in the
hydrodynamicbearingssector. Traininganddevelopmentactivity for the
JohnCranesales force iswellunderway topromoteandsell theproduct
range through JohnCrane’s extensive network. The overall integration
process is continuing to progress well and John Crane Bearing
Technology was successfully migrated onto the global ERP system in
November 2008.

In the upstream energy sector, the John Crane Production Solutions
business unit was formed this year to capitalise on the synergies of the
CDI Energy Services and Fiberod acquisitions.

Expanding the range of products offered, John Crane Production
Solutions launched an Automated Prime Mover (APM) product line
which provides auxiliary power to well sites. The product is aimed at
geographical areas which are remote from developed power grids, by
providing interimpower to drilling companieswhile theywait for power
to be run to their wells. APM use will increase oil field production and
also meets new carbon emissions standards. John Crane Production
Solutions continues to expand international applications, with active
opportunities in Indonesia, Romania, India andMexico.

Outlook
JohnCrane’sstrengthandrevenue inaftermarketsectorswill continue
to be enhanced through additional investments in both locations and
servicesoffered.Theoverall orderbook for theaftermarketandoriginal
equipment isbelowthatof thesameperiod last year, primarilybecause
of loweroriginalequipmentorders.Asaresult,weanticipate thatoverall
sales will decline during the first half of the new financial year,
particularlyagainstastrongcomparatorperiod. Inspiteof thispressure
onsales, there isscopetodelivercontinuedmarginexpansionasaresult
of cost controls and the restructuring programme that is underway.
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Srini Seshadri
President

Business review:
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.

Sales by sector: £834m

Sales performance
2009 834

2008 703

2007 691

2006 737

2005 563

1Medication delivery 29%
2Vital care 40%
3Safety devices 31%

Principal operating regions
Manufacturing isconcentrated inMexico, theUS, theUK, Italy,Germany
andChina.Wesell toover100marketsworldwide,with theUSbeingour
largest singlemarket with 50%of sales.

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.

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,CareFusionandVitalSigns, amongmanyothers. In
many cases, we compete only with a small portion of their medical
businesses so comparison between peers is not straightforward.

Suppliers
Our strategic focus is to reduce the current number of suppliers, while
strengthening relationships that are key to the Division's success. The
followingfivecommoditiesaccount foraroundhalfofourdirectspending:
injection moulding, purchased finished goods, packaging materials,
syringes/needles and electronics. Among indirect purchases, the top
fiveaccount foraround threequartersofourspending: freight, services,
travel, temporary labour and capital equipment. We are also working
with other divisions to reduce costs and leverage economies of scale.

Employees

7,400

Contribution to 2009
Group sales

31%
Contribution to 2009
Group headline
operating profit

37%
Percentage relates to headline operating profit
before corporate costs

3 1

2
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Pandemic preparedness
Production of Smiths Medical’s EDGE™ range of safety syringes has
been stepped up as the US Government prepares to combat the
threatenedpandemicspreadofH1N1 flu thiswinter. TheDepartmentof
Health and Human Services (HHS) has placed an order that could
reach $10m as part of its national flu preparedness efforts. The
EDGE™syringes,whichmaximise vaccinedelivery throughelimination
of ‘dead space’ in the hypodermic chamber, can be activated
single-handedly, reducing the chance of needlestick injuries to
medical staff. Such medical safety devices are already the norm in
the US and the European Parliament has now agreed in principle to
move towards greater use of products (such as these syringes) that
protect patients and health-careworkers.

Markets and trends
Healthcare spending continues to increase worldwide, driven by
demographics – ageing populations and increasing prosperity –
particularly inAsia.Theoverallworldmarket fordevicesandequipment
of the type supplied by Smiths Medical is estimated to be worth £4.0
billionand isgrowingconsistently. SmithsMedicalhasaglobal reach in
thedesign, productionanddistributionofmedical deviceproducts,with
sales andmarketing activities in over 100 countries. Its product ranges
serve threemainmarkets –medication delivery, vital care and safety.

Medication delivery
Smiths Medical designs andmanufactures drug delivery systems that
relieveacuteandchronicpain (CADDandMedfusion)andchemotherapy
delivery systems to treat cancerpatients (CADD). Theglobalmarket for
medication delivery products is estimated to be worth £1.5 billion and
growing at around 4-7% a year. This growth is due to the increase in
treatmentof chronicconditions, integratingmedicationdeliverydevices
with hospital IT systems, and the move to treating patients outside
hospitals.Wearea leader inambulatory infusion,withastrongposition
in hospital infusion particularly in the syringe pumpmarket.

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
productsgrowsataround2-4%annually, partlydue toasteady increase
in the incidence of chronic respiratory diseases and obesity. Demand is
increasing for single use devices such as Portex airway management
products. Themarket isexpected tocontinuegrowingas thenumberof
operations and intensive care beds both increase. This market is
currently worth about £1.5 billion a year. We are a market leader in
airway products.

Safety devices
SmithsMedicalmakes 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 £1.0 billion
and growing at 3-5% annually. Smiths Medical is one of the world’s
leading suppliers of safety needles and catheters.

Lookingat trendsacross thebusiness,SmithsMedical isbenefiting from
the move towards treatment of illnesses in their chronic, rather than
acute stages. A number of airway management products and
ambulatory pumps already address this trend – such as the CADD
ambulatory infusion pump range and the Portex Acapella respiratory
therapy system– and it is becoming a focus for our vital care products.

The advantages of using safety devices are well understood in the US,
and there is now greater recognition of the contribution safety devices
make towards improving the safety and productivity of healthcare
employees. In othergeographicmarkets, conversion to safety products
is in its infancy, with opportunities for rapid future growth. Safety
products are also being introduced into other areas of healthcare, such
as dentistry.
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Business review:
Smiths Medical
continued

Performance
2009 2008 Reported Underlying
£m £m growth growth

Sales 834 703 19% (2%)
Headline operating profit 164 140 17% (4%)
Headline operatingmargin 19.7% 19.8%
Statutory operating profit 148 119

At reported exchange rates, Smiths Medical’s sales grew 19% while
headline operating profit increased by 17%. Reported sales benefited
from currency translation (£139m) and acquisitions (£7m) which, if
excluded,giveanunderlyingsalesdeclineof 2%.Saleswereaffectedby
ourdecision toexit thediabetesmarketwhichreducedrevenueby£9m.
Excludingall diabetessales,underlyingsalesdeclinedby1%in theyear.
Headline operating profit benefited from currency translation (£28m)
and acquisitions (£4m). Operating profit margins declined slightly;
underlying profit slipped 4%. Our ongoing cost reduction efforts began
to show their full effects in the second half, although we do not expect
to benefit fully from these actions until the new financial year.

In the overall medical device market, the economic downturn has
adverselyaffectedhospital capitalbudgets, althoughwearenowseeing
a gradual improvement in someparts of theworld. Excluding diabetes,
hardware sales were down 5% while sales of our disposable products
were flat. The outbreak of H1N1 ‘swine’ flu, caused some hospitals to
limit access so they could focus on caring for people affected by H1N1.
However,SmithsMedicalwasunaffectedbecausemostofourproducts
are vital for healthcare staff and some are used in the treatment of flu.

We have continued to deliver operational improvements which, in
conjunction with the beginning of a hardware market recovery and
stabilisation of disposable sales, has helped deliver a stronger second
half. Customer backorders have been halved since last year enabling
further improvements tocustomerservice, thusboostingourcustomer
recovery and retention efforts. Finally, we cut headcount in Smiths
Medical by around 1000 throughout the year. These actions will help
improvemargins in the coming year.

In Medication Delivery, underlying sales declined by 4% for the year.
Excluding diabetes, sales were only slightly down reflecting an
improvement during the last six months from increased sales of
CADD®-Solispumps.Theplannedexit fromthediabetesbusinesshas
gonewell,with thedecline insales in linewithexpectations.Elsewhere,
deferralsofpurchasesofour infusionsystemsbysomelargecustomers
havecontinued,mostnotably inCanada,althoughweexpect thosesales
to recover. Sales of our next-generation ambulatory smart pump,
CADD®-Solis, grew during the second half in North America and are
gaining considerable traction in other English-speaking markets. The
pumpwill be available in other languages in the new fiscal year.

Vital Care underlying sales declined by 3%, but delivered a stronger
performance in the second half from our temperature management
franchise. We also saw small increases in sales of our respiratory
productsbecauseof theH1N1fluoutbreak.Our tracheostomybusiness
delivered strong growth and we plan to undertake a new e-business
initiative to support our custom tracheostomy products.

SafetyDevicesunderlyingsalesgrewby2%,drivenbyanumberofOEM
agreements, co-branded sales, and an increase in our base business.
In some markets, particularly outside the US, we continue to see
competitive pressure from lower-cost safety catheters, which has
slowedthegrowthrateof this franchise.However,weseeanopportunity
for safety products to be taken up more widely in the EU since the EU
parliament agreed amove toward their adoption.
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Expansion in fast-growing market
The acquisition of the Hangzhou-based medical instruments
manufacturerZDMI,nowknownasSmithsMedicalZhejiang (SMZ),has
expanded Smiths Medical’s presence in the vast and rapidly growing
Chinesemarket.Salesof its rangeofsyringepumpsandenteral feeding
devices have exceeded expectations and we plan to make SMZ a low-
cost R&D base for the development of hospital infusion products for
Chinaandother internationalmarkets. The first drugpumps fromSMZ
to include ‘medicationerror’ software,designed topreventover-infusion
of drugs, will be launched by the end of calendar 2009.

Ourproductportfolio reviewhas led toanumberof strategicdecisions that
will improvemargins. On pricing,wehave identified £6m in improvements
in our product ‘tail’, and have already delivered £3m in the year across the
total portfolio. We plan to eliminate 3,000 SKUs, effective 31 October, with
no negative responses from customers to date. This will simplify the
business and provide opportunities to sell alternative products. We are
rolling out a more sophisticated account management system globally to
improve customer profitability.

Efficiency improvements and cost reductions are protecting business
performanceduring thecurrentdownturnandpositioning thebusiness for
greater margin growth as conditions improve. The North American
restructuring programme is now virtually complete with the three former
operationalunitsnowmanagedunderasinglemanagement team.Though
primarily intended to ensure one face to the customer, we have been able
simultaneously to drive business efficiencies.

Implementation of our global ERP business systems is on track for
completionbyMarch2010and iswithinbudget. Virtually all of theproducts
we sell already flow through the ERP system at some point in the supply
chain. Additionally, we have rolled out a strategic global sales data
warehouse. TheERPproject remains on track to deliver annual savings of
£15m, and is providing better transparency to key information, thus
enablingmore data-driven business decisions.

Business developments
Our acquisition in November 2008 of Zhejiang Zheda Medical Instrument
Co. Ltd (“ZDMI”), now known as Smiths Medical Zhejiang (SMZ), has
exceededourexpectations (contributing£7min theyear).Weplan tomake
SMZalow-costR&Dbase for thedevelopmentofhospital infusionproducts
for China and other internationalmarkets.

Research and development
Our R&D spend was £29m (2008: £26m) or 3.5% of sales (2008: 3.7%).
However, amore importantmeasure is theamountof sales fromproducts
launched in the last three years, which is up 12% year-on-year. Our new,
focused approach has significantly improved the efficiency of our R&D
spend and has helped us execute nearly all of our planned product
launches on time andwithin budget.

Our highest-profile new product launches have met or exceeded our
expectations. This includes smartX®, the first wireless blood pressure
monitoring device; Uniperc®, a tracheostomy device for peoplewith large
necks; andCADD®-Solis infusion pump and associatedmedication error
prevention software. During the second half, we launched a new set of
disposable circuits for our Pneupac ventilators; the SACETT endotracheal
tube, which is designed to help prevent ventilator-associated pneumonia;
and theStimulatingPlexusNeedle inourperipheralnerveblock line.Each
of these new products fills a gap in, or extends, one of our strong product
lines. Early signs from these recent launches have been positive.

Outlook
Smiths Medical will focus on its performance improvement programme
throughanumberof initiatives.TheSKU,portfolioandcustomerprofitability
reviewswill reducecomplexity,whilecuttingoverheads.R&Dwillhelpdrive
top-line growth through new product launches. The underlying revenue
momentumachieved in the secondhalf is expected to continue butwill be
heldbackby theexit fromthediabetesmarket.Marginsshould improveas
we benefit from the cost initiatives taken to date.
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President

Business review:
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
and industrial markets.

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

Sales by sector: £318m

Sales performance
2009 318

2008 261

2007 230

2006 211

2005 173

1Military& aerospace 49%
2Telecom30%
3Medical, rail and automation 21%

Principal operating regions
Smiths Interconnect operates globally and has locations in the US,
Mexico, Costa Rica, Ireland, UK, France, Germany, Italy, Tunisia, India,
China and Australia.

Customers
Smiths Interconnect supplies tomultiple levels of the supply chain and
its blue chip customers include primes and service providers, OEMs,
systemsuppliersandsub-systemmanufacturers.Amongstour largest
customers are Raytheon, Finmeccanica, BAE Systems, Boeing,
AAI/Textron,NorthropGrumman,GeneralDynamics,LockheedMartin,
Ericsson, Motorola, AT&T, Verizon, Sprint Nextel, Emerson, ZTE,
Huawei, GEMedical and Alstom.

Competitors
Smiths Interconnectoperates ina fragmentedmarketwithmanysmall
and medium-sized competitors in various product and technology
areas. Connector competitors include Amphenol, Deutsch, Radiall,
Souriau. Our high-reliability components and wireless telecoms
businesses competewith, amongst others, Anaren, SpectrumControl,
PowerWave, KMW, Dover and CommScope. The competitors of our
microwave sub-systems companies include EMS, Herley, Cobham,
Teledyne and L3. Huber & Suhner, Dehn and SL Industries offer
competitive protection products.

Suppliers
Smiths Interconnect maintains a strong supply base with machined
parts and electronic components each representing approximately
25% of total spend. No individual supplier accounts for more than 4%
of total purchased value.

Employees

3,350

Contribution to 2009
Group sales

12%
Contribution to 2009
Group headline
operating profit

12%
Percentage relates to headline operating profit
before corporate costs

3

1

2



31 Smiths Group plc Annual report 2009

Manufacture of telecommunications products in China
With theacquisitionofAllrizonandTriasx last year,Smiths Interconnect
significantly increased its Chinese design and manufacturing
capabilities, predominantly focusing on microwave products for the
wireless telecommunicationsmarket, both domestically and globally.

Including the recent addition of the Shenzhen-based Dowin surge
protection business, the number of Chinese employees in Smiths
Interconnect has risen from approximately 200 in April 2008 to over
850 today, including some 67 engineers.

Although the overall wireless telecommunications market softened
during the year, onenotable exceptionwas themajor investment of the
three major Chinese wireless operators in building out nationwide
3G networks, projects that will continue for severalmore years.

Markets and trends
The two largestmarkets for Smiths Interconnect aremil/aero (military,
aerospace and space) andwireless telecommunications.

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

Typicalmilitaryapplications forSmiths Interconnect technology include
unmanned aerial systems (UAS), next-generation ground vehicles,
network-centric communications 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.

Thecommercialaerospacemarketgenerallydemonstratesshort-term
cyclicality and long-term growth driven by increased passenger and
freightdemandfromanexpandingglobaleconomy.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.

Other applications for Smiths Interconnect products include medical
equipment such as MRI scanners, automation equipment for the test
andmeasurementandmachinetoolmarkets,andmasstransitsystems.

Technology
Smiths Interconnect comprises five focused technology areas:

•Connectors provides application-specific, high-reliability electrical
interconnect solutions from highly integrated assemblies to micro-
miniature connectors.

•High Reliability Components provides passive microwave products
used within the building blocks that generate, transmit, receive and
process high-frequency signals for communication systems.

•Microwave Sub-Systems provides microwave and millimetre-wave
sub-assemblies, antennas and systems solutions for both defence
and commercial applications.

•Protection provides signal and power integrity components that
protect high-value electrical systems from surges caused by power
surges and lightning strikes.

•Wireless Technologies provides solutions that test, filter and process
high-frequency signals for communications systems.
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Business review:
Smiths Interconnect
continued

Performance
2009 2008 Reported Underlying
£m £m growth growth

Sales 318 261 22% (5%)
Headline operating profit 56 54 3% (20%)
Headline operatingmargin 17.4% 20.7%
Statutory operating profit 51 51

Reported sales for Smiths Interconnect increased by 22%, or £57m,
driven by currency translation (£60m) and acquisitions (£15m). On an
underlying basis, excluding the benefits of currency translation and
acquisitions, sales fell 5%due todeclines in salesof components to the
wireless infrastructure market as well as the rail, industrial and
automationmarkets in Europe. In particular, sales of our lightning and
surgeprotection equipment declined against the sameperiod last year
which benefited from some significant short-term contracts. Sales to
the military and aerospace markets have remained strong, medical
sales were flat, while the industrial, rail and automationmarkets have
becomemore challenging.

Headline operating profit increased by 3%. Excluding the benefit of
currency translation (£12m) and acquisitions (£3m), headline profit
declined by 20%, or £13m. Margins were adversely affected by one-off
restructuring charges (£2m), lower volumes and an adversemix effect
on grossmargins caused by lowerwireless sales.

On an underlying basis, sales into military, aerospace and space
applications increased9%during theyear.Thegrowthcamefromagood
mix of new research and development activities; projects transitioning
from development to the initial production phase; and ongoing volume
production projects such as our Mobile Directional Antenna Systems
and connectors for the Eurofighter programme.

We achieved several new wins on intelligence, surveillance and
reconnaissance (ISR) and communications programmes, including
being selected to provide:

• an airborne antenna system for a high-frequency data link enabling
air-to-ground transfer of battlespace information;

• a frequency and time reference module that will enable a network-
centric radiosystemtoconnectdifferent tacticalground,airborneand
satellite communications terminals together providing total
radio/network compatibility on-the-move and in variable terrain; and

• a direction-finding antenna system to support upgrades to shipboard
ElectronicWarfare systems.

Good progress was also made on securing key positions on major
Satcomprogrammeswithin theUSDepartment ofDefense includinga
newwin supporting amajorUAVplatform.Wealso continuedhigh rate
deliveries of telemetry and situational awareness systems for several
major UAV programs such as the Shadow, Raven andWarrior.

In theareaofForceProtection,high-volumemanufactureofmicrowave
filter components for systems which counter improvised explosive
devices remained a strong contributor to sales. We further developed
our business providing transient voltage protection devices against the
potential effects of High Altitude Electromagnetic Pulse (HEMP) and
Electromagnetic Pulse (EMP) weapons with several new programme
wins. In addition, we were selected to provide an ultra-low noise
frequency source for a next-generation integrated countermeasures
systemwhichwill provideself-protectioncapabilities toUSNavyaircraft.

In space, we were awarded a contract to develop millimetre-wave
components fora jointNASAandJAXA (Japan)satelliteused tomonitor
the earth’s weather patterns. Sales to commercial aerospace declined
in the period as production rates slowed.
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Microwave filters for ‘Force Protection’ systems
The nature of irregular warfare has caused ‘Force Protection’ systems
tobecomeahigh-priorityandwell-fundedsegmentofdefencebudgets.

Through its Lorch Microwave business, Smiths Interconnect provides
microwave filters that are incorporated into various systems which
counter radio-controlled improvised explosive devices that have been
rapidly deployed to areas of conflict.

In addition to ground-based systems, Smiths Interconnect provides
componentsandsub-systemsfor forceprotectionapplications inuseon
a variety of fixed and rotary wingmilitary platforms.

Wireless telecommunications saleswere buoyed by the full-year effect
of the acquisitions of Allrizon and Triasx, as well as Dowin, the
Shenzhen-basedmanufacturer of power and signal protection devices
which was acquired in April 2009. Excluding the impact of exchange
rates and acquisitions, sales to the wireless market reduced by 21%,
mainlybecausestrongprior-yearsalesof lightningandsurgeprotection
solutions for the roll-out of the WiMAX broadband network in the US
werenot repeated this year.Furthermore, therewasageneral softening
of demand fromnew infrastructure deployments.

With the notable exception of the 3G network build-outs in China,most
operators cut back new network capital expenditure and focused on
improving the performance of their existing networks, which is
supportingdemand forournetworkoptimisationproducts.Salesofour
portablepassive intermodulationanalysersgrewstrongly,particularly in
theUS,asoperators recognised thebenefits the instrumentprovides in
identifying network performance issues.

Other wireless telecoms developments included gaining positions to
supply resistive devices to the Chinese equipment manufacturers and
increasing sales ofmillimetre-wave point-to-multipoint antennas.

Sales to themedical, rail and automationmarkets declined 12% on an
underlyingbasis.Adversemarketconditionswerepartiallyoffsetbynew
product launchesandprogrammewins in themedical sector, although
the industrialmarkets in Europewere particularly difficult.

Business developments
Smiths Interconnect executed numerous restructuring projects during
the year, targeting cost savings and also increasing the percentage of
manufacturing in low-cost economies. This included the combination
of twoUSbusinesseswith themajorityofmanufacturing transferring to
our Mexico facility and the retention of a satellite engineering office. In
addition, substantial reductions in work force were completed in Italy,
Ireland. California and Florida, and short-timeworkingwas introduced
inGermanyandFrance. All of theseprojects started to pay backduring
the year andwill helpmargin improvements in the coming year.

In April, Smiths Interconnect completed the purchase of Dowin, a
Chinesemanufacturerofpowerandsignalprotectiondevices,operating
mainly in the wireless telecoms market and based in Shenzhen. This
move complements our existing protection portfolio and provides a
platform in Asia where we expect further investment in the roll-out of
wireless infrastructure. This is the third acquisition in Asia made by
Interconnect in the past two years.

Outlook
Short-termmarket conditions are expected to remain challenging for
automation, rail and medical applications, as well as wireless
telecommunications where demand has slowed after the initial surge
ofdemandtosupport3G infrastructure.Defencerevenuesareexpected
to continue to growand the restructuring actions taken during the year
are expected to generate somemargin improvement.

In the longer term, Smiths Interconnect’s continued focus on the
technologies that support the future strategic direction of defence
spending will deliver robust performance in the event of an overall
reduction inmilitarybudgets.Furthermore, in thenext twoto threeyears
wireless telecommunications operators are expected to increase
significantly capital investment to deploy high-speed next-generation
networks requiringspecialistnetworkoptimisationcapabilitiessuchas
ours to support high-data rate applications.
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Business review:
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, rigid tubing, and thermal
systems are deployed on commercial and military
aircraft for fuel and hydraulic applications and
medical devices for patient care. They also
improve the performance of domestic appliances
such as clothes tumble dryers, vacuum cleaners
and HVAC equipment.

Sales by sector: £222m

Sales performance
2009 222

2008 206

2007 213

2006 240

2005 191

1Smiths Tubular Systems
Aerospace 27%

2Flexible Solutions 22%
3Heat Solutions 51%

Principal operating regions
Flex-Tekconductsmostof itsbusiness in theUSbutalsomanufactures
in France,Malaysia, India, China andMexico.

Customers
We serve mainly aerospace engine and airframe manufacturers,
domestic appliance manufacturers and the US construction industry.
Large customers includeWhirlpool, Electrolux, Trane, Carrier, Boeing,
Airbus, Pratt &Whitney, GE Aerospace, andRespironics.

Competitors
Smiths Tubular Systems Aerospace’s competitors include Parker-
Hannifin and Eaton as well as outsourced capacity from its key
customers. Flexible Solutions competes globally with a number of
smallerprivatelyownedbusinesseswhichmanufacturespecialtyhoses.
Heat Solutions’ domestic appliance and specialty heating element
competitors include Emerson, Watlow and Chromalox. The
construction-related products competitors comprise mainly Hitachi,
Atco, Omega-Flex, Hart &Cooley andGoodman.

Suppliers
Flex-Tek sources key raw materials from world-class companies
including electrical resistance wire from Sandvik, fibreglass insulation
fromOwensCorning, specialtyplastic resins fromDuPontandPolyOne,
and stainless steel fromAllegheny Ludlum. Each of these supply chain
partners is chosen based on its ability to provide exceptional quality,
service and value. No individual supplier representsmore than 10% of
total Flex-Tek purchased value.

Employees

2,000

Contribution to 2009
Group sales

8%
Contribution to 2009
Group headline
operating profit

5%
Percentage relates to headline operating profit
before corporate costs

1

2

3
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Specialty medical heater
A specialty medical heater was developed and built by Tutco-Farnam
for use in Computed Tomography (CT) scanners, widely used in
advancedmedical diagnostics. It was designed to address the problem
of variable CT image quality caused by thewide range of temperatures
within the scanner. Bymonitoring both the external temperature of the
room and those within the scanner chamber itself, the heater helps
stabilise them, so allowing consistent high-quality imaging. It is one of
a range of thermal systems produced by Flex-Tek for medical-related
use including: patient warming, nebulisers and blood analysis.

Markets and trends
Flex-Tekdesignsandmanufacturesengineeredcomponentswhichheat
and move fluids and gases for aerospace, consumer products and
constructionapplications.Products includeproprietaryhoseand tubing
technology, engineered thermal systems and heating elements.

Wemanufacture specialised high-performance tubing for the civil and
military aerospace industry and supplymostmajor aircraft and engine
manufacturers. Customers also include leading domestic appliance
manufacturers and the US construction industry. In addition, Flex-Tek
supports specialised original equipmentmanufacturers (OEMs) with a
wide range of solutions for equipment used to treat sleep disorders,
semi-conductormanufacture,and temperaturecontrol inextrusionand
large commercial heating and ventilation.

Flex-Tek goes tomarket via three distinct technology areas:

Smiths Tubular SystemsAerospace
Meeting the aircraft industry’s need for rigid and flexible hydraulic and
fuel hose, STS Aerospace delivers high-performance airframe fluid
managementsystemsthatarealsodeployed in theworldofmotorsport.
Demand for these products is linked to the worldwide air transport
market andmilitary spending.

Flexible Solutions
Focusing on flexible hose assemblies for a range of domestic
appliance manufacturers, Flexible Solutions makes both high- and
low-pressurehoseassemblies forOEMsanddistributors.Applications
for the flexible hose and ducting products range from gasoline vapour
recovery to post-operative patient warming. Business performance
generally followsmacroeconomic indicatorssuchasUSGDPandcapital
goods expenditures.

Heat Solutions
Comprising specialised heating elements and thermal systems, HVAC
ducting and gas delivery tubing, Heat Solutions’ products serve
customers that manufacture tumble dryers, HVAC equipment and
specialisedOEMcustomers described above. Ducting and gas delivery
tubing is largely supplied to the construction industry via distributors.
Demand is normally related to a mix of the strength of the US
construction industryandworldwidehouseholdapplianceexpenditures.
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Business review:
Flex-Tek
continued

Performance
2009 2008 Reported Underlying
£m £m growth growth

Sales 222 206 8% (15%)
Headline operating profit 22 24 (10%) (27%)
Headline operatingmargin 9.9% 11.8%
Statutory operating profit 18 24

On a reported basis, Flex-Tek’s sales rose 8%, or £16m, driven by
currency translation (£51m)andtheacquisitionofFastHeat (£3m),offset
by a fall in underlying sales of £38m, or 15%. This decline reflects the
impactof thedeeprecession in theUSresidential constructionmarkets
aswell as significantly softer demand in the household appliances and
industrial goodsmarkets.

Headline operating profit declined by 10%, or £2m, stemming from an
£8m fall in underlying operating profit, partly offset by a £6m benefit
from currency translation. As a result, margins narrowed by 190 basis
points. The underlying decline in operating profit is caused mainly by
lowervolumes (£15m)andoffsetby£4mfromthecost-saving initiatives.

Softer sales of components and services to civil aviationwere balanced
by steady demand in commercial andmilitarymarkets, resulting in flat
aerospace revenues versus theprior year. Thegrouphasalsobenefited
from production efficiency gains and, through a focus on tight cost
control, has been able to improvemargins.

Heat Solutions underlying sales declined by 16% mainly due to lower
sales of gas piping and HVAC ducting in the US construction market.
The recession in the US market has prompted a 44% fall in housing
starts in the year compared with the same period last year. Sales of
heating elements to appliance manufacturers were slightly down but
offsetby full-yearsales fromtheacquisitionofFastHeat, resulting in flat
salescompared to theprevious year.Against thisbackground, sales fell
at a lower rate than the market, indicating that we have successfully
gainedshare inachallenging tradingenvironment. Inaddition,asharper
focus on low-cost manufacturing and combined product marketing
programmes have helped preservemargins.

Underlyingsalesof flexiblehoseassemblies fromtheFlexibleSolutions
division were down 23% resulting from softer demand in the US
floorcare and general industrialmarkets.

Flex-Tek’snewfacilities inAsiacontinue toexpand.Weare in theprocess
ofwidening the rangeof products delivered fromourChangshu,China,
facility to include high-pressure tubing for aerospace and industrial
applications.OurAerospace tubingplant inBangalore, India, shouldbe
well positioned to benefit from recent announcements by the Indian
government regarding increased defence spending.
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FlexSure Solar Tubing
Recognising the rising demand for energy efficiency Flex-Tek has
successfully adapted its manufacturing to produce freeze-protected
tubing for use in solar water heating systems. FlexSure Solar Tubing,
madeof stainlesssteel, flexibleandhighly resilient in extremeweather,
helpsconnect thesupplyandreturn linesbetweenasolar thermalpanel
and hot water storage tank. A typical residential solar water-heating
system reduces the need for conventional water heating by about two-
thirds. It both cuts the cost of electricity or fossil fuel needed toheat the
water and reduces the impact on the environment.

Business developments
The challenges in the housing and domestic appliance markets have
prompted Flex-Tek to identify opportunities to rationalise its
manufacturing portfolio and deliver efficiency improvements. The
programme is part of thewider Group restructuring and is expected to
deliverannualisedsavingsof£9m.During theyear,Flex-Tekhasclosed
a factory near Glasgow, Scotland, and announced the closure of a
heating element facility in Elmhurst, Illinois, whichwill complete by the
end of the 2009 calendar year. As a result, savings to date total £4m.

Outlook
Flex-Tek facescontinueduncertainty in theUSresidential construction,
household appliance and industrial markets. It will continue to
rationalise itsportfolioof sitesandreducecosts inorder todeliver future
value when these markets improve. The initiatives to date have made
Flex-Tek a leaner business, which is strongly leveraged to a recovery
in US housing – when that occurs. It will continue to seek growth
opportunities in sectors outside residential construction and in
developingmarkets.
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Financial review Earnings per share
Basicheadlineearningspershare fromcontinuingactivitieswere72.4p
(2008: 74.5p), a decline of 3%. This reflects an increased headline
operating profit offset by higher interest costs on the newly refinanced
debt and a lower pensions financing gain as a result of the worsening
funding position of the company’s retirement benefit schemes.

On a statutory basis, the basic earnings per share from continuing
activities were 70.8p (2008: 63.0p).

Exceptional and other items relating to continuing activities
excluded fromheadline profits
These items had no net impact in the year compared with a charge of
£61m in 2008. They comprised:

•Gains of £70m arising from the actions taken to reduce liabilities
associatedwith thepensionsandpost-retirementhealthcarebenefits;

• £24m (2008: £4m) in respect of restructuring corporate anddivisional
headquarters. This is part of a programmewhich is expected to cost
approximately £45m;

• £22m (2008: £54m) in connection with John Crane, Inc. asbestos
litigation (see litigation paragraph on page 41);

• Amortisation of intangible assets acquired in business combinations
of £35m (2008: £19m). The amortisation relates principally to
technology and customer relationships; and

• Profit on disposal of businesses and property of £15m (2008: £27m).

• Financing losses amounted to £4m (2008: £2m). These represent the
results of derivatives and other financing instruments which are not
hedge accounted under IFRS.

Exceptional items in 2008 includedMedex integration costs of £9m.

Cash generation
Strong cash generation this year resulted in a free cash-flow of £256m
(2008: £91m). Substantially improved headline operating cash of
£435m (2008: £273m) represented 104% (2008: 72%) of headline
operating profit. The improvement was a result of reduced investment
in working capital, particularly inventories and debtors, and lower net
capital expenditure.

On a statutory basis, net cash inflow from continuing operations was
£332m (2008: £198m).

Net cash expenditure on exceptional items was £32m, compared to
£26m in the previous year. The Group made special pension
contributions of £34m (2008: £34m). Free cash-flow from continuing
operations (after interest and tax but before acquisitions. dividends and
net investment hedges) was £256m (2008: £91m).

Dividends paid in the year on ordinary shares amounted to £132m,
comparedwith £131m in 2008.

Interest and other financing costs
Interest payable on debt, net of interest earned on cash deposits, was
£52mcomparedwith£41min2008. Interest costswerecovered8 times
covered by headline operating profits.

The Group accounts for pensions using IAS19. As required by this
standard,a financecredit is recognisedreflecting theexpectedreturnon
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 £5m in 2009 compared with a net financing credit
of £42m in 2008.
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Net debt
Net debt at 31 July 2009 was £885m, up from £771m in 2008. The
increase in net debt was the result of exchange rate changes, which
resulted in a cash outflow of £90m on net investment hedges and a
£28m translation increase in currency-denominated net debt.

During the year a £90m cash outflow, which increased net debt,
occurredon the rollover of short termderivativenet investmenthedges
caused by weaker sterling. These derivative hedges swapped sterling
bonds intoprimarilyUSdollarandeuro liabilities tohedge thesignificant
translationexposureonUSdollarandeuroassets. If thebondshadbeen
denominated inUSdollarsandeuro, thesame increase inreporteddebt
wouldhaveoccurred–reportednotasacashoutflowbutasanadverse
translationeffect. The financingstrategy launchedduring2009with the
raising of $675mof long termdollar bondswill replace thesederivative
investment hedges and more effectively match long term currency
assets and liabilities.

Research and development
Investment in research and development (R&D) drives future
performanceand isameasureof theGroup’scommitment to the future
organic growth of the business.

Smiths invested a total of £105m in R&D on continuing operations,
equivalent to 4%of sales.Of that total, £15mwas fundedby customers.
The comparative figures for 2008 were £85m and £13m. Under IFRS,
certain of these development costs are capitalised. 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 disclosedwithin trade and other payables.

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 80 to 85.

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 80.

Taxation
The headline tax charge of £89m for 2009 represented an effective rate
of24%ontheheadlineprofit before taxation–unchanged fromlast year.
The Group continues to take advantage of global manufacturing,
researchanddevelopmentandother tax incentives, the tax-efficientuse
of capital and tax compliance management. On a statutory basis, the
tax charge on continuing activities was £95m (2008: £75m).

The fundamental principles of theGroup’s approach to taxation remain
unchangedasapprovedby theBoard. It seeks tomitigate theburdenof
taxation in a responsiblemanner to enhance its competitive positionon
a global basis while managing its relationships with tax authorities on
thebasis of full disclosure, co-operation and legal compliance. A semi-
annual report is reviewedby theAuditCommittee tomonitorcompliance
with these principles and tax objectives.

Return on shareholders’ funds
The after-tax headline return on shareholders’ funds for continuing
operations, including goodwill set-off against reserves, was 16.5%
(2008: 16.7%).

Retirement benefits
As requiredby IFRS thebalancesheet reflects thenet surplusor deficit
in retirement benefit plans, taking assets at their market values at
31 July 2009 and evaluating liabilities at year-end AA corporate bond
interest rates.

We have taken action to reduce the Company’s liabilities in respect of
retirement benefits. The principal US defined benefit pension planwas
closed with effect from 30 April 2009, after which no further benefits
haveaccrued. Inaddition, futurebenefitsaccruingunder theUSandUK
post-retirement healthcare schemes were substantially reduced; for
most members, the Company has capped its contributions at 50% of
the 2009/10 premium.

Company contributions to the funded defined benefit pension plans
totalled £53m (2008: £56m). Company contributions included special
UK contributions of £13.1m in respect of special covenant payments
(2008: £17m comprising £13m of special covenant payments and £4m
arising fromthesaleofSmithsAerospace).During theyear, the trustees
of theTIPensionScheme investeda further£249minannuities thatare
matchedwith specific liabilities of the fund.

The retirement benefit positionwas:

31 July 31 January 31 July
2009 2009 2008

Funded plans
UK plans – funding status 95% 94% 106%
USplans – funding status 72% 64% 89%
Other plans – funding status 75% 77% 81%

31 July 31 January 31 July
2009 2009 2008

Surplus/(deficit)
Funded plans (254) (330) 102
Unfunded plans (85) (134) (113)

Total surplus/(liability) (339) (464) (11)

Full details of the retirement benefits are shown in note 10.

Exchange rates
Theresultsofoverseasoperationsare translated intosterlingataverage
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.

2009 2008

Average rates:
US dollar 1.58 2.00 Dollar strengthened 21%
Euro 1.16 1.35 Euro strengthened 14%
Year-end rates:
US dollar 1.67 1.98 Dollar strengthened 16%
Euro 1.17 1.27 Euro strengthened 8%

Goodwill and intangibles
Goodwill onacquisitionshasbeencapitalisedsince1998.Until 1August
2004 it was amortised over a maximum 20-year period. Under IFRS
goodwill isno longeramortisedbut instead is subject toannual reviews
to test for impairment.

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

Other intangibleassets comprisedevelopment costsor softwarewhich
are capitalised as intangible assets as required by IFRS. Amortisation
charged on these accounts is deducted fromheadline profits.

The goodwill balancewas tested for impairment in 2009 and 2008.
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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 bemaintained by the Group. Amonthly
report for the Executive Committee 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
transactionexposuremanagement isdevolved tosubsidiarycompanies.

The Group uses financial instruments to raise financing for its global
operations, tomanage 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 ofmetricsmeasuredmonthly.

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. Thecredit ratingsat theend
of 2009 were maintained at BBB+ / Baa2 (both negative outlook) from
Standard & Poor’s and Moody’s respectively, the same rating as 2008
except for the change in outlook from stable to negative. An essential
elementof an investmentgrade rating is robust cash-flowmetrics. The
Group’sobjective is tomaintainanoperatingcashconversionofgreater
than 80% and to maintain net debt/headline EBITDA of less than two
times. At 31 July 2009 thesemeasures were 104% (2008: 72%) and 1.8
times (2008: 1.7 times) respectively.

2. Debt and interest ratemanagement
The Group’s debt funding requirements are managed centrally. At
31 July 2009 net debt was £885m (2008: £771m). In 2009 the Group
raised$675minnew-longtermUS$capitalmarkets financingto further
its debt strategy via $250m6.05%senior notes due2014, $175m7.37%
senior notes due 2018 and $250m 7.2% senior notes due 2019. These
funds were used to repay £70m of EIB 2010 loan finance, repay
short-term bank debt and finance on-going activity of the Group.
TheGroup’sobjectivesare toensure that funding fromthebankmarket
is less than30%of net debt, the averagematurity profile of all debt is at
least four years and between 50% and 80% of debt is at fixed rate
of interest. At the 31 July 2009, these measures were 8% (2008: 42%);
5.4 years (2008: 4.0 years) and 79% (2008: 46%), respectively.

3. Liquiditymanagement
Acommitted£660mrevolvingbankcredit facility isavailable to theGroup
until July2012and isprovidedbyaqualitygroupof11global relationship
banks. At the 31 July 2009, £623m of the facility was un-drawn
(2008: £450m). 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 2009, this measure was £595m (2008: £378m)
respectively.

The Group aims to minimise levels of surplus cash across the Group
and, where cash resources exist, to ensure they are securely placed on
deposits 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 2009, 83% of surplus cash was on deposit with the 11 global
relationship banks and only £5m was on deposit with banks rated
less than A+.

4. Currencymanagement
TheGrouphas adopted hedge accounting for the significantmajority of
transaction hedging positions, therebymitigating the impact ofmarket
value changes in the incomestatement.Material sales or purchases in
foreigncurrenciesarehedgedat their inceptionbyappropriate financial
instruments,principally forward foreignexchangecontractsandswaps.
TheGroup’s objective is to reducemedium-term volatility to cash-flow,
margins and earnings.

TheGroup isan internationalbusinesswith themajorityof itsnetassets
denominated in foreign currency. It protects its balance sheet and
reserves from adverse foreign exchange movements by financing its
currency assets in the samecurrency such that, where the value of net
assets is over £20m equivalent, over 50% of those assets arematched
withsamecurrency liability. In total 52%(2008:47%)of foreigncurrency
assetswerematched 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 formalisedbusinessriskmanagementprocessesoperating
at each business unit.

The internalaudit department reviewsall unitsovera rolling three-year
cycle, and its findings are reported to the Audit Committee. All
acquisitions are reviewed within 12 months of acquisition, to verify
compliancewith Group procedures.

Further informationregarding theGroup’sprocedures tomaintainstrict
controlsoverall aspectsof risk, including financial risk,aresetout in the
Corporate governance statement on pages 59 to 63.

Essential contracts
The divisional reviews describe our main customer and supplier
relationships and the ‘Risks anduncertainties’ 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.

Financial review
continued
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Legal issues
Smiths facesdifferent typesof legal issues indifferent jurisdictions.The
high level of activity in theUS, for example, exposes theCompany 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
threatof them)arealsousedtocreatepressure toencouragenegotiated
settlement of disputes.

In addition, contracting with the US Government subjects the Group to
numerous stringent regulatory obligations, calling for an active
programmeof compliance, reporting and communication.By contrast,
the Group’s activities in some countries with less developed legal
systemsposechallenges for theprotectionof corporateassets suchas
real estate and intellectual property rights.

In order to address the challenges and exploit the opportunities arising
fromtheseandother legal issues,Smithsemploysexperienced lawyers
both in its head office and in its divisions, and retains the services of top
law firms around theworld.

JohnCrane, Inc. litigation
JohnCrane, Inc. (JCI), asubsidiaryof theGroup, iscurrentlyoneofmany
co-defendants in litigation in the USA relating to products previously
manufacturedwhichcontainedasbestos.This litigationbeganaround30
years ago and, typically, involves claims for a number of diseases
includingasbestosis, lungcancerandmesothelioma. TheJCI products
generally referred to in these cases consist of industrial sealing
products, primarily packing and gaskets. The asbestos was
encapsulatedwithin theseproducts insuchamanner that, according to
tests conducted on behalf of JCI, the products were safe. John Crane
ceasedmanufacturing 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 JCI and other defendants has been declining, the proportion of
mesothelioma claims has increased, and JCI’s ability to defend these
cases is likely to have a significant impact on its annual aggregate
adverse judgment and defence costs.

JCI is actively monitoring the conduct and effect of its current and
expectedasbestos litigation, including theefficaciouspresentationof its
‘safeproduct’ defence,and intends to resistall asbestoscasesbasedon
this defence. Approximately 168,000 claims against JCI have been
dismissedbefore trial over the last30years. JCI iscurrentlyadefendant
in cases involving approximately 129,000 claims. Despite these large
numbers of claims, JCI has had final judgments against it in only 82
cases,andhashad topayawardsamounting toapproximatelyUS$82m
over the 30-year period.

Inconnectionwith this litigation,JCIsecured thecommutationofcertain
liability insurancepolicies in financial year2007, resulting inproceedsof
£43m.WhileJCIhassubstantialexcess liability insurance, theavailability
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
outcomeof that litigation, JCI hasbegun tomeet defence costs directly.

At 31 July 2009, the aggregate provision for JCI asbestos litigation,
including foradverse judgmentsanddefencecosts,amounted to£167m
expressed at the then current exchange rate. Movements in exchange
rates in 2009 increased the provision by £26m. In deciding upon the
amountof theprovision,JCIhasreliedonexpertadvice fromaspecialist
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.

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.
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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 a worst
case scenario, all of their investment.

Risks and uncertainties
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.

Competition, innovation andmajor projects
The industries in which Smiths operates are characterised by
technological innovation, intense global competition, consolidation
throughmergers, joint ventures and alliances and someof theGroup’s
competitorsmay have greater resources than it does. Additionally, the
entryofnewcompetitors, theconsolidationofcompetitorsandchanged
or irrational behaviour by competitors could all have a significant
adverse impact on the Group’s business.

Continued development of newproducts 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 riskandpotential customerclaimsoronerous
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 othermajor projects.

Should there be a decrease in the funds available from the Group’s
operations, fromcustomer advances (for example, if customers cancel
the relevant contracts) or from government grants, Smithsmay not be
able tocontinueanadequate levelof researchanddevelopmentactivity,
which would harm its ability to develop new products and, accordingly,
negatively affect its future results.

Rawmaterials
Smiths’ business is affected by the price, quality, availability and timely
deliveryof rawmaterialsandpurchasedcomponents.Smiths’business
could be adversely impacted by factors such as the destruction of
suppliers’ facilities or their distribution infrastructure, awork 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 rawmaterials 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.
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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 securinga consistent numberof 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 todeliver, ina timely fashionoratall, theproducts
and services Smiths is obliged to deliver, or any fault in contract
executiondue todelaysorbreachesby its suppliers,may lead tohigher
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 divisionsmust bid for
contractsprior tocompleting thenecessarydesign,whichmayresult 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 ormodify the relevant contracts.

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 programmeand acquisitions are fully
realised. Inaddition,objectivesand limitationscouldbe imposedover the
scope of savings programmes by relevant stakeholders, which may
jeopardise future savings programmes.

Global political and economic conditions
Smithsoperates inover50countries,and isaffectedbyglobaleconomic
conditions,particularly in theUnitedStates.Smithsbusiness isaffected
bygovernmentspendingpriorities, inparticular in theUnitedStatesand
United Kingdom, 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
significantandprolongedglobaleconomic recession,haveaffectedand
maymaterially andadverselyaffectSmiths financial condition, andmay
also materially impact its customers, suppliers and other parties with
which it does business. Adverse economic and financial market
conditionsmaycauseSmithscustomers to terminateexistingpurchase
orders or to reduce their purchases fromSmiths or cause its suppliers
tobeunable tomeet their commitments toSmithsor tomakechanges
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.

Intellectual property
IfSmithsdoesnotobtainsufficientprotection for its intellectualproperty,
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.

Therealsocanbenoguarantee thatSmiths technologywillnotbe found
to infringerightsownedbyorgranted toothersor thatanyof itscurrently
patentedproductswillnotbe thesubjectof intellectualproperty litigation
or other disputes.

Acquisitions and disposals
The success of theSmiths strategy of organic growth andmergers 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.

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.

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
corporategovernanceand internalcontrols, failures todetect 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
managementof itsoperations,withanumberofkeyenterpriseresource
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.
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Legislative and regulatory
Smithsoperates inhighly regulatedbusinesssectors.SmithsDetection,
Smiths Interconnect and Smiths Medical are particularly subject to
regulation,withcertaincustomersandregulatoryorotherenforcement
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 awhole.

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 thesecurity functionsservedby theirproducts,SmithsDetection
and Smiths Interconnect are subject to numerous export controls,
technology licensingandothergovernment regulations. Inaddition,new
regulations or certification requirements may require additional
expenses or restrict Smiths’ commercial flexibility and planned
business strategies.

Litigation and product liability
In theordinarycourseof itsbusiness,Smiths issubject to litigationsuch
asproduct liability claimsand lawsuits, includingpotential classactions,
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
againstSmithsmightnotbecoveredby its insurancepoliciesadequately
or at all. Further information regardingmaterial litigation in which the
Group is involved is set out on page 41.

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.

Risks and
uncertainties
continued
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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
maintainingcompliancewithenvironmental laws,regulationsorpermits
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
liabilitiesor remediationcostscouldprovegreater thanexpectedor that
further contamination could be discovered with significant adverse
consequences for the Group. There can be no assurance that any
provisions Smithsmakes 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 onSmithsoperating results. Theglobal financial crisis
has led to increased volatility in exchange rates, whichmakes 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 borrowingswhichhavebeen issuedat 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.

Smithsability to refinance itsborrowings in thebankorcapitalmarkets
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 2009 Smiths’ effective tax rate on headline profits was 24%,
there can be no guarantee that this ratewill be sustained.

Pension funding
Asaresult ofbenefit arrangementsunder theSmiths retirementplans,
Smiths is subject to various funding risks, including poor performance
of the investments (particularlyequity investments), increased longevity
ofmembersandchanges in valuationand fundingassumptions.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, suchas investments inequityanddebtsecurities,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 bondmarkets.

Human resources
Competition forpersonnel is intenseandSmithsmaynotbesuccessful
in attracting or retaining qualified personnel, particularly engineering
professionals. In addition, certain personnelmay be required to receive
security clearance and substantial training to work on certain
programmes.The lossof keyemployees,Smiths inability toattractnew
qualified employees, adequately trained employees, or a delay in hiring
key personnel could seriously harm theGroup’s business.

Insurance
Smithscannotprovideassurance that itwill beable toobtain insurance
on termsacceptable to theGrouporatall since insurancevaries incost
and can be difficult to obtain. Furthermore, Smiths cannot provide
assurance that its insurancecoveragewill besufficient tocover the loss
arising fromanyorallof theaboveevents. Inaddition,even if itscoverage
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.
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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.

Smiths Code of Business Ethics ('the Code')
is based on 12 principles:

1 We comply with the law

2 We compete fairly

3 We act with integrity in all our business dealings

4 We treat our suppliers, partners and customers
properly

5 We treat our co-workers respectfully

6 We contribute to healthy, safe and secure
workplaces

7 We respect the environment

8 We contribute to our communities

9 We participate in relevant public debates

10 We respect human rights

11 We have high standards of financial record-
keeping and reporting

12 The Code applies to all of us

In 2008, Smiths introduced a revised Code of Business Ethics (“Code”)
that sets out 12 broad principles for how Smiths does business: these
standardsarebasedonasetof commonvaluesbasedaround integrity,
honesty, fairnessand transparency.Theseprinciplescannotaddressall
areas or all circumstances, but they provide a framework for wider
policies and programmes. The Code aims to offer clear standards and
guidance for thebusinessdealingsofeveryemployee.TheCodeapplies
toall businessesandemployeesofSmithsGroupworldwide.TheCode,
in 12 languages, has been provided in a printed copy format and on the
Smiths intranet for each employee.

SmithsCodeofBusinessEthics is available to the public on theSmiths
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
coursewas launched online through a custom-built electronic training
platform, theGlobalLearningResource (GLR),and installedonaSmiths
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’) actsas thesteeringcommittee for theethicsprogramme.The
Chief Ethics Officer 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-timeEthicsandComplianceManager forSmithsGroup.

Compliance support to Smiths businesses is provided through legal
counsel serving the businesses and other experts who provide advice,
export control policies, education, training, guidancematerials and risk
assessment tools.

Responsibility formanagingspecific issues liesatdifferent levelswithin
SmithsGroup,dependingon thenatureof the issueandhow it canmost
effectively bemanaged:

• environment, health and safety (EHS) issues are the responsibility of
line management and are overseen through a Group-wide EHS
steeringcommittee, a technical implementationcommitteeand local
co-ordinators;

• security, also a linemanagement responsibility, is controlled through
aGroup-wide Security committee;

• employee issues aremanaged by linemanagement and through the
HumanResources function;

• supplier and customer programmesaremanagedby eachbusiness;
and

• community programmes are principally managed locally, although
there is also someGroup-level activity.

Smiths maintains an Ethics Helpline, accessible by both phone and
email, to answer queries relating to ethics issues, aswell as to act as a
confidential reporting line for concerns and allegations. TheHelpline is
availableworldwide to all Smiths employees. There are toll-free phone
numbers in approximately 40 countries where Smiths has businesses
staffed by individuals who speak the local language. The Helpline is
managed by the Chief Ethics Officer, assisted by the Ethics and
ComplianceManager.
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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
OHSAS18001byJuly2010atall of itsmanufacturing facilitieswithmore
than 50 employees.

The success of OHSAS18001, together with other targeted initiatives,
is measured against the recordable incident rate (RIR) performance.
In 2007, we established a RIR goal of 1.5 recordable incidents per 100
employees to be achieved by mid-2010. We have outperformed this
goal early, achieving a RIR of 1.03 in 2009, a 46% reduction over our
baseline 2007performanceof 1.89RIR. Since 2004,wehave achieveda
steady reduction in our RIRwith 2009 being our safest on record.

Performance against targets
Target (August 2007 – July 2010) 2009 result

OHSAS18001 certification 19 out of 88
Certification at all siteswithmore certified
than 50 employees by July 2010

Recordable incident rate
Better than 1.5 per 100 employees 1.03

Lost time incident rate
No target set 0.51

Environment
Smiths iscommitted toensuring that,as faras is reasonablypracticable,
any detrimental effects of its activities, products and services upon the
environmentareminimised. Inpractice, thismeansusingperformance-
based environmental management systems to drive improvement
throughout the business.

The environmental management system ISO14001 is required at all
Smiths manufacturing sites with more than 50 employees. New
acquisitions, orbusinesses thatgrowabove the50employee threshold,
are required to seek certification. Currently, 67 out of 88manufacturing
sites are certified. ISO14001 ensures that a culture of continual
improvement is embedded throughout the organisation.

Three-year targetswere set in August 2007 to be achieved by July 2010
forgreenhousegasemissions,wastedisposalandwaterconsumption.
Each of our key indicators has shown improvement, currently beating
our goal. Progress is reported below.

Performance against targets
Target (August 2007 – July 2010) 2009 result

Greenhouse gas emissions 9%reduction
No absolute increase over the 2007 baseline

Total non-recycledwaste 31%reduction
9% reduction over three years
normalised against turnover

Water consumption 21%reduction
9% reduction over three years
normalised against turnover
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Corporate
responsibility
continued

Employees
It is theCompany'spolicy toprovideequalopportunities foremployment.
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 therelevant jurisdictions, includingconcerningmatters
of race,colour,nationalorigin,gender,marital status,sexualorientation,
religiousbelief, age,orphysicalormentaldisability.Disabledpeopleare
given full consideration foremploymentandsubsequent training,career
developmentandpromotionon thebasisof theiraptitudesandabilities.

All Smiths employees are treatedwith 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 onmatters ofmutual concern.

Smiths offers employees in the US and the UK opportunities to
participate in share plans that enable employees to benefit from
increases to thecompany’ssharepriceand toalign their interestsmore
closely with those of shareholders.

Smiths invests inemployees' skills andcapabilities,which in turnhelps
the Company and its businesses to succeed. Current priorities for
Smiths are talent development, succession planning and employee
engagement.

Developing talent
Smithshasanumberofdevelopmentprogrammesdesignedtoevaluate
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, teamworking and project experience.

Smithscontinues tobeactively involved in traininganddevelopingyoung
people, including initiatives designed to ease the transition fromschool
or study to work. For example, Horizons is a two-year programme for
newly and recently appointed graduates and those early in their career.
It provides an understanding of the Group and the business world in
general, and develops personal and team-working skills.

Successionmanagement
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.
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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 primarilymanaged 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, working
together with the Royal Academy of Engineering in the UK, the Smiths
Technology Education Programme is now in its third 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
courseatuniversityareeligible to receiveSmithsbursaries.Smithsalso
supports theCentre for the Study of TerrorismandPolitical Violence at
St AndrewsUniversity by funding a research assistant.

Smiths divisions also deliver significant support. The Smiths Medical
Chair of Anaesthesia and Critical Care at University College Hospital
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 theworld. For further information, please see the2009
Corporate Responsibility Report at www.smiths.com/responsibility.

Export& Import controls
All sales of defence equipment and export-controlled products or
technology are undertaken in accordance with government export and
import approval proceduresandregulations. These regulations include
the European Union export control regulations, the United States
International Traffic in Arms Regulation (ITAR) and Export
Administration Regulations (EAR), and the laws of several other
countries in which these sales are made or the products used. These
laws restrict or prohibit export of certain items to specific countries. In
addition,Smithsadheres toall relevantgovernmentguidelinesdesigned
to ensure that products are not incorporated into weapons or other
equipmentused for thepurposesof terrorismorabuseofhumanrights,
with internal controls to ensure compliancewith these guidelines.

FTSE4Good
In 2009, Smiths was again awarded membership of the FTSE4Good
Index which acknowledges companies that meet globally recognised
corporate responsibility standards. Whilst we are not complacent
about the ongoing work required, we were pleased to merit again this
external recognition of our corporate responsibility initiatives and
business ethics programme.

Young Everest study published
SmithsMedicalcontinues tosponsoraChairofAnaesthesiaandCritical
care atUniversityCollegeHospital, currently held byProfessorMichael
Mythen. As part of the endowment, support is given to the Portex Unit
of Paediatric Anaesthesia, Pain Research, Critical Care, Respiratory
Medicine,Physiology andPhysiotherapy locatedat the Institute ofChild
Health. In June 2009 the unit celebrated the 40th anniversary of its
founding, with Smiths having sponsored the unit since 1991. The first
major publication from the Smiths Medical Young Everest Study was
published inApril 2009which investigated theeffectsofaltitudeand low
oxygen levels on children.

SmithsMedical continues towork on developing some of the concepts
derived fromthestudiesconductedonMountEverest. Inparticularwork
continues to find ways of delivering oxygen to patients in an efficient
mannerwhilstmaintaininganactive lifestyle. This involvesworkingwith
clinicians in Europe and the United States to understand and define
exact requirement. It is hoped that one such product will enter active
developmentwithin the next year.
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1DonaldBrydon, CBE
Chairman †#

Aged 64. British. Donald Brydon was appointed to the Board in April
2004, becoming Chairman in September 2004. He is Chairman of the
London Metal Exchange and 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 Amersham plc and a Director of Allied Domecq plc
and Scottish Power plc. He is Chairman of the David RattrayMemorial
Trust (UK).

Chairman of theNomination Committee.

2Philip Bowman
Chief Executive
Aged 56. Australian. Philip Bowman was appointed Chief Executive in
December 2007. He previously held the positions of Chief Executive
at ScottishPower fromearly 2006untilmid 2007 andChief Executive at
Allied Domecq between 1999 and 2005. He is currently the senior
independent director of Burberry Group plc. Past board appointments
includeBritishSkyBroadcastingGroupplc,Scottish&NewcastleGroup
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 (nowMitchells & Butler plc and Intercontinental Hotel Group
plc),whereheheld therolesofChiefFinancialOfficerandsubsequently
Chief Executive of Bass Taverns.

3 JohnLangston
FinanceDirector
Aged 59. British. John Langston was appointed to the Board in
December2000ontheCompany’smergerwithTIGroupplc.Achartered
accountant, he was appointed Finance Director in September 2006.
He previously held positions as Group Managing Director of Sealing
Solutions, GroupManaging Director of Detection and GroupManaging
DirectorofSpecialtyEngineering.He joinedTIGroup in1993, becoming
Chief Executive of Bundy Automotive in 1996 and Chief Executive of
TISpecialtyPolymerProducts in1998.HewasappointedadirectorofTI
Group plc in October 1998. He formerly worked for Lucas Industries.
He is a non-executive director at Rexamplc.

4David Challen, CBE
Non-executive director *#†
Aged 66. British. David Challen was appointed to the Board in
September2004.He isVice-ChairmanofCitigroupEuropean Investment
Bankand formerChairmanof JHenry Schroder&CoLtd.He is senior
independentdirectoratAngloAmericanplc.He isalsoDeputyChairman
of the Takeover Panel.

Chairman of the Audit Committee.

5Stuart Chambers
Non-executive director *#†
Aged 53. British. Stuart Chambers was appointed to the Board
in November 2006. He was formerly Chief Executive of Pilkington plc
andthenGroupChiefExecutiveofNipponSheetGlassuntilAugust2009.
Prior to joining Pilkington plc in 1996, he spent ten years at
MarsCorporation, latterly as VicePresident, Sales&Marketing –Mars
Electronics International.Achemicalengineerby training,hepreviously
spent ten years at Shell in a variety of European roles.

Chairman of the Remuneration Committee.

6Peter Jackson
Non-executive director *#†
Aged 62. British. Peter Jackson was appointed to the Board as a
non-executive director in December 2003 and as senior independent
director in September 2004. He was formerly Chief Executive of
AssociatedBritishFoodsplcandChairmanofKingfisherplc.He ischair
of theDisabilities Trust.

Senior independent director.

7AnneQuinn, CBE
Non-executive director *#†
Aged 58. 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, BelgiumandColombia and held a number of positions, including
GroupVicePresidentofGasandNaturalGasLiquids.Shehasalsobeen
amanagingdirector of the energy private equity group,RiverstoneLLP.
ShewasanonexecutivedirectorofBOCand iscurrentlyanonexecutive
director of Mondi plc. She also serves on the President's Advisory
Committee to the Sloan School, MIT.

8Sir Kevin Tebbit, KCB, CMG
Non-executive director *#†
Aged 62. 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
FinmeccanicaUKandanadviser toJCBLimited.He isChairmanof the
DefenceAdvisoryGroup to theUKTIDefenceandSecurityOrganisation.
He is also Visiting Professor at Queen Mary, University of London and
Chairman of the Lifeboat Fund.

Committees
* Audit Committee
† Remuneration Committee
#Nomination Committee



Group directors’ report
Principal activities
The principal activities of the Company and its subsidiaries (the Group) are and, during the year ended 31 July 2009, were the development,
manufacture, sale and support of:

• advanced security equipment, including trace detection,millimetre-wave, infrared, biological detection and diagnostics, that detect and identify
explosives, narcotics, weapons, chemical agents, biohazards and contraband;

•mechanical seals, seal support systems, engineered bearings, power transmission couplings, specialist filtration systems and other hardware
for the oil and gas, chemical, pharmaceutical, pulp and paper andmining sectors;

•medical devices aligned to specific therapies, principally airway, pain and temperature management, infusion, needle protection, critical care
monitoring and vascular access;

• specialisedelectronicandradio frequencyproducts thatconnect, protectandcontrol critical systems for theglobalwireless telecommunications,
aerospace, defence, space andmedicalmarkets; and

• engineeredcomponents includingducting,hoseassembliesandheatingelements thatmoveandheat fluids for theaerospace,medical, industrial,
construction and domesticmarkets.

Themainmanufacturing operations are in theUK, the Americas, Continental Europe andChina.

Business review / future development / research and development
The business review on pages 16 to 49 is incorporated by reference, forming part of this Directors’ report. This is a review of the development and
performance of the business of the Group, including the financial performance during the financial year ended 31 July 2009; key performance
indicators; and the principal risks and uncertainties facing the Group. It also includes information on likely future developments and activities in
the field of research and development. The cautionary statement set out on the inside front cover of this Annual Report forms part of this Annual
Report and is incorporated by reference into the business review.

Results and dividends
The results for the financial year ended 31 July 2009 are set out in the Consolidated income statement. Sales for the year amounted to £2,665m
(2008: £2,321m). The profit for the year after taxation amounted to £270.0m (2008: £268.8m).

An interim dividend of 10.5p per ordinary share of 37.5p was paid on 24 April 2009. The directors recommend for payment on 20November 2009
a final cash dividend of 23.5p on each ordinary share of 37.5p,making a total dividend of 34p for the financial year.

The retained profit of £270.0mwas transferred to Reserves.

Changes in theCompany and its interests during the financial year
On 1 August 2008 Smiths Group disbanded its Specialty Engineering division and the Group now comprises five divisions – Smiths Detection,
JohnCrane, SmithsMedical, Smiths Interconnect andFlex-Tek– that serve adiverse rangeof global customers includinggovernments and their
agencies, petrochemical companies, hospitals, telecommunications companies andmanufacturers in a variety of sectors around theworld.

On 1 September 2008 the Company completed the sale of land in Basingstoke for £16m in cash. A further amount may be payable, depending
on the final terms of such amended planning permission asmay be granted.

On3November2008 theCompany converted theoutstanding459,157 issuedBShares into 224,463ordinary shares, in accordancewith the rights
and restrictions attached to theBShares as set out in theCompany’s articles of association. The termsof the conversionwereoneordinary share
for every 2.04466BShares, fractional entitlements being disregarded. A final dividend of 8.75p perBSharewas paid on the outstandingBShares
in respect of the period fromand including 16 April 2008 to but excluding 3November 2008.

On 10 November 2008 the Company acquired the issued share capital of Zhejiang Zheda Medical Instrument Co. Ltd for a cash consideration
of RMB444.3m.

On 26 January 2009 the Company’s registered officewas changed to 2nd Floor, Cardinal Place, 80 Victoria Street, London SW1E 5JL.

On26February 2009 theCompany issuedUS$175mof senior notes in theUSprivateplacementmarketwith a fixednine yearmaturity anda fixed
coupon of 7.37%.

On 24 April 2009 the Company acquired all the issued share capital of Shenzhen Dowin Lightning Technologies for a cash consideration of
RMB197.6m.

On 14May 2009 the Company acquired all the issued share capital of Orion Corporation for a cash consideration of US$72.1m.

On 14May 2009 theCompany closed a dual-tranche dollar-denominated offering, totallingUS$500m in guaranteed senior notes. US$250mwas
priced at a fixed coupon of 6.05% for five years andUS$250mat a fixed coupon of 7.20% for 10 years.

On 22May 2009 the Company announced that Smiths Group International Holdings Limited had unconditionally and irrevocably guaranteed any
sumpayable by the Company under £150m7.875%Bonds due 2010 and £150m7.25%Bonds due 2016.
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Post balance sheet events
There have been no disclosable post balance sheet events.

Charitable and political donations
During the financial year the Companymade donations of £504,000 for charitable purposes. This comprised payments totalling £300,000 to the
Institute of Child Health, in sponsorship of the Smiths Medical Professor of Anaesthesia and Critical Care and the Portex Anaesthesia, Intensive
Care andRespiratoryUnit, and other donationsmade by theCompany’s businessesworldwide tomiscellaneous charities. No political donations
weremade.

Directors
Messrs P Bowman; D H Brydon, CBE; D J Challen, CBE; S J Chambers; P J Jackson; J Langston; and Sir Kevin Tebbit all served throughout
the year.Ms ACQuinn, CBEwas appointed as a non-executive director on 1 August 2009.

Reappointment of directors
SirKevinTebbit andMsQuinnwill retire fromofficeat theAnnualGeneralMeeting (‘AGM’) in accordancewithArticle 55(1). SirKevinandMsQuinn
are eachwilling and eligible to stand for re-election and resolutionswill be proposed at the AGM to re-elect them.

Directors’ remuneration report
TheDirectors’ remuneration report is on pages 65 to 73.

An ordinary resolution to approve the report will be put to shareholders at the AGM.

Directors’ interests in contracts
Detailsof theexecutivedirectors’ servicecontractsareasdisclosed in theservicecontractssectionof theDirectors’ remuneration reportonpages
70 to 71. Details of the interests of the executive directors in the Company’s share option schemes and plans are shown in the Directors’
remuneration report on pages 72 to 73.

Qualifying third party indemnity provisions (as defined by section 234 of the Companies Act 2006) have remained in force for the directors during
the financial year ended 31 July 2009 and, at the date of this report, are in force for the benefit of the current directors in relation to certain losses
and liabilities which theymay incur (ormay have incurred) to third parties in the course of their professional duties.

Apart fromtheexceptions referred toabove,nodirectorhadan interest inanycontract towhich theCompanyor its subsidiarieswasapartyduring
the year.

Interests in voting rights
As at 26 September 2009 the Company had been notified, pursuant to the FSA’s Disclosure & Transparency Rules, of the following notifiable
interests in voting rights in its issued share capital:

Percentage
of issued

ordinary share
No. of shares capital*

Aviva plc 12.1m 3.1%
AXAS.A 19.4m 5.0%
Legal &General Group plc 15.6m 4.0%
Massachusetts Financial Services Company 19.1m 4.9%
Newton InvestmentManagement Limited 15.2m 3.9%
Prudential plc (includingM&GGroup) 19.9m 5.1%
*Percentage of ordinary share capital in issue on 26 September 2009.

The interests of the directors, their families and any connected persons in the issued share capital of the Company are shown in the Directors’
remuneration report on page 70.

Corporate governance statement
TheCorporategovernancestatement is onpages59 to63and is incorporated in thisDirectors’ report by reference.PricewaterhouseCoopersLLP
has reviewed theCompany’s statementsas tocompliancewith theJune2008 issueof theCombinedCode, to theextent requiredby theUKListing
Authority Listing Rules. The results of its review are set out in the Independent auditors’ report on page 75.

Financial instruments
The financial riskmanagementobjectivesandpoliciesof theGroup; thepolicy forhedgingeachmajor typeof forecasted transaction forwhichhedge
accounting is used; and the exposure of the Group to price risk, credit risk, liquidity risk and cash-flow risk are outlined in note 20 of the Group
financial statements.

53 Smiths Group plc Annual report 2009



Group directors’ report
continued
Going concern
TheBoard’s reviewof theaccounts,budgetsand forwardplans, togetherwith the internalcontrol system, lead thedirectors tobelieve that theGroup
and the Company have sufficient resources to continue in operation for the foreseeable future. The accounts are therefore prepared on a going
concern basis.

Policy on payment of creditors
TheCompany’spolicyandpractice is topaycreditorspromptly inaccordancewithagreedtermsofbusiness.Theaverage timetakentopayan invoice
was 28 days (2008: 33) for the parent Company and 31 days (2008: 43) for the Group as awhole.

Share capital and control
As at 31 July 2009, theCompany’s authorised share capital was £200,228,879.995, divided into 533,333,333 ordinary shares of 37.5p each nominal
value (ordinary shares), representing 99.9% of the total share capital, and 22,888,012 non-cumulative preference shares of 1p (‘B Shares’),
representing0.1%of the total sharecapital.On31July 2009 therewere389,026,427ordinary sharesandnoBShares in issue. Theordinary shares
are listed on the London Stock Exchange.

Theholdersofordinarysharesareentitled toreceive theCompany’s reportsandaccounts; toattendandspeakatGeneralMeetingsof theCompany;
to appoint proxies and to exercise voting rights. Following the conversion of all the outstanding B Shares into ordinary shares in November 2008,
there are no rights attaching to theB share capital.

There are no restrictions on transfer or limitations on the holding of any class of shares and no requirements for prior approval of any transfers.
None of the shares carries any special rightswith regard to control of theCompany. There are no restrictions on the voting rights attaching to the
ordinary shares; theBShares have no rights, as described in the preceding paragraph. There are no known arrangements underwhich financial
rights are held by a person other than the holder of the shares and no known agreements or restrictions on share transfers or on voting rights.

Shares acquired through Company share schemes and plans rank pari passuwith the shares in issue and have no special rights. The Company
operatesanemployeebenefit trust,withan independent trustee, toholdsharespendingemployeesbecomingentitled to themunder theCompany’s
share schemes and plans. On 31 July 2009 the trust held 105,932 ordinary shares in theCompany. The trust waives all but 0.1p per share of each
dividend entitlement on its holding and abstains from voting the shares at generalmeetings.

The tableonpage53setsout thenotificationsreceivedby theCompanypursuant to theFSA’sDisclosure&TransparencyRules,asat26September
2009, frompersonswith significant direct or indirect holdings in the Company’s share capital.

The rules about the appointment and replacement of directors are contained in the Company’s Articles of Association. Changes to the Articles of
Associationmust be approved by the shareholders in accordancewith the legislation in force from time to time. NewArticles of Associationwere
approved by theCompany in generalmeeting on 28 July 2008. These took effect on 1October 2008 andwere adopted primarily to take account of
changes inEnglishcompany lawbrought aboutby certainprovisionsof theCompaniesAct 2006 (the ‘2006Act’)whichhadalready come into force
orwhich came into force on 1October 2008. The remaining provisions of the 2006Act take effect on 1October 2009. A resolutionwill be proposed
at the AGM to adopt new Articles of Association in order to take account of the implementation of the final provisions of the 2006 Act and the
implementation in theUK of the Companies (Shareholders’ Rights) Regulations 2009 (the ‘Shareholders’ Rights Regulations’) on 3 August 2009.

Thepowersof thedirectors aredeterminedbyEnglish lawand theArticles ofAssociationof theCompany in force fromtime to time. Thedirectors
have been authorised to issue and allot ordinary shares, pursuant to Articles 6 and 7. The directors have authority tomakemarket purchases of
ordinary shares. The powers to issue and allot shares and, subject to specified limits, to allot shares on a non pre-emptive basis, are referred to
theshareholdersat theAGMeachyear for renewal.At theAGMtheshareholdersarealsorequested torenewthepower tomakemarketpurchases
of ordinary shares. Any ordinary shares so purchasedmay be cancelled or held in treasury.

The Company has in place credit facility agreements under which a change in control would trigger prepayment clauses and has bonds in issue
the termsofwhichwouldallowbondholders toexerciseputoptionsandrequire theCompany tobuyback thebondsat their principal amountplus
interest if a rating downgrade occurs at the same time as a change of control takes effect. The Company’s share schemes and plans contain
clauseswhich cause options and awards to vest on a change in control. TheCompany is not party to any other significant agreements thatwould
take effect, alter or terminate upon a change of control following a takeover bid.
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If there isachange incontrol of theCompanyprior to10December2010, the termsofMrBowman’sservicecontractallowhim,atany timeduring
the threemonths following thechange incontrol, to resignand treathimself as redundant. In thisevent, (i)MrBowmanwouldbeentitled to receive
the sum payable on a Company-elected termination of his employment, as described on page 70, save that his bonus entitlement for the period
from the start of the bonus year inwhich the termination falls to the endof any unservednotice periodwould beaminimumof 75%of base salary
(less any amount already paid to him in respect of the bonus year) and (ii) all available discretions will be exercised under the Company’s share
schemes and in default the Companymust indemnifyMrBowman for the value of any awards that do not vest on the change in control.

No other director or employee is contractually entitled to compensation for loss of office or employment as a result of a change in control except
that provisions of the Company’s share schemesmay cause options and awards granted to employees under such schemes to vest on a change
in control.

Purchase of shares
Pursuant to the Articles of Association, the Company purchased all the 20,648,272 deferred shares of 0.00001p each that resulted from the
conversionof459,157BShares into224,463ordinaryshareson3November2008, foranaggregateconsiderationofonepenny.Thedeferredshares
were cancelled immediately after the purchase. No other shareswere purchased by the Company during the financial year ended 31 July 2009.

Corporate responsibility
The Company has Group policies on environmental, health and safety matters and operates a Code of Business Ethics. The Company seeks to
minimise, as far as is reasonably practicable, any detrimental effects on the environment of its operations and products. The Group HR director
hasresponsibility forenvironmental, healthandsafetymatters,whicharesubject topreventative, investigatoryandconsultativesystems,overseen
by the Group Environment, Health and Safety Committee, and reports regularly to the Board on these matters. Issues relevant to the Company
pension schemes are likewise covered bymeans of structured committees, including representation from recognised trade unions.

Further information on environmental and employee health and safety matters, including key performance indicators, is contained in the
Corporate responsibility summary in the business review on pages 46 to 49. The full Corporate responsibility report is available online at
www.smiths.com/responsibility.

Annual GeneralMeeting
The 2009 AGM will be held at The Thomas Lord Suite, Lord’s Cricket Ground, Grace Gate, St John’s Wood Road, London NW8 8QN on Tuesday
17November 2009 at 2:30 pm.

Authority to issue shares
At theAGMshareholderswill beasked to renewandextend theauthority, given to thedirectorsat the lastAGMunderSection80of theCompanies
Act 1985, to allot shares in the Company or grant rights to subscribe for or to convert any security into shares in the Company for the purposes
of Section 551 of the 2006 Act (the ’Allotment Resolution’).

Theauthority in the first part of theAllotmentResolutionwill allow thedirectors to allot newshares in theCompanyor to grant rights to subscribe
for or convert any security into shares in the Company up to a nominal value of £48,637,728, which is equivalent to approximately one third of the
total issued ordinary share capital of the Company as at 26 September 2009.

The authority in the second part of the Allotment Resolution will allow the directors to allot new shares or to grant rights to subscribe for or
convert any security into shares in the Company only in connection with a rights issue up to a further nominal value of £48,637,728, which is
equivalent toapproximatelyone thirdof the total issuedordinarysharecapitalof theCompanyasat26September2009.This is in linewithcorporate
governance guidelines.

As at 26 September 2009, the Company did not hold any shares in treasury.

There are no present plans to undertake a rights issue or to allot new shares other than in connectionwith theCompany’s share option schemes
and plans. The directors intend to take note of relevant corporate governance guidelines on the use of such powers in the event that the authority
is exercised.

If the resolution is passed the authority will expire on the earlier of 31 January 2011 and the end of the AGMdue to be held in 2010.

Also at the AGM shareholders will be asked to pass a special resolution to renew the power granted to directors to disapply shareholders’
pre-emption rights under certain circumstances (the ‘Pre-emption Resolution’).

If thedirectorswish toallotnewsharesandotherequitysecuritiesorsell treasuryshares forcash (other than inconnectionwithanemployeeshare
scheme) company law requires that these shares are offered first to shareholders in proportion to their existing holdings.

The purpose of the first part of thePre-emptionResolution is to authorise the directors to allot new shares, pursuant to the authority given by the
first part of the Allotment Resolution, or to sell treasury shares for cash:

a) in connectionwith a pre-emptive offer; and/or

b)otherwiseuptoanominal valueof£7,295,659,equivalent to5%of the total issuedordinarysharecapitalof theCompanyasat26September2009,

in each casewithout the shares first being offered to existing shareholders in proportion to their existing holdings.
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Thesecondpart of thePre-emptionResolution is to authorise thedirectors to allot newshares, pursuant to the authority givenby the secondpart
of the Allotment Resolution, or to sell treasury shares for cash in connection with a rights issue without the shares first being offered to existing
shareholders in proportion to their existing holdings. This is in linewith corporate governance guidelines.

Thedirectors intend toadhere to theprovisions in thePre-emptionGroup’sStatementofPrinciplesregardingcumulativeusageofauthoritieswithin
a rolling three-year period where the Principles provide that usage in excess of 7.5% should not take place without prior consultation with the
Investment Committees of the Association of British Insurers and theNational Association of Pension Funds.

During the financial year ended 31 July 2009, the following ordinary shares in the Companywere issued:

• 922,783 ordinary shares of 37.5p pursuant to the terms of the Company’s shareholder-approved share option schemes and share plans; and

• 224,463 ordinary shares of 37.5p pursuant to the conversion of theBShares.

No shareswere issued in respect of the TI Group share option schemes.

Authority to purchase shares
At the AGM theCompanywill seek to renew the authority, granted at the last AGM to the directors, to purchase theCompany’s ordinary shares in
themarket.

The effect of the resolution is to renew the authority granted to theCompany to purchase its ownordinary shares, up to amaximumof 38,910,182
ordinary shares, until the AGM in 2010 or 31 January 2011 whichever is the earlier. This represents 10% of the ordinary shares in issue as at
26 September 2009 and theCompany’s exercise of this authority is subject to the stated upper and lower limits on the price payable, which reflect
the requirements of the Listing Rules.

Pursuant to the 2006 Act (as amended), the Company can hold the shareswhich have been purchased as treasury shares and either resell them
for cash, cancel them, either immediately or at a point in the future, or use them for the purposes of its employee share schemes. The directors
believe that it is desirable for the Company to have this choice as holding the purchased shares as treasury shares would give the Company the
ability to re-sell or transfer them in the future, and so provide the Company with additional flexibility in the management of its capital base. No
dividends will be paid on, and no voting rights will be exercised in respect of, treasury shares. However, it is not the Company’s present intention
to hold shares in treasury in the event that any shareswere to be purchased under this authority.

Shares will only be purchased if the directors consider such purchases to be in the best interests of shareholders generally and that they can be
expected to result in an increase in earnings per share. The authority will only be used after careful consideration, taking into account market
conditions prevailing at the time, other investment opportunities, appropriate gearing levels and the overall financial position of the Company.
Shares held as treasury shareswill not automatically be cancelled andwill not be taken into account in future calculations of earnings per share
(unless they are subsequently resold or transferred out of treasury).

If any shares purchased by the Company are held in treasury and used for the purposes of its employee share schemes, the Companywill count
those shares towards the limits on the number of new shareswhichmay be issued under such schemes.

As at 26 September 2009 there were 7.6m outstanding options granted under all share option schemes operated by the Company, which, if
exercisedwould represent 2.0%of the issued ordinary share capital of theCompany. If this authoritywere exercised in full, that percentagewould
increase to 2.2%.
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Political donations
A resolutionwill be proposedat theAGM to renew theauthority, grantedby the shareholders at the last AGM to theCompany and its subsidiaries,
tomake donations to political organisations and to incur political expenditure.

Part 14 of the 2006 Act requires companies to obtain shareholders’ authority for donations to registered political parties and other political
organisations totallingmore than£5,000 in any twelvemonth period, and for any political expenditure, subject to limited exceptions. Thedefinition
of donation in this context is verywide andextends to bodies suchas those concernedwith policy review, law reformand the representation of the
businesscommunity. It could includespecial interestgroups, suchas those involvedwith theenvironment,which theCompanyand itssubsidiaries
might wish to support, even though these activities are not designed to support or influence support for a particular party.

It remains the policy of theCompany not tomake political donations or incur political expenditure as those expressions are normally understood.
Toavoid inadvertent infringementof the2006Act, thedirectorsareseekingshareholders’authority for theCompanyand itsUKsubsidiaries tomake
political donations and to incur political expenditure during for the period from the date of the AGM to the conclusion of next year’s AGM up to a
maximumaggregate amount of £50,000.

Auditor
Resolutions will be proposed at the AGM to reappoint PricewaterhouseCoopers LLP as auditor, to hold office until the nextmeeting at which the
accounts are laid, and to authorise the directors to determine the auditor’s remuneration.

Articles of Association
Aspecial resolutionwill beproposedat theAGMtoadoptnewArticlesofAssociation inorder toupdate theCompany’scurrentArticlesofAssociation
primarily to takeaccountof changes inEnglishcompany lawbroughtaboutby the implementationon1October2009of the remainingpartsof the
2006 Act and the implementation on 3 August 2009 of the Shareholders’ Rights Regulations.

A summary of the principal differences between the existing Articles and the proposed newArticles is included in the explanatory notes set out in
theNotice of AGM.

Copies of the currentArticles of Associationand theproposednewArticles of Associationareavailable for inspectionat the registeredoffice of the
Company andat the offices of LinklatersLLPatOneSilk Street, LondonEC2Y8HQduringnormal businesshoursuntil the conclusion of theAGM
on 17November 2009 and, on the day of themeeting, from2:15 pmat the place of theMeeting until the close of theMeeting.

Notice period for extraordinary generalmeetings
A special resolution will be proposed at the AGM to permit theminimum notice period for calling a general meeting of the Company other than
anAGMto remainat 14 clear days.Changesmade to the2006Act by theShareholders’RightsRegulations increase thenoticeperiod required for
general meetings of the Company to 21 days unless shareholders approve a shorter notice period, which cannot, however, be less than 14 clear
days. AGMswill continue to be held on at least 21 clear days’ notice.

Before thecoming into forceof theShareholders’RightsRegulationson3August2009, theCompanywasable tocall generalmeetingsother than
anAGMon14 clear days’ noticewithout obtaining such shareholder approval. In order to preserve this ability, suchapproval is sought at theAGM.
The approval will be effective until the Company’s next AGM,when it is intended that a similar resolutionwill be proposed.

Disclosure of information to the auditor
Asat thedateof this report, as faraseachdirector isaware, there isnorelevantaudit informationofwhich theCompany’sauditor isunaware.Each
directorhas takenall thestepsheshouldhave takenasadirector inorder tomakehimself awareofany relevantaudit informationand toestablish
that the Company’s auditor is aware of that information.

Electronic communications atwww.smiths.com
The 2006 Act recognises the growing importance of electronic communication (‘e-communication’) and enables companies to provide
documentationandcommunications toshareholdersvia theirwebsites,except to thoseshareholderswhoelect toreceivehard (printedpaper)copies
by post. E-communication allows shareholders faster access to important information about the Company; saves the Company considerable
overheads, by reducing its print production costs and postage; and helps the environment by saving the energy and raw materials that would
otherwise be used in producing and dispatching printed documents. At the Extraordinary General Meeting held on 11 June 2007 shareholders
approved the adoption of electronic communications.

Electronic copies of the Annual Report 2009 and the Notice of AGMwill be posted on the Company’s website, www.smiths.com. The Company’s
announcements to the Stock Exchange and press releases are available online through the website. Shareholding details and practical help on
share transfers and changes of address can be found at www.shareview.co.uk.

Shareholders wishing to change their election and receive documents in hard copy form can do so at any time by contacting the Company’s
Registrar or by logging on towww.shareview.co.uk.
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continued
Electronic proxy voting
TheCompany continues to provide electronic proxy voting for this year’s AGM. Shareholderswho are not Crestmembers can appoint a proxy and
vote online for or against (or consciously not vote on) the resolutions to be proposed at the AGMby visiting thewebsite www.sharevote.co.uk. The
onscreen instructionswill givedetailsonhowtocomplete theappointmentandvotingprocess.Crestmembers,Crestpersonalmembersandother
Crest-sponsored members should consult the Crest Manual or their sponsor or voting service provider for instructions on electronic proxy
appointment and voting. The Companymay treat as invalid a Crest proxy voting instruction in the circumstances set out in Regulation 35(5)(a) of
theUncertificated Securities Regulations 2001.

Paper proxy cardswill be distributedwith theNotice of AGM to all shareholders other than thosewho have elected for notification by email.

Shareholders who will not be able to attend the AGM on 17 November 2009 in person are encouraged to vote their shares by appointing a proxy
and issuing voting instructions (either electronically or by completing and returning their proxy cards). Electronic and paper proxy appointments
and voting instructionsmust be received by the Company’s Registrar not later than 48 hours before the AGM in order to be valid.

Registrar
The address and contact details of Equiniti Limited, the Company’s Registrar, are listed on the inside back cover of this report. Individual
shareholders’ access to their personal shareholder information is available online, through thewww.shareview.co.ukwebsite.Dividendpayments
continue to be made through Lloyds TSB Bank. The shareholder helpline telephone number is 0871 384 2943. (Note: calls to this number are
charged at 8p perminute fromaUKBT landline. Other telephony providers’ costsmay vary.)

Important information
If youare inanydoubt as towhat action youshould take in relation to the resolutionsbeingproposedat theAGM, youare recommended to consult
your stockbroker, bank manager, solicitor, accountant or other independent professional adviser authorised under the Financial Services and
MarketsAct 2000. If you received this document in printed form from theCompany andhave recently sold or transferredall your shares inSmiths
Groupplc,pleasepass thisdocument to thepurchaseror transfereeor to theagent throughwhomthesaleor transferwaseffected for transmission
to the purchaser or transferee.

Recommendation
Your directors believe that all the proposals to be considered at the AGMare in the best interests of theCompany and its shareholders as awhole
and recommend shareholders to vote in favour of the resolutions. The directors intend to vote in favour of the resolutions in respect of their own
beneficial holdings.

By Order of theBoard

SarahCameron
Secretary
Smiths Group plc
2nd Floor, Cardinal Place
80 Victoria Street, London SW1E 5JL

29 September 2009
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Corporate governance statement
Compliancewith theCombinedCode
Throughout theperiod 1August 2008 to 31 July 2009 theCompanyhasbeen in full compliancewith the June2008 issueof theCombinedCodeon
CorporateGovernance (the ‘Code’), publishedby theFinancialReportingCouncil andavailableon itswebsitewww.frc.org.uk, except that the value
of any fees receivedbyexecutivedirectors in respect of external non-executivedirectorships isnot disclosed in theDirectors’ remuneration report,
as this is not considered relevant to the Company.

Directors
TheBoard
In reviewing the performance of the Board during the year, the Board determined that the following statement of its role would be used to judge
its success:

‘Good corporate governance is about helping to run the Companywell.

It involvesputting inplaceaneffective internal frameworkofauthorityandaccountability thatpromotessuccesswhilstpermitting themanagement
of risk to appropriate levels. It involves the exercise of judgement as to definitions of success and of appropriateness of risk. The exercise of this
judgement is the responsibility of the Board and involves consideration of processes aswell as outcomes.

It also involves the creation of a sensitive interface for the views of shareholders and other stakeholders to be given appropriate consideration
when reaching these judgements.

The executive is required to provide such information to theBoard as it needs to enable it to exercise its judgement over thesematters.

There is a very fine distinction between the approval of processes and their definition. Wherever possible it is the role of the Board to approve
process rather than initiate or define it. Only exceptionally would theBoard intervene to initiate or define.

The Board also sets the tone for the Company. The way in which it conducts itself, its attitude to ethical matters, its definitions of success and
appropriate risk all define the atmospherewithinwhich the executive teamworks.

Good corporate governance is not about adhering to codes of practice (although adherence may constitute a part of the evidence of good
governance) but rather about the exercise of a mindset to do what is right. Recent changes to the law have, of course, changed some of the
associated responsibilities.

One of the challenges facing any Board is the way in which the non-executive and the executive directors interact. It is clear that they each have
thesamelegal responsibilitybut it isgenerallyunrealistic toexpectexecutivedirectors tospeak individuallyonall occasionswith thesamefreedom
as thenonexecutivedirectors.Equally executivedirectorswho just “toe theexecutive line” incontradiction to their ownviewsmaynotbeeffectively
contributing togoodgovernance. Awell-functioningBoardneeds to find the right balancebetweenhearing thecollective executive viewandbeing
aware of the natural internal tensions in an executive team.

Oneof the consequences of both increasing thewatchdog role of theBoard, for example setting andexamining thepay of executive directors, and
this balance between individuality and teambehaviour is drivingmore andmoreBoards to have fewer and fewer executive directors.We are part
of this trend. In our circumstances as a holding company for a number of businesses, the reducedBoard sizeworks effectively.

In a successful Board, all the members should endeavour to form a team notwithstanding the inherent tensions created by many external
expectations, some of whichmay bewholly or in part unrealistic. Ideally it should be composed of a group of respected, experienced, likeminded
butdiversepeoplewhocoalescearoundaunifiedvisionof thedefinitionsofsuccessandappropriaterisk,endeavour tobe the friendsofmanagement
(ie thosewho honestly criticise at times but encourage all the time) andwho create confidence in all stakeholders in the integrity of the business.

Boardmeetings should feel like ameeting atwhich everyone is participating to solve problems together. Above all, all participants should be able
tosayafteraBoardmeeting that valuehasbeenaddedasaresult of themeeting takingplace.Thisaddedvaluewill come inmany forms:comfort,
advice, clarity, imagination, support, sharing of problems, or creating strategic intent. The list is not exhaustive.

Board membership is for 365 days of the year. Responsibilities do not start and end with formal meetings. Board members, on the Company’s
and their own initiative, should endeavour to engage outside of meetings to bring their experience to the assistance of the executive team
whenever possible.

Above all there should be a sense of value added from the engagement of the Boardmembers in all their interaction with the Company, formal
or otherwise.’

During the last financial year themembership of the Board was unchanged. On 1 August 2009 Ms A C Quinn was appointed as an independent
non-executive director of the Company.

As at 26 September 2009, the Board comprises Mr Brydon (Chairman), Mr Bowman (Chief Executive), Mr Langston (Finance Director) and five
independentnon-executivedirectors.MrJackson is thesenior independentdirector.Biographiesof thesedirectors,givingdetailsof theirexperience
and othermain commitments, are set out on page 51. Thewide-ranging experience and backgrounds of the non-executive directors ensure that
they can debate and constructively challenge management in relation to both the development of strategy and the evaluation of performance
against the goals set by theBoard.
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continued
The Board normally holds formal meetings at least six times a year to make and reviewmajor business decisions and monitor current trading
against planswhich it has approved. It additionally exercises control by determiningmatters specifically reserved to it in a formal schedulewhich
only the Board may change: these matters include the acquisition of significant companies, the issue of shares, significant contractual
commitments, the reviewof the effectiveness of riskmanagement processes andmajor capital expenditure. Once a year, theBoardmeetswith a
particular focus on long-term strategy and developments affecting the Company. Additional meetings are arranged as necessary to deal with
urgent items.

TheBoard sets the Company’s values and standards and has adopted a Code of Business Ethicswhich is referred to on page 46.

The Chairman meets the non-executive directors without the executive directors present at least three times a year. The senior independent
directormeets the other non-executive directorswithout the Chairman present at least annually.

Directors and officers of the Company and its subsidiaries have the benefit of a directors’ and officers’ liability insurance policy.

The following table shows the number of scheduledBoard andBoardCommitteemeetings held during the financial year ended 31 July 2009 and
oppositeeachdirector’snamethenumberofmeetingstheywereeligible toattendandthenumberactuallyattended.However,directorsattendmany
othermeetings andmake site visits during the year. TheBoard views directors’ contributions asmeasured beyondmeeting attendance records.

BoardMeetings Audit Committee Remuneration Committee Nomination Committee

Eligible to Eligible to Eligible to Eligible to
Name attend Attended attend Attended attend Attended attend Attended

DHBrydon 7 7 – – 4 4 2 2
PBowman 7 7 – – – – – –
D JChallen 7 6 3 2 4 4 1 1
S JChambers 7 6 2 2 4 4 1 1
P J Jackson 7 6 3 3 4 2 2 1
J Langston 7 7 – – – – – –
Sir Kevin Tebbit 7 7 3 3 4 3 2 2
– indicates not amember of that Committee in 2008/09

Chairman andChief Executive
TheBoardhasestablishedclearlydefinedroles for theChairmanand theChiefExecutive. TheChairman is responsible for leadershipof theBoard,
ensuring its effectiveness and setting its agenda. Once agreed by the Board as awhole, it is the Chief Executive’s responsibility to ensure delivery
of the strategic and financial objectives.

Board balance and independence
There is a balance of executive and non-executive directors such that no individual or small group can dominate the Board’s decision taking.
Throughout the financial year at least half the Board, excluding the Chairman, has comprised independent non-executive directors.

Indeciding thechairmanshipandmembershipof theBoardCommittees, theneed torefreshmembershipof theCommittees is taken intoaccount.

All the non-executive directors are considered to be independent and Mr Brydon was considered independent at the time of his appointment
as Chairman.

Appointments to theBoard
TheNominationCommitteehasa formal, rigorousand transparentprocedure for theappointmentofnewdirectors,whicharemadeonmerit and
against objective criteria.

Information and professional development
The Board is providedwith detailed information several days in advance onmatters to be considered at itsmeetings and non-executive directors
havereadyaccess to theexecutivedirectors.Regularsite visitsarearrangedandnon-executivedirectorsareencouraged tovisit sites independently.
During site visits, briefings are arranged and theBoard is free to discuss aspects of the businesswith employees at all levels.

Newly-appointeddirectorsundergoan inductionprogrammetoensure that theyhave thenecessaryknowledgeandunderstandingof theCompany
and its activities. They undertake briefing sessions on corporate governance, strategy, stakeholder issues, finance and riskmanagement andHR
strategy, aswell asmeetings and site visits to business locations in theUKandoverseas. Eachdirector’s individual experience andbackground is
taken into account in developing a programme tailored to his or her own requirements.

Ongoing training is provided as and when necessary. The suitability of external courses is kept under review by the Company Secretary who is
chargedwith facilitating the induction of new directors andwith assisting in the ongoing training and development of directors.

All directorshaveaccess to theadviceandservicesof theCompanySecretaryandaprocedure is inplace for themto take independentprofessional
advice at the Company’s expense should this be required.
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Conflicts of interest
The new statutory duties for directors relating to conflicts of interest, set out in the Companies Act 2006 (the ‘2006 Act’), came into force on
1October2008.Under the2006Actadirectormustavoidasituationwherehehas,orcanhave,adirector indirect interest thatconflicts, orpossibly
mayconflict,with thecompany’s interests. The requirement is verybroad, andcouldapply, for example, if a directorbecomesadirector of another
company or a trustee of another organisation. The 2006 Act allows directors of public companies to authorise conflicts and potential conflicts
where appropriate andwhere the articles of association contain a provision to this effect, as the Company’s Articles do.

The Board has put procedures in place for directors to report any potential or actual conflicts to the other members of the Board for their
authorisation where appropriate. The initial Board-wide review process was completed in September 2008, and repeated in March 2009. Each
director isawareof therequirement toseekapprovalof theBoard foranynewconflictsituations,as theymayarise.Theprocessof reviewingconflicts
disclosed, and authorisations given, will be repeated at least annually. Any conflicts or potential conflicts considered by the Board and any
authorisations given are recorded in theBoardminutes and in a register of directors’ conflicts which ismaintained by the Company Secretary.

Performance evaluation
The Board undertakes a formal and rigorous annual evaluation of its own performance and that of its Committees and the individual directors.
In 2008 this process was facilitated by Professor Goffee of the London Business School. The evaluation process formed the basis of a review by
thewhole Board, led by the Chairman.

The performance evaluation of the Chairman was led by the senior independent director who obtained the views of both the executive and
non-executive directors.

Thedirectorships in listed companies andother significant commitments of theChairmanand thenon-executive directors are shownonpage51.
It isconfirmedthat theChairmanandthenon-executivedirectorshavesufficient timeto fulfil theircommitments to theCompany; that theChairman
doesnothold theofficeof chairmanof anotherFTSE100company; and thatnoexecutivedirectorholdsmore thanonenon-executivedirectorship
of another FTSE 100 company.

Re-election
Currently, all directors stand for election by the shareholders at the first Annual General Meeting (‘AGM’) following their appointment and
subsequently for re-election at least every three years.With effect from2010, theBoard has resolved that all directorswho arewilling to continue
in office will stand for re-election by the shareholders each year at the AGM. Non-executive directors are appointed for a specified term of
three years and reappointment for a second three-year term is not automatic. In exceptional circumstances and only after rigorous review,
a non-executive directormay serve for a third term.

Remuneration
Information regarding theRemuneration Committee is set out on page 63 and theDirectors’ remuneration report is on pages 65 to 73.

Accountability and audit
Financial reporting
TheBoard is required to present a balanced and understandable assessment of the Company’s position and prospects in the Annual Report and
in interimandotherpublic reports.TheBoard issatisfied that ithasmet thisobligation.Asummaryof thedirectors’ responsibilities for the financial
statements is set out on page 74.

The ‘going concern’ statement required by the Code is set out in the Group directors’ report on page 54.

Internal control
The Boardmaintains a sound system of internal control to safeguard shareholders’ investment and the Company’s assets. The effectiveness of
the internal control system is reviewed at least annually, covering all material controls, including financial, operational and compliance controls
and risk management systems, and the Board reports to shareholders that it has done so. The Financial Reporting Council’s report ‘Internal
Control: Revised Guidance for Directors on the CombinedCode (October 2005)’ provides guidance.

TheCompanyhas inplace internal control andriskmanagementsystems in relation to theCompany’s financial reportingprocessand theGroup’s
process forpreparationof consolidatedaccounts. Thesesystems includepoliciesandprocedures that: pertain to themaintenanceof records that,
in reasonable detail, accurately and fairly reflect transactions and dispositions of assets; provide reasonable assurance that transactions are
recorded as necessary to permit the preparation of financial statements in accordancewith International Financial Reporting Standards (‘IFRS’);
require representatives of the businesses to certify that their reported information gives a true and fair view of the state of affairs of the business
and its results for theperiod;andreviewandreconcile reporteddata. TheAuditCommittee is responsible foroverseeing these internal control and
riskmanagement systems.

TheCompany’s internal control isbasedonassessmentof riskanda frameworkofcontrolprocedures tomanagerisksand tomonitorcompliance
with procedures. The procedures for accountability and control are outlined below.

The Company’s internal control systems are designed tomeet the Company’s particular needs and the risks to which it is exposed and, by their
nature, can provide only reasonable, not absolute, assurance against material loss to the Company or material misstatement in the
financial accounts.
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continued
The Group has an embedded process for the identification, evaluation and management of significant business risks. The process is reviewed
through the Audit Committee andmonitored by the Group Internal Audit Department. The Company has during the year identified and evaluated
the key risks, including ethicalmatters, and has ensured that effective controls and procedures are in place tomanage these risks.

In the highly regulated environment of the industries in which the Company operates, procedures are codified in detailed operating procedures
manualsandarereinforcedby trainingprogrammes.Thesearedesigned toensurecompliancenotonlywith theregulatory requirementsbutalso
with general principles of business integrity.

A key element in any system is communication: the executive directors and senior corporate staff meet regularly with representatives from the
businesses to address financial, human resource, riskmanagement and other control issues.

Throughout the financial year theBoard, through theAuditCommittee, reviews theeffectivenessof internal control and themanagement of risks.
Inaddition to financialandbusinessreports, theBoardhasreviewedmedium-and longer-termstrategicplans;capitalexpenditureanddevelopment
programmes; management development programmes; reports on key operational issues; tax; treasury; risk management; insurance; legal
matters; and Audit Committee reports, including internal and external auditor reports.

Audit Committee andAuditor
The Audit Committee makes formal and transparent arrangements for considering how financial reporting and internal control principles are
applied and formaintaining an appropriate relationshipwith the external auditor, PricewaterhouseCoopers LLP.

Relationswith shareholders
Dialoguewith shareholders
TheChiefExecutive, theFinanceDirectorand theDirector, InvestorRelations, communicatewith institutional investors throughanalysts’ briefings
and extensive investor roadshows in the UK, US and continental Europe, as well as timely Stock Exchange announcements, meetings with
management and site visits. Members of the Board, and in particular non-executive directors, are kept informed of investors’ views, in themain
through distribution of analysts’ and brokers’ briefings. At least twice a year a report ismade to the Board on the number and types ofmeetings
between the Company and institutional shareholders. The Chairman and the non-executive directors are available in the event of shareholder
concerns which cannot be addressed through management. On appointment, new non-executive directors are available to meet shareholders
on request.

Constructive use of theAnnual GeneralMeeting
All directors normally attend the Company’s AGM and shareholders are invited to ask questions during themeeting and to meet directors after
the formal proceedings have ended. It is intended that there shall be a poll vote on each resolution at the 2009AGM. Shareholderswill be advised
as to the provisional results of the poll vote on each resolution immediately after each poll is taken. The audited, final results of the poll voteswill
bereleased to theLondonStockExchangeandpublishedontheCompany’swebsite,www.smiths.com,assoonas ispracticableafter theconclusion
of the AGM.

All the directors, including the Chairmen of the Audit, Nomination and Remuneration Committees, were available at the 2008 AGM to answer
shareholders’ questions. The notice of the AGMand related paperswere sent to shareholders at least 20working days before themeeting.

BoardCommittees
The full terms of reference of the followingBoard Committees are available upon request and on the Company’s website, www.smiths.com.

Audit Committee
The members of the Committee during the financial year were Mr Challen (Chairman of the Committee), Mr Jackson and Sir Kevin Tebbit.
On 20 January 2009MrChamberswas appointed to the Committee.

TheBoardhasdetermined that theCommitteemembershave theskills andexperiencenecessary to contributemeaningfully to theCommittee’s
deliberations. In addition, the Chairman of the Committee has requisite experience in accounting and financialmanagement.

The Committee meets at least three times a year to monitor the integrity of the Company’s financial statements and the effectiveness of the
external audit process, corporate governance issues and, in particular, the implementation of the Company’s Code of Business Ethics and the
arrangements foremployees to raiseconfidentially (andanonymously, if theysochoose)concernsaboutpossiblewrongdoing in financial reporting
and other matters. It is responsible for ensuring that an appropriate relationship between the Company and the external auditor is maintained,
including reviewing non-audit services and fees and implementing the Company’s audit partner rotation policy. The Committee has primary
responsibility formaking recommendations to theBoard on the appointment, reappointment and removal of the external auditor.
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TheCommitteealsoreviewsannually theGroup’ssystemsof internalcontrol; theprocesses formonitoringandevaluating therisks facing theGroup;
and the effectiveness of the internal audit function: it is responsible for approving the appointment and removal of the Director, Internal Audit.
The Committee reviews annually its terms of reference and its effectiveness and recommends to the Board any changes required as a result
of such review.

In July 2009 the annual review of the Committee’s terms of reference resulted in a small number of largely clarificatory changes.

In the year to 31 July 2009, the Audit Committee discharged its responsibilities by reviewing:

• the Group’s financial statements and interim results statement prior to Board approval and the external auditor’s detailed reports thereon;

• the audit fee and non-audit fees payable to the Group’s external auditor;

• theexternalauditor’seffectivenessandplan for theaudit of theGroup’s2008/09accounts,which includedconfirmationsofauditor independence
and the proposed audit fee, and approving the terms of engagement for the audit;

• an annual report on the Group’s systems of internal control and their effectiveness, reporting to the Board on the results of the review and
receiving regular updates on key risk areas of financial control;

• the risks associatedwithmajor business programmes; and

• the internal audit function’s terms of reference, its 2008/09work programmeand regular reports on its work during the year.

The Committee has authority to investigate any matters within its terms of reference, to access resources, to call for information and to obtain
external professional advice at the cost of the Company.

No-oneother than themembersof theCommittee isentitled tobepresentatmeetings.However, theChairman;ChiefExecutive;FinanceDirector;
GroupFinancial Controller; Director, Tax andTreasury;Director, Internal Audit; and external auditor are normally invited to attend. Othersmaybe
invited to attend by theCommittee. The papers for andminutes of eachCommitteemeeting are sent to all directors. At least once a year, there is
anopportunity for theexternalauditor, theDirector, InternalAuditandtheDirectorofBusinessEthics todiscussmatterswith theCommitteewithout
anyexecutivemanagementbeingpresent. TheDirector, InternalAudit, theDirectorofBusinessEthicsand theexternal auditorhavedirect access
to the Chairman of the Committee outside formal Committeemeetings.

The Committee reviews the nature and extent of non-audit services provided by the external auditor in order to ensure that objectivity and
independence aremaintained. Under the audit independence policy, approved by the Committee, certain non-audit servicesmay not be provided
by theexternal auditor, certainservices require theapproval of theFinanceDirectorandotherservices require theapproval of theChairmanof the
Committee. Where the cost of the services is expected to exceed £100,000, the engagement will normally be subject to competitive tender. The
external auditor has in place processes to ensure that its independence ismaintained including safeguards to ensure that where it does provide
non-audit services, its independence is not threatened. The external auditor has written to the Audit Committee confirming that, in its opinion,
it is independent.

Remuneration Committee
MrChambers (Chairmanof theCommittee),MrBrydon,MrChallen,MrJacksonandSirKevinTebbitweremembersof theCommittee throughout
the financial year.

The Committee’s responsibilities and terms of reference are described in theDirectors’ remuneration report on page 65.

Nomination Committee
During the financial year the members of the Committee were: Mr Brydon, as Chairman of the Committee, Mr Jackson and Sir Kevin Tebbit.
On 20 January 2009MrChallen andMrChamberswere appointed to the Committee.

TheCommittee leads the process for identifying andmakes recommendations to theBoard regarding candidates for appointment as directors of
the Company and as Company Secretary, giving full consideration to succession planning and the leadership needs of the Group. It also makes
recommendations to the Board on the composition of the Nomination Committee and the composition and chairmanship of the Audit and
Remuneration Committees. It reviews regularly the structure, size and composition of the Board, including the balance of skills, knowledge and
experience and the independence of the non-executive directors, andmakes recommendations to theBoardwith regard to any changes.

TheCommitteemeetsperiodicallywhenrequired.No-oneother thanmembersof theCommittee isentitled tobepresentatmeetingsbut theChief
Executive is normally invited to attend and external advisersmay be invited by the Committee to attend.

The Committee has access to such information and advice both from within the Group and externally, at the cost of the Company, as it deems
necessary. This may include the appointment of external search consultants, where appropriate. The Committee reviews annually its terms of
reference and effectiveness and recommends to the Board any changes required as a result of such review. In July 2009 the annual review of the
Committee’s terms of reference resulted in no revisions.

Theprocedures referred to above, including theuseof an external search consultant,wereusedby theNominationCommittee in recommending
the appointment ofMsQuinn as a non-executive director on 1 August 2009.

Disclosure&TransparencyRule 7
Thisstatementcomplieswithsub-sections2.1;2.2(1); 2.3(1); 2.5;2.7;and2.10ofRule7of theUKListingAuthorityDisclosureRules.The information
required tobedisclosedbysub-section2.6ofRule7 isshown in theGroupdirectors’ reportonpages54and55and is incorporated in thisCorporate
governance statement by reference.
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Statement from the independent non-executive directors
TheCorporategovernancestatement sets out theCompany’s compliancewith theCombinedCodeonCorporateGovernance (the ‘Code’). As that
statementmakes clear, theBoard believes that goodgovernance is aboutmore than adherence to theCode. TheBoard is committed to ensuring
that goodgovernance systemsandprocesses are in place andeffective throughout theGroup to promote sounddecision-makinganda culture of
‘doing business the right way’.

A number of incremental changes have beenmade recently to support good governance and increased transparency and accountability across
theGroup. At Board level, it was decided inNovember last year, that all the non-executive directors should bemembers of all the principal Board
Committees: Audit, Nomination and Remuneration*. Thus, all the non-executive directors can participate fully in issues such as succession
planning, establishing appropriate remuneration levels and incentive schemes andmanaging risk. Discussions at Boardmeetings benefit from
the insights gained by the independent non-executive directors through their participation in Board committees.

BelowBoard level, one of the changes put in place by theChief Executivewas to designate each of the corporate seniormanagement teamas an
‘investor director’ of one of the five divisions. In addition to their functional responsibility at Group level (such as Director of Human Resources or
General Counsel) the investor directors participate in the monthly divisional board meetings of their respective division, and are available to the
divisions’seniormanagement teams, todiscussdifficult issues, reviewstrategy,actasasoundingboardandprovidecounsel.Assuch thecorporate
seniormanagement teamgainmoreexposureandunderstandingof the issues facing thedivisions,and thedivisionseachgaina trusted,but robust
and independent adviser, who can provide a different perspective to thematters under review.

Although key areas aremanaged at an operational level in the divisions and are reported andmonitored at divisional boardmeetings, a number
ofGroup-wide structures exist to ensure targets and standards aremet, best practice is sharedandGroup size is leveragedwherever practicable.
In addition to theExecutiveCommittee (comprising all theChief Executive’s direct reports), Group-wide committees or similar structures exist for
anumberof functionalareas includingenvironment, healthandsafety, security, IT, businessethics, andprocurement. Theobjectives, findingsand
priorities for these critical areas are reviewed regularly at ExecutiveCommittee andBoard level. As is appropriate in a globally diverse business in
the 21st century, increasing use is made of share-point sites, web-based training, information platforms and other tools for remote sharing of
information to ensuregoodcommunication from theBoardandseniormanagement team to thebusinessesand vice versa, and to facilitate cost-
effective knowledge exchange between businesses.

The Board, in particular the non-executive directors, challenge themselves on a regular basis as to the value they bring to the Group and the
businesses within it. In these turbulent economic times, which have seen public and shareholder confidence in a number of previously highly
regarded, international companies shaken to the core, thenon-executive directors are consciousmore thanever of theneed to contribute to good
governance. This includes ensuring that the assessment of risk and reward in relation to any significant decision for theGroup is basedon sound,
robustly tested arguments.

As part of the Board’s formal annual appraisal process, the directors ask themselves a number of questions about their performance as a team
and individually. The areas covered include the following:

•whether there is a constructive relationship between the non-executive directors and the executive directors

The non-executive directors in particular bring a range of skills and experience to the Board gained outside the Group. Each individual brings a
different perspective, and has a part to play in contributing to Board discussions and listening to others’ views. Whilst each Board member is
committed to the success of the Group, there is no assumption that amatter presented by the executive directors will automatically be approved
by the non-executive directors, whose independence of view is respected. The non-executive directors are satisfied that Board discussions are a
free and open exchange of views and that debate and challenge are welcomed in discussions with the executive directors. Overall, the directors
believe that the relationship between the non-executive directors and the executive directors is constructive, and beneficial to the Group, its
shareholders and other stakeholders.

•whether the executive directors and themembers of the Executive Committeeworkwell as a team

TheBoardhasregularcontactwith themembersof theExecutiveCommittee, andmanagerswhoreport tomembersof theExecutiveCommittee,
throughthe frequentparticipationbyvariousmembersofmanagement inBoardandBoardCommitteemeetings,andother less formaldiscussions.
Forexample, theGroupFinancialController, theDirector,TaxandTreasury,and theDirector, InternalAuditattendmeetingsof theAuditCommittee.
The non-executive directors are satisfied that the executive directors andmembers of seniormanagement work well together to implement the
strategy and direction set by theBoard.

•whetheradequateresponsesareprovided inrelation toadditional informationsought,or followupquestionsasked,by thenon-executivedirectors

Thenon-executivedirectorsaresatisfied thatwhereadditional informationorclarification is requested, it isprovided fullyandpromptly, eitherdirectly
or through the executive directors or the Company Secretary. If any of the non-executive directors has a particular interest in a matter or has
relevant experience, he or she is encouraged to share experience or views directly with the relevant executives responsible for implementation of
the decision or project.

The independent non-executive directors are satisfied that the Company’s corporate governance controls have been effective throughout the
financial year ended 31 July 2009.

Peter Jackson
Senior Independent Director

*TheChairman is not amember of theAudit Committee, in accordancewith theCode (C.3.1) and theTermsofReference of theAudit Committee,
but is invited to attendmeetings.
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Directors’ remuneration report
Thedirectors’ remuneration report ispresented toshareholdersby theBoard.Thereport complieswithRegulation11andSchedule8of theLarge
andMedium-Sized Companies and Groups (Accounts and Reports) Regulations 2008 (the Regulations). A resolution will be put to shareholders
at the Annual GeneralMeeting on 17November 2009 inviting them to approve this report.

Remuneration policy and arrangements
TheRemuneration Committee
Responsibilities of theCommittee includemaking recommendations to theBoardon theGroup’s executive remunerationpolicy anddetermining,
on behalf of the Board, specific remuneration packages for the executive directors and Chairman. The Committee operates within agreed terms
of referencewhich are available for inspection on theCompany’swebsite. TheCompany compliedwith the provisions of theCombinedCode 2008
onCorporate Governance relating to directors’ remuneration throughout the financial year except as is disclosed on page 59.

TheCommitteemet four times in the past year to consider and agree, amongst other things:

• Annual Incentive Plan performance and payments for fiscal 2008

• Annual Incentive Plan structure and performance targets for fiscal 2009

• participants in the approved long-term incentive plans

• potential impact of the global recession on the Group’s long-term incentive plans

• framework of executive total remuneration

• principles to govern the Annual Incentive Plan for fiscal 2010

•Committee terms of reference

• structure of the directors’ remuneration report for fiscal 2009

In 2008/09 the Committee consisted of:

Stuart Chambers (Chairman of the Committee)
Donald Brydon
David Challen
Peter Jackson
Sir Kevin Tebbit

Mr Brydon is absent when his own remuneration as Chairman of the Company is under consideration. The Chief Executive attendsmeetings of
the Committee by invitation; he is absent when his own remuneration is under consideration.

During the year, the Committee receivedmaterial assistance and advice from the Chief Executive and the HR Director (who is also Secretary to
the Committee). The Committee and the Company also received advice from Kepler Associates and Freshfields Bruckhaus Deringer LLP.
Freshfields BruckhausDeringer LLP, whowere appointed by the Company, also advised the Group on various legalmatters during the year.

Remuneration policy
TheCommittee applies a remuneration policy which has at its core the following objectives:

• to align the interests of executiveswith those of shareholders

• to focus on top-line growth,margin improvement and capital discipline

• to link a significant proportion of remuneration to financial and individual performance, both in the short-termand long-term

• to provide strong linkage between remuneration and performance

• to ensure total remuneration ismarket-competitive and helps attract and retain executives of the highest calibre.

Remuneration arrangements
The remuneration of senior executives balances fixed, variable, short-term and long-term remuneration, and is reviewed each year on a total
remuneration basis to ensure that executives continue to be appropriately incentivised to achieve the Group’s objectives.

For 2008/09, executive directors’ remuneration comprised basic salary, benefits in kind, annual bonus andpension benefits. In addition, executive
directors and senior executives participate in share-based incentive schemes, which in 2008/09 included the Smiths Group Sharesave Scheme,
the Smiths Group Value Sharing Plan (VSP) and the Smiths GroupCo-Investment Plan (CIP).
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Directors’ remuneration report
continued
Elements of remuneration
Themain elements of remuneration for executive directors in 2008/09 are summarised below:

Element: 2008/09 policy Objective

Base salary: frozen in 2008/09 for at least 2 years •Reflect size and nature of the role, individual performance
(see page 66) and experience

Annual bonus:maximumopportunity of 180%of salary for the • Incentivise short-termoperational, financial
Chief Executive and 150%of salary for the FinanceDirector and personal performance
(see page 67)

Co-Investment Plan (CIP):mandatory investment in Smiths •Help align short- and long-term remuneration through compulsory
shares of 50%of any net bonus earned, in return for up to a 2-for-1 deferral of 50%of net earned bonus into Smiths shares
matching opportunity after three years, subject to averageROCE •Reward operating efficiency
exceedingWACC+3%p.a. • Support executives in building a shareholding in the Company
(see page 67)

Value Sharing Plan (VSP): one-off incentive underwhich executives • Incentivise senior executives to drive long-term value creation
receive a pre-defined number of shares per £5mof ‘surplus value for shareholders
created’. For executive directors, 1/3rd of an award is based on TSR •Reinforce and reward delivery of strategic goals
relative to the FTSE 100 (excluding financial services companies)
and 2/3rds on growth in internal value above the cost of equity
(see page 67)

Pension •Provide competitive retirement benefits
(see page 68 and 70)

Share ownership guidelines: 200%of salary for the Chief Executive •Require executives to build andmaintain a significant shareholding
and 150%of salary for the FinanceDirector in Smiths
(see page 70) • Support alignmentwith shareholder interests

The following charts illustrate the proportions of the 2008/09 remuneration packages comprising fixed (ie base salary) and variable elements of
pay, assuming target annual bonus and expected values of long term incentives. For 2008/09, c.70% of the fair value of executive directors’ total
remunerationwas performance related.

ExecutiveDirector paymix, 2008/09

Base salary and benefits
Executive directors’ salaries have typically been reviewed annually, taking into account the size and nature of the role, individual performance and
experience, the relative performance of the Company, remuneration policy within the Company and salaries at comparator companies. Salaries
arebenchmarkedagainstcomparable rolesatotherFTSE100companiesofsimilarmarketcapitalisation, revenuesandcomplexity toSmiths.The
salaries for all participants in the Value Sharing Plan, including executive directors, have been frozen at their 2007/08 levels until 1 August 2010.
Executive directors’ base salaries for 2009/10 are, therefore, unchanged from2008/09 at the following levels:

Executive director Salary last reviewed 2008/09 salary 2009/10 salary

P Bowman 10December 2007 £800,000 £800,000
J Langston 1 August 2007 £424,000 £424,000

Benefits include a fully expensed company car, or an allowance in lieu thereof, and health insurance.
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Annual bonus
Executive directorswere eligible to participate in an annual bonus plan based on a combination of corporate financial goals (GroupEPS and cash
conversion) and individual performance. Themaximumannual bonus opportunity for the Chief Executivewas 180%of salary and for the Finance
Director was 150% of salary. Of any bonus earned, 50% is compulsorily deferred into Smiths shares under the rules of the CIP. The table below
summarises the structure of the 2008/09 annual bonus plan and the awards receivable for performance in 2008/09.

2008/09 annual bonus outcomeas a percentage of salary
Group EPS Cash conversion Personal objectives Total (% of salary)

Executive director Maximum Actual Maximum Actual Maximum Actual Maximum Actual

P Bowman 95% 0% 25% 20.5% 60% 55.2% 180% 75.7%
J Langston 80% 0% 20% 16.4% 50% 38.5% 150% 54.9%

Co-Investment Plan (CIP)
For2008/09and futureyears,executivedirectorsandselectedseniorexecutivesarerequired to invest50%ofanynetbonusearned inSmithsshares.
Invested amounts are eligible for a 2-for-1matching share award after three years (based on the pre-tax amount of deferred bonus in question),
subject to continued employment in the Group and the Company’s average return on capital employed (ROCE) over the performance period
exceeding the Company’s weighted average cost of capital (WACC), which the Committee regards as appropriately reflecting the operating
efficiency of the Company.

Matchingshareawardsvest in full ifROCEexceedsWACCbyanaveragemarginofat least3%ayear;a1-for-1matchingshareawardvests ifROCE
is betweenWACC+1%andWACC+3%p.a. Dividends accrue onmatching shares that vest.

For2007/08andearlier years,executivedirectorsandselectedseniorexecutiveswereable to investup to100%ofanynetbonusearned (or ifgreater,
25%ofsalary) inSmithsshares. Investedamountswereeligible fora1-for-1matchingshareawardafter threeyears (basedon thepre-taxamount
of salary or deferred bonus in question) subject to continued employment in the Group and the Company’s average ROCE over the performance
period exceeding the Company’sWACCover the same period by an averagemargin of at least 1%p.a.

Value SharingPlans (VSPs)
The Group and divisional VSPs are one-off, long-term incentive plans designed to reinforce Smiths strategy of focusing on shareholder value
creation at the Group and divisional levels.

Group VSP
Messrs Bowman and Langston are participants in the Group VSP, which rewards executive directors and selected senior executives with a
pre-determined number of shares for every £5m of value created above a hurdle over the three-year and four-year performance periods from
1 August 2008 (or until a vesting event, if earlier). On 28 July 2008 Mr Bowman was granted an award under which he will be entitled to receive
1,250 Smiths Group shares for each £5m of surplus value created in respect of each performance period. On the same date Mr Langston was
granted an award under which he will be entitled to receive 500 Smiths Group shares for each £5m of surplus value created in respect of each
performance period.

– TSRElement
One-third of the award will depend on the growth, over each performance period, in Smiths market capitalisation plus net equity cash-flows to
shareholders (i.e. dividendsplussharebuybacks lessshare issues)overandabove themedian total shareholder returnof theFTSE100companies
(excluding financial services companies).

Participants will only be entitled to a vesting of shares under the TSR Element if the Committee is satisfied that this is justified by the underlying
financial performance of the Company over the performance period.

– Earnings Element
Theremaining two-thirdsof eachawardwill bedeterminedby thegrowth, overeachperformanceperiod, inadjustedProfitBeforeTax (PBT) (from
abaselinePBTof£338.6min2007/08) timesa fixedmultipleof12.0plusnetequitycash-flows toshareholdersoverandaboveacostofequityhurdle
return of 9.5% a year.

The Committeemay reduce the payout of the Earnings Element if an acquisition results in amaterial reduction in return on invested capital.

No retesting of either performance condition is permitted.

Performancemeasure selection
TheRemunerationCommitteebelieves that thecombinationof relativeTSRandPBTprovides thebestbalancebetween internal line-of-sight and
shareholder alignment, between absolute and relative performance and between internal and external perspectives. PBT is considered the best
internal measure of Smiths financial performance as it is highly visible internally and regularly monitored and reported. Relative TSR provides
strong alignment with shareholders and the FTSE 100 index (excluding financial services companies) continues to be considered a relevant and
robust indicator of the relative value created by Smithsmanagement for its shareholders.

Divisional VSPs
In addition to the Group VSP, the Committee has introduced divisional plans for each of the five divisions (Smiths Detection, Smiths Medical,
John Crane, Smiths Interconnect, and Flex-Tek). The plans are along the same lines as the Group VSP to help focus the most senior divisional
executives onmaximising the value of their divisions and returning surplus cash to the Group.

The Shareholder Circular issued in July 2008 which dealt, amongst other things, with the proposed establishment of the VSP stated that the
RemunerationCommitteewouldnotconsider further long termincentives forparticipants in theGrouporDivisionalVSPsuntil 2010.TheCommittee
intends in 2010 to consider potential long-term incentives for participants in the VSP. Any proposals for such long-term incentives will be the
subject of shareholder consultation and the required approvals at the appropriate time.
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Directors’ remuneration report
continued
Performance SharePlan (PSP)
No awards under the PSP have been made to Executive Directors or other participants in the VSP in 2008/09 and none will be made to these
executives in 2009/10.

Awards vest after three years, subject to performance conditions. One-third of an award is subject to the Company’s TSR performance relative
to other FTSE 100 companies (excluding financial companies and investment trusts). For full vesting, theCompany’s TSRmust be at or above the
75th percentile over the three-year performance period. Of the award, 25% will vest if the Company’s TSR is at median. Awards will vest on a
straight-line pro rata basis betweenmedian and 75th percentile.

The remaining two-thirds of the awardwill be subject to earnings per share (EPS) growth targets (measured before exceptional items). For each
of theoutstanding three-yearcyclescommencing in2006/07and2007/08, full vestingwill occur if thecompoundannualgrowth inEPS isequivalent
to12%ayear. If thecompoundannualgrowth inEPS isequivalent to5%ayear, 25%vestingwill occurwith vestingonastraight-linebasisbetween
5%and 12%. Therewill be no retesting of the TSR and EPS performancemeasures.

Sharesave Scheme
The Smiths Group Sharesave Scheme, which is open to all UK employees with at least 12 months’ service, is subject to UK legislation as to the
maximumamount that can be saved. Participants save a fixed sumof up to £250 amonth for three or five years andmay use the sumgenerated
by their savings contracts to exercise the optionswhich are usually granted at a 20%discount to themarket price.

Share ownership guidelines
It is the Committee’s policy that executive directors should, over time, acquire a shareholding with a value equal to at least one and a half years’
grosssalary (twoyears’grosssalary for theChiefExecutive)andretainat least50%ofanynet vestedshareawards (aftersales tomeet tax liabilities)
until those values are achieved.

Share schemedilution limits
The Company follows the guidelines laid down by the Association of British Insurers. These restrict the issue of new shares under all the
Company’s share schemes in any 10-year period to 10% of the issued ordinary share capital and under the Company’s discretionary schemes
to 5% in any 10-year period. As at 31 July 2009, the headroom available under these limits was 4.1% and 0.5%, respectively (excluding the
conditional share awards granted under the VSP on 28 July 2008 and subsequently).

Pension
TheCompanyoperatespensionarrangements forexecutivedirectors. In thecaseofMrBowman, theCompanypaysamonthlysalarysupplement
(worth 42%of salary per annum) approvedby theCommittee to enable him tomakehis ownpension provision. In the case ofMrLangston, a final
salaryschemeprovidesapensionofup to two-thirdsof finalpensionablesalary.TheCompanycontinues toapplyanearningscap,onabasissimilar
to thepre-2006statutory limit, todetermine theproportionofoverall pensionpayableby theregulatedpensionscheme,with thebalanceofpension
provided by the Company. This arrangement substantially represents a continuation of pre-2006 practice and involves no additional cost for the
Company. Inappropriatecases, theCompanypermits thewaiverof salaryandpensionsupplemententitlementswhere thearrangementdoesnot
involveadditional cost for theCompany.Wheresuchwaiversaremade, incentivesandpensionentitlementscontinue tobecalculatedby reference
to salaries prior to these reductions. Details of the salary supplements, waiver and other pension provisions are set out in the tables on page 70.

Five-year historical TSRperformance
The following graph shows the Company’s total shareholder return (TSR) performance over the past five years compared to the FTSE 100 Index.
TheFTSE100 Index, ofwhich theCompanyhasbeenamember throughout theperiod, hasbeenselected to reflect theTSRperformanceof other
leadingUK-listed companies. The values of hypothetical £100 investments in the FTSE 100 Index and Smiths Group plc shares (after adjustment
for the Return of Cash in June 2007) were £123 and £114 respectively.
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Remuneration
The total remuneration of directors, excluding the value of shares to which certain directorsmay become entitled under the Value Sharing Plan,
Performance Share Plan andCo-Investment Plan and also defined benefit pension arrangements, was as follows:

2009 2008
£000 £000

Fees, salaries and benefits, compensation for loss of office 1,885 4,098
Performance-related bonuses 839 1,232
Aggregate gain fromexercise of share options and vesting of share awards 866 2,026
Incremental gain fromdeferred share scheme exercises 0 109
Payments in lieu of pension contribution 336 362

3,926 7,827

The emoluments of the directors are set out below:

Compensation Payments in
for loss lieu of pension

Fees/salary of office Benefits Bonus contribution Total emoluments

2008 2009 2009 2009 2009 2009 2009 2008
£000 £000 £000 £000 £000 £000 £000 £000

Chairman
DHBrydon 295 305 23 328 317
Chief Executive
PBowman1 516 800 36 606 336 1,778 1,355
Executive director
J Langston2 424 424 36 233 693 808
Non-executive directors
DJChallen 67 69 69 67
S JChambers 62 69 69 62
P J Jackson 67 69 69 67
Sir Kevin Tebbit 52 54 54 52
Directorswho resigned in 2007/08 (in aggregate) 683 2,970

2,166 1,790 95 839 336 3,060 5,698

1. PhilipBowman’s total emoluments for 2008 are for a part year, covering the period fromhis appointment on 10December 2007until the endof
the 2008 financial year on 31 July 2008.

2. In commonwithotherUKemployeesparticipating in the relevantpensionschemes, thesalary of JohnLangstonwas reducedby£8,970and the
Company paid the same amount directly to his pension scheme during the year. The salaries shown in the table above for Mr Langston are the
amounts hewould have been paid if he had not given up these salary entitlements.

David Lillycrop resigned from the Board on 3 June 2008 and remained in service as an employee on his existing terms and conditions until
30November 2008. Full details ofMrLillycrop’s termination arrangementswere set out in last year’s directors’ remuneration report. In respect of
the period 1 August 2008 to 30November 2008,Mr Lillycrop received salary and benefits to the value of £151,829 as an employee.
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Directors’ remuneration report
continued
Director’s pension entitlements
Accrued annual pension under defined benefit schemes

Additional Transfer Transfer The amount of
pension earned value of value of (A – B) less

during the accrued accrued contributions
Accrued year (excluding benefits at benefits at made by Accrued

entitlement at any increase 31 July 2009 31 July 2008 the director entitlement at
Age at 31 July 2008 for inflation) (A) (B) in 2009 31 July 2009

31 July 2009 £000 £000 £000 £000 £000 £000 p.a.

J Langston 59 241 3 6,181 5,670 502 256

1.Mr Langston’s normal retirement age is 60. An early retirement pension, based on actual service completed,may be paid after age 50 andmay
be subject to a reduction onaccount of early payment. Ondeath, a spouse’s pensionof two-thirds of thedirector’s pension (or for death-in-service
his prospective pensionat age60) is payable. All pensions in excessof theGuaranteedMinimumPension (GMP) areguaranteed to increaseat the
lesser of (i) 7%per annumcompound and (ii) the annual increase in theRetail Prices Index. There has, however, been a long-standing practice of
granting additional discretionary increases on pensions in excess of the GMP to bring them into linewith price inflation.

2. SeeNote 2 on page 69 above. The benefits provided under the relevant pension schemeswere not affected by these arrangements.

3. Transfer values of the accrued benefits have been calculated on the basis of actuarial advice in accordance with pensions regulations, and
represent theamount that thepensionschemewouldpay toanotherpensionprovider if thememberelects to transferall of his benefits out of the
scheme. The transfer values do not represent sums payable or due to the director and therefore cannot be added meaningfully to annual
remuneration.

Directors’ interests in the Company’s shares
Ordinary shares Ordinary shares
of 37.5p each of 37.5p each
31 July 2009 1 August 2008

DHBrydon 8,000 8,000
PBowman 70,000 20,000
D JChallen 1,333 1,333
S J Chambers 1,333 1,333
P J Jackson 0 0
J Langston 247,281 175,650
Sir Kevin Tebbit 0 0

These interests includebeneficial interestsof thedirectorsand their families in theCompany’ssharesheld in trustsandholdings throughnominee
companies. None of the directors has disclosed any non-beneficial interests in the Company’s shares.

MsACQuinnhadno interests in theCompany’sshareson1August2009, thedateofherappointmentasadirectorof theCompany. TheCompany
has not been notified of any changes to the holdings of the current directors, their families and any connected persons between 1 August and
26 September 2009.

Service contracts
The Company’s policy is that executive directors are normally employed on termswhich include a one-year rolling period of notice and provision
for thepayment of a predetermined sum in theevent of termination of employment in certain circumstances (but excluding circumstanceswhere
the Company is entitled to dismisswithout compensation).

MrBowman
MrBowman is employed under a service contract with theCompany dated 15November 2007 and effective from10December 2007. The service
contract is for an indefinite termexpressed to end automatically on his anticipated normal retirement date (age 60), butmay be terminated by 12
months’ notice given by the Company or sixmonths’ notice given byMrBowman. The Companymay elect to terminate the contract bymaking a
payment in lieu of notice equal to 150% of Mr Bowman’s basic salary, this being a genuine pre-estimate of Mr Bowman’s entitlement in respect
of the unserved notice period, to cover:

1. salary;

2. annual pension contribution by the Company (42%of base salary);

3. the annual cost to the Company of providing all other benefits to whichMrBowman is entitled under his contract, but excluding bonus.

In this event, the contract provides that Mr Bowman’s bonus entitlement for the financial year in which termination occurs and for the unserved
notice period will be the subject of a separate, good faith discussion between Mr Bowman and the Chairman; the contract also specifies that
Mr Bowman would in this case be treated as a ‘good leaver’ for the purposes of relevant share plans. In certain constructive dismissal events,
MrBowman is entitled to resign and be treated in themanner set out above.
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MrLangston
Asstated in last year’s report,MrLangston isemployedunderaservicecontractwith theCompanydated26September2001.Theservicecontract
is for an indefinite termexpressed to end automatically on the anticipated normal retirement date (age 60), butmay be terminated by 12months’
noticegivenby theCompanyorsixmonths’noticegivenbyMrLangston.TheCompanymayat itsdiscretionelect to terminate thecontractbymaking
a payment in lieu of notice on the following terms:

1. the salary receivable during the notice period;

2. an amount equal to 50%of themaximumbonus potential receivable under the executive bonus scheme for the then current bonus year;

3. the annual cost to the Company of providing all other benefits to whichMr Langston is entitled under his contract, which has been pre-agreed
as 10%of basic salary; and

4.anamountequal to thecostof securingoneyear’spensionableservice in theappropriatepensionscheme(s). Inaddition, theCompanyhasgiven
its irrevocable consent to early payment ofMr Langston’s pension (fromage 50) andwithout actuarial reduction fromage 55.

External appointments
Subject to the overriding requirements of the Company, the Committee is prepared to allow executive directors to accept external appointments
where it considers that suchappointmentswill contribute to thedirector’s breadthof knowledgeandexperience.Directors arepermitted to retain
fees associatedwith such appointments.

Chairman and non-executive directors
TheChairmanand thenon-executive directors serve theCompany under letters of appointment anddonot have contracts of service or contracts
forservices.Exceptwhereappointedatageneralmeeting,directorsstand forelectionbyshareholdersat the firstAnnualGeneralMeeting following
appointmentandstand for re-electionevery threeyears thereafter (underArticle55). Eitherparty can terminateononemonth’swrittennoticeand
no compensation is payable in the event of an appointment being terminated early. The dates of their original appointment were as follows:

Expiry of
Non-executive director Date of appointment Date of election / last re-election current term

DHBrydon 19 April 2004 19November 2007 2010
D JChallen 21 September 2004 19November 2007 2010
SJChambers 27November 2006 19November 2007 2010
P J Jackson 1December 2003 19November 2007 2010
Sir Kevin Tebbit 14 June 2006 17November 2006 2009

TheBoard of Directors, excluding Remuneration Committeemembers, is responsible for recommending the remuneration of the non-executive
directors with the exception of the Chairman, whose remuneration is determined by the Remuneration Committee. The fees payable (with effect
from1August 2008) to the non-executive directors for the full year 2008/09 comprised the following andwill be frozen at this level for the full year
2009/10:

Audit /
Remuneration

Committee Senior
chairmanship Independent

Non-executive director Basic fee fee Director fee Total

DHBrydon £305,000 – – £305,000
D JChallen £54,000 £15,000 – £69,000
S J Chambers £54,000 £15,000 – £69,000
P J Jackson £54,000 – £15,000 £69,000
Sir Kevin Tebbit £54,000 – – £54,000

TheChairmanandthenon-executivedirectorsarenoteligible forbonusesorparticipation inshareschemesandnopensioncontributionsaremade
on their behalf.

Auditable part
The directors’ remuneration tables and accompanying notes on page 69; the directors’ pensions table and accompanying notes on page 70; and
the directors’ share options and awards table on pages 72 and 73 have been audited.

TheDirectors’ remuneration report has been approved by theBoard and signed on its behalf by:

S JChambers
29 September 2009
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Directors’ remuneration report
continued
Directors’ share option and long-termshare plans

Options Options
and and

awards awards
held on held on

31 July 2009 31 July 2008 Option and award data Options exercised and awards vested 2008/09

Market price Market price
Performance Exercise Grant Vesting Expiry Exercise / Exercise at date of at date of

Director and Scheme Number Number test price date date* date** vesting date Number price grant*** exercise†

PBowman
PSP 75,543 75,543 C n/a 11/12/07 13/11/10 13/11/10

37,771 37,771 D n/a 11/12/07 13/11/10 13/11/10
CIP 78,199 0 E n/a 20/10/08 28/09/11 28/09/11
SAYE 2,750 0 569.00p 21/05/09 01/08/14 01/02/15

J Langston
95 ESOS 38,462 38,462 A 806.00p 09/04/02 09/04/05 09/04/12

38,461 38,461 B 806.00p 09/04/02 09/04/05 09/04/12
PSP 0 38,269 C n/a 07/10/05 20/10/08 27/10/08 38,269 n/a 937.00p 720.11p

0 19,135 D n/a 07/10/05 20/10/08 27/10/08 7,271 n/a 937.00p 720.11p
# 27/10/08 11,864 lapsed

44,618 44,618 C n/a 29/09/06 25/10/09 25/10/09
22,039 22,039 D n/a 29/09/06 25/10/09 25/10/09
38,243 38,243 C n/a 13/11/07 13/11/10 13/11/10
19,121 19,121 D n/a 13/11/07 13/11/10 13/11/10

CIP 0 51,680 E n/a 25/10/05 24/09/08 24/09/08 51,680 n/a 886.50p 1,040.25p
31,881 31,881 E n/a 02/02/07 30/09/09 30/09/09
22,202 22,202 E n/a 13/11/07 29/09/10 29/09/10
22,222 0 E n/a 20/10/08 28/09/11 28/09/11

SAYE 1,088 1,088 868.00p 18/05/07 01/08/10 01/02/11

Value SharingPlan
VSP awards VSP awards

held on held on
31 July 2009 31 July 2008 Award data Awards vested 2008/09

Shares per Shares per Market price Market price
£5msurplus £5msurplus Performance Exercise Grant Vesting Expiry Exercise / Exercise at date of at date of

Director and Scheme value value test price date date* date** vesting date Number price grant*** exercise†

PBowman
VSP 417 417 F n/a 28/07/08 Oct 2011 Oct 2011

833 833 G n/a 28/07/08 Oct 2011 Oct 2011
417 417 F n/a 28/07/08 Oct 2012 Oct 2012
833 833 G n/a 28/07/08 Oct 2012 Oct 2012

J Langston
VSP 167 167 F n/a 28/07/08 Oct 2011 Oct 2011

333 333 G n/a 28/07/08 Oct 2011 Oct 2011
167 167 F n/a 28/07/08 Oct 2012 Oct 2012
333 333 G n/a 28/07/08 Oct 2012 Oct 2012

72 Smiths Group plc Annual report 2009



Key
95 ESOS Smiths Industries 1995 Executive Share Option Scheme

PSP Smiths GroupPerformance Share Plan

CIP Smiths GroupCo-Investment Plan

SAYE Smiths Group Sharesave Scheme

VSP Smiths Group Value Sharing Plan

* Subject to the relevant performance test being passed, if applicable.

** The expiry dates shown above apply in normal circumstances. No expiry date is shown if the option or awardwas exercised, vested, or lapsed prior to 26 September 2009.

*** Market price of a Smiths share at date of grant (if different fromexercise price). The exercise price of an option under the SAYE is set at 20% less than themid-market closing
price of a Smiths share on the business day preceding the day onwhich employees are invited to participate in the grant.

† Actual sale price on date of exercise

# Denotes a conditional award that partially lapsed

Performance tests
A EPS growth versusUKRPI Index + 3%p.a.

B EPS growth versusUKRPI Index + 4%p.a.

C PSPEarnings Per Share growth test

D PSP Total Shareholder Return rank test

E CIPReturn onCapital Employed test

F Surplus Shareholder Value – VSP TSR test

G Surplus Internal Value – VSPPBT test

There are no performance criteria for the SAYE

Notes
The high and lowmarket prices of the ordinary shares during the period 1 August 2008 to 31 July 2009were 1,156p and 663p respectively.

Themid-market closing price on 31 July 2008was 1,047p and on 31 July 2009was 720p.

Themid-market closing price of a Smiths share on the date of awardsmade to directors under the CIP in the 2008/09 financial yearwas 777.5p.

Of the 80,761 shares over which options had been granted under the 95 ESOS and SAYE to, and were held by, directors at 31 July 2009, 79,673 were granted at exercise prices below the
market price of a Smiths Group share on 26 September 2009 (829p).

None of the options or awards listed abovewas subject to any payment on grant.

Options and awards which lapsed or partially lapsed during the financial year ended 31 July 2009 are indicated in the table above by a hash mark (#): no other options or awards held
by any director lapsed during the period 1 August 2008 to 31 July 2009.

No other Director held any options over the Company's shares during the period 1 August 2008 to 31 July 2009.

No options or awards have been granted to or exercised by directors or have lapsed during the period 1 August to 26 September 2009.

Executive directors received their final grants of options under the 95 ESOS in October 2003. From 2004 to 2007, senior executives, including executive directors, received awards under
the PSP.

PSPawards granted in October 2005
Smiths’TSRover theperformanceperiod in relation to2005PSPawards (20October2005 to20October2008) ranked32nd in thecomparatorgroup
of FTSE 100 companies (excluding financial services companies), a level of performance equivalent to the 54th percentile. Based on the vesting
schedule on which 25% of an award vests at median (and 100% vests for upper quartile performance), this performance warrants the vesting of
38% of the TSR element (one-third of an award). Smiths’ EPS growth over the performance period was 12.2% p.a., warranting the full vesting of
the remaining two-thirds of the award. Overall, 79%of 2005 PSP awards vested.

The performance tests for options granted under the 95 ESOS up to and including October 2005 have all been passed with the sole exception of
the grant on 9April 2002,which failed its initial test and twoannual retests.No further retests of theApril 2002 grantwill be undertaken. TheApril
2002 grant can now only be exercised in the event of a change in control of the Company or by certain good leavers.
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Statement of directors’ responsibilities
Company law requires the directors to prepare accounts for each financial year. Under company law the directorsmust not approve the accounts
unless they are satisfied that they give a trueand fair viewof the state of affairs of theGroupand theCompanyandof theprofit or loss of theGroup
for that period. In preparing these accounts, the directors are required to:

• select suitable accounting policies and then apply themconsistently;

•make judgements and accounting estimates that are reasonable and prudent;

• state whether the consolidated accounts comply with International Financial Reporting Standards, and the Parent Company accounts comply
with applicable UKAccounting Standards, subject to anymaterial departures disclosed and explained in the accounts;

•prepare theaccountson thegoingconcernbasisunless it is inappropriate topresumethat theGroupand theCompanywill continue inbusiness.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Group and the Company’s
transactions and disclose with reasonable accuracy at any time the financial position of the Group and the Company and enable them to ensure
that the accounts complywith theCompanies Act 2006. They are also responsible for safeguarding the assets of theGroup and theCompany and
hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.
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Independent auditors’ report to themembers of Smiths Group plc
We have audited the group financial statements of Smiths Group plc for the year ended 31 July 2009 which comprise the consolidated income
statement, theconsolidatedstatementof recognised incomeandexpense, theconsolidatedbalancesheet, theconsolidatedcash-flowstatement,
the Accounting policies and the related notes. The financial reporting framework that has been applied in their preparation is applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the EuropeanUnion.

Respective responsibilities of directors and auditors
As explained more fully in the Statement of directors’ responsibilities, the directors are responsible for the preparation of the group financial
statementsand forbeingsatisfied that theygivea trueand fair view.Our responsibility is toaudit thegroup financial statements inaccordancewith
applicable lawand InternationalStandardsonAuditing (UKand Ireland). Thosestandards requireus tocomplywith theAuditingPracticesBoard’s
Ethical Standards for Auditors.

This report, including theopinions, hasbeenprepared for andonly for thecompany’smembersasabody inaccordancewithSections495and496
of theCompaniesAct 2006 and for noother purpose.Wedonot, in giving theseopinions, accept or assume responsibility for any other purposeor
to any other person towhom this report is shown or intowhose hands itmay come savewhere expressly agreed by our prior consent in writing.

Scope of the audit of the financial statements
An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that
the financial statements are free frommaterial misstatement, whether caused by fraud or error. This includes an assessment of: whether the
accountingpoliciesareappropriate to thegroup’scircumstancesandhavebeenconsistentlyappliedandadequatelydisclosed; thereasonableness
of significant accounting estimatesmade by the directors; and the overall presentation of the financial statements.

Opinion on financial statements
In our opinion the group financial statements:

• give a true and fair view of the state of the group’s affairs as at 31 July 2009 and of its profit and cash-flows for the year then ended;

• have been properly prepared in accordancewith IFRSs as adopted by the EuropeanUnion; and

• have been prepared in accordancewith the requirements of the Companies Act 2006 and Article 4 of the lASRegulation.

Opinion on othermatter prescribed by theCompanies Act 2006
In our opinion the information given in the Group directors’ report for the financial year for which the group financial statements are prepared
is consistent with the group financial statements.

Matters onwhichwe are required to report by exception
Wehave nothing to report in respect of the following:

Under the Companies Act 2006we are required to report to you if, in our opinion:

• certain disclosures of directors’ remuneration specified by law are notmade; or

•we have not received all the information and explanationswe require for our audit.

Under the Listing Ruleswe are required to review:

• the directors’ statement in relation to going concern; and

• thepart of theCorporategovernancestatement relating to the company’s compliancewith thenineprovisionsof the June2008CombinedCode
specified for our review.

Othermatter
Wehavereportedseparatelyon theparentcompany financialstatementsofSmithsGroupplc for theyearended31July2009andonthe information
in theDirectors’ remuneration report that is described as having been audited.

StuartWatson (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

29 September 2009
Notes
(a) Themaintenance and integrity of the SmithsGroup plcwebsite is the responsibility of the directors; thework carried out by the auditors does not involve consideration of thesematters
and, accordingly, the auditors accept no responsibility for any changes thatmay have occurred to the financial statements since theywere initially presented on thewebsite.

(b) Legislation in theUnited Kingdomgoverning the preparation and dissemination of financial statementsmay differ from legislation in other jurisdictions.
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Consolidated income statement
Year ended Year ended
31 July 2009 31 July 2008

Notes £m £m

Continuing operations
Revenue 1 2,664.6 2,321.2
Cost of sales (1,447.5) (1,265.5)

Gross profit 1,217.1 1,055.7
Sales and distribution costs (370.5) (311.8)
Administrative expenses (419.7) (445.4)
Profit on disposal of businesses 4 1.6 27.2

Operating profit 2 428.5 325.7

Comprising
– headline operating profit 3 417.5 380.6
– exceptional items, amortisation of acquired intangibles and other financing gains and losses 3 11.0 (54.9)

428.5 325.7

Interest receivable 2.1 2.2
Interest payable (54.4) (43.2)
Other financing (losses)/gains (10.9) (6.1)
Other finance income – retirement benefits 5.1 41.7

Finance costs 5 (58.1) (5.4)
Share of post-tax profits/(losses) of associated companies 14 0.4 (1.0)

Profit before taxation 370.8 319.3

Comprising
– headline profit before taxation 3 370.7 380.3
– exceptional items, amortisation of acquired intangibles and other financing gains and losses 3 0.1 (61.0)

370.8 319.3

Taxation 6 (94.9) (75.0)

Profit after taxation – continuing operations 275.9 244.3

(Loss)/profit after taxation – discontinued operations 7 (5.9) 24.5

Profit for the period 270.0 268.8

Attributable to:
Smiths Group shareholders 269.5 268.5
Minority interests 0.5 0.3

270.0 268.8

Earnings per share 9

Basic 69.3p 69.3p
Basic – continuing operations 70.8p 63.0p
Diluted 68.6p 68.5p
Diluted – continuing operations 70.1p 62.3p

References in the consolidated income statement, consolidated statement of recognised income and expense, consolidated balance sheet and
consolidated cash-flow statement relate to notes on pages 86 to 118, which forman integral part of the consolidated accounts.
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Consolidated statement of recognised income and expense
Year ended Year ended
31 July 2009 31 July 2008

Notes £m £m

Exchange gain 189.2 89.5
Fair value gain on acquisition of former associate 0.4
Taxation recognised on share-based payment
– current 6 5.2
– deferred 6 (4.0) (3.8)
Actuarial losses on retirement benefits 10 (429.9) (254.5)
Taxation recognised on actuarial losses – deferred 6 94.3 75.5
Fair value (losses)/gains:
– on cash-flow hedges 20 0.4 (0.5)
– on net investment hedges 20 (58.6) (47.5)

Net expense recognised directly in equity (208.6) (135.7)
Profit for the period 270.0 268.8

Total recognised incomeand expense 26 61.4 133.1

Attributable to:
Smiths Group shareholders 59.9 132.8
Minority interests 1.5 0.3

61.4 133.1
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Consolidated balance sheet
2009 2008

Notes £m £m

Non-current assets
Intangible assets 12 1,500.3 1,253.2
Property, plant and equipment 13 318.0 296.3
Investments accounted for using the equitymethod 14 11.2 9.1
Financial assets – other investments 7.8 3.6
Retirement benefit assets 10 39.2 174.2
Deferred tax assets 6 164.7 96.2
Trade and other receivables 16 21.3 14.6
Financial derivatives 21 13.9 1.4

2,076.4 1,848.6
Current assets
Inventories 15 413.6 380.3
Trade and other receivables 16 553.6 565.4
Cash and cash equivalents 17 91.7 132.5
Financial derivatives 21 40.7 6.5

1,099.6 1,084.7

Total assets 3,176.0 2,933.3

Non-current liabilities
Financial liabilities:
– borrowings 19 (752.2) (720.7)
– financial derivatives 21 (6.7) (0.1)
Provisions for liabilities and charges 22 (226.5) (200.6)
Retirement benefit obligations 10 (378.2) (184.7)
Deferred tax liabilities 6 (66.5) (64.3)
Trade and other payables 18 (25.1) (27.5)

(1,455.2) (1,197.9)
Current liabilities
Financial liabilities:
– borrowings 19 (224.4) (182.4)
– financial derivatives 21 (38.9) (21.5)
Provisions for liabilities and charges 22 (77.2) (70.0)
Trade and other payables 18 (399.8) (420.7)
Current tax payable (117.7) (122.6)

(858.0) (817.2)

Total liabilities (2,313.2) (2,015.1)

Net assets 862.8 918.2

Shareholders’ equity
Share capital 25 145.9 145.5
Share premiumaccount 26 306.6 303.6
Capital redemption reserve 26 5.8 5.8
Revaluation reserve 26 1.7 1.7
Merger reserve 26 234.8 234.8
Retained earnings 26 251.3 253.7
Hedge reserve 26 (87.1) (29.2)

Total shareholders’ equity 859.0 915.9
Minority interest equity 3.8 2.3

Total equity 862.8 918.2

The accounts on pages 76 to 118were approved by theBoard of Directors on 29 September 2009 andwere signed on its behalf by:

Philip Bowman JohnLangston
Chief Executive FinanceDirector
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Consolidated cash-flow statement
Year ended Year ended
31 July 2009 31 July 2008

Notes £m £m

Net cash inflow fromoperating activities 27 332.1 198.1
Cash-flows from investing activities
Expenditure on capitalised development (22.5) (19.8)
Expenditure on other intangible assets (17.4) (16.1)
Purchases of property, plant and equipment (57.4) (64.2)
Disposals of property, plant and equipment 19.8 2.7
Investment in financial assets (6.6) (3.4)
Proceeds from sale of financial assets 1.1
Acquisition of businesses 28 (103.3) (149.7)
Disposal of Aerospace 7 (1.9) (6.3)
Disposals of businesses (0.2) 43.2

Net cash-flowused in investing activities (189.5) (212.5)

Cash-flows fromfinancing activities
Proceeds fromexercise of share options 26 4.1 21.0
Purchase of own shares (20.7)
Dividends paid to equity shareholders 8 (132.0) (131.4)
Cash paid to shareholders under B share scheme (16.4)
Cash outflow frommatured derivative financial instruments (89.9)
Increase in new borrowings 495.8 135.9
Reduction and repayment of borrowings (357.9) (11.0)

Net cash-flowused in financing activities (79.9) (22.6)

Net increase/(decrease) in cash and cash equivalents 62.7 (37.0)
Cash and cash equivalents at beginning of period (40.0) 3.1
Exchange differences (3.0) (6.1)

Cash and cash equivalents at end of period 17 19.7 (40.0)

Cash and cash equivalents at end of period comprise:
– cash at bank and in hand 84.0 122.5
– short-termdeposits 7.7 10.0
– bank overdrafts (72.0) (172.5)

19.7 (40.0)

Included in cash and cash equivalents per the balance sheet 17 91.7 132.5
Included in overdrafts per the balance sheet 17 (72.0) (172.5)

17 19.7 (40.0)

The consolidated cash-flow statement includes cash-flows relating to discontinued operations. See note 7 for details of these cash-flows.
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Accounting policies
Basis of preparation
The accounts have been prepared in accordance with the Companies Act 2006 applicable to companies reporting under International Financial
Reporting Standards (IFRS) and International Financial Reporting InterpretationsCommittee (IFRIC) interpretations, as adopted by the European
Union in response to the IAS regulation (EC 1606/2002), under the historic cost convention modified to include revaluation of certain financial
instruments, share options and pension assets and liabilities, held at fair value as described below.

The accounting policies adopted are consistent with those of the previous financial period except that the Group has adopted:

• ‘IFRS 8: Operating segments’, which has required changes to the segment information disclosures in note 1.

• ‘IFRIC 14: The limit on a defined benefit asset, minimum funding requirements and their interaction’ which provides guidance on recognising
pensionschemesurplusesasassets. Adopting this standarddidnot affect theassets recognisedat 31 July 2008 in respect of pensionschemes.

Significant judgements, key assumptions and estimates
The preparation of the accounts in conformity with generally accepted accounting principles requires management to make estimates and
assumptions thataffect the reportedamountsof assetsand liabilitiesanddisclosureof contingentassetsand liabilitiesat thedateof theaccounts
and thereportedamountsof revenuesandexpensesduring thereportingperiod.Actual resultsmaydiffer fromtheseestimates.Thekeyestimates
and assumptions used in these consolidated financial statements are set out below.

Revenue recognition
The timing of revenue recognition on long-term funded contracts depends on the assessed stage of completion of contract activity at the balance
sheetdate.Thisassessment requires theexpected total contract revenuesandcosts tobeestimatedbasedon thecurrentprogressof thecontract.

Revenue of £46.9m (2008: £63.3m) has been recognised in respect of contracts in progress at the year endwith a total expected value of £145.6m
(2008: £197.5m). A 5% increase in theproportion of the contract activity recognised in the current yearwouldhave increasedoperatingprofit by an
estimated £0.2m (2008: £0.6m).

Impairment
Goodwill is tested at least annually for impairment in accordancewith the accounting policy for goodwill set out below. The recoverable amounts
of cash generating units are determined based on value in use calculations. These calculations require the use of estimates including projected
future cash-flows and other future events. See note 12 for details of the critical assumptions made and disclosures on the sensitivity of the
impairment testing to these key assumptions.

Provisions for liabilities and charges
The consolidated financial statements include a provision for litigation of £185.4m (2008: £163.7m).

As previously reported, John Crane, Inc., a subsidiary of the Company, is currently one of many co-defendants in litigation relating to products
previously manufactured which contained asbestos. Provision has beenmade for the future defence costs which the Group is expected to incur
and the expected costs of future adverse judgments against JohnCrane, Inc. However, because of the significant uncertainty associatedwith the
future levelofasbestosclaimsandof thecostsarisingoutof therelated litigation, therecanbenoguarantee that theassumptionsused toestimate
theprovisionwill result inanaccuratepredictionof theactual costs thatmaybe incurredand,asaresult, theprovisionmaybesubject topotentially
material revisions from time to time if new information becomes available as a result of future events. See note 22 for details.

Retirement benefits
Theconsolidated financial statements includecosts in relation to, andprovision for, retirementbenefit obligations.Thecostsand thepresent value
ofanyrelatedpensionassetsand liabilitiesdependonsuch factorsas lifeexpectancyof themembers, thesalaryprogressionofcurrentemployees,
thereturns thatplanassetsgenerateand thediscount rateused tocalculate thepresent valueof the liabilities.TheGroupusespreviousexperience
and impartial actuarial advice to select the values of critical estimates. The estimates, and the effect of variances in key estimates, are disclosed
in note 10.

Taxation
The Group has recognised deferred tax assets relating to UK losses of £111m (2008: £94m). The recognition of assets pertaining to these losses
involves judgement bymanagement as to the likelihoodof realisation of thesedeferred tax assets and this is basedonanumber of factors,which
seek to assess the expectation that the benefit of deferred tax assets will be realised, including appropriate taxable temporary timing differences
and it has been concluded that there are sufficient taxable profits in future periods to support recognition.

Further detail on the Group’s deferred taxation position is included in note 6.

The accounts have been prepared in accordancewith the accounting policies, as described below.

Basis of consolidation
The consolidated accounts incorporate the financial statements of theCompany and its subsidiary undertakings, togetherwith theGroup’s share
of the results of its associates.

Subsidiaries are all entities over which the Company has the power to govern the financial and operating policies generally accompanying a
shareholding ofmore than one half of the voting rights. Subsidiaries are fully consolidated from the date onwhich this power is transferred to the
Company to the date that control ceases.

Associatesareentities overwhich theGrouphassignificant influencebut doesnot control, generally accompaniedbyashareof between20%and
50%of the voting rights. Investments in associates are accounted for using the equitymethod.
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Foreign currencies
The Company’s presentational currency is sterling. The results and financial position of all subsidiaries and associates that have a functional
currency different from sterling are translated into sterling as follows:

• assets and liabilities are translated at the rate of exchange at the date of that balance sheet;

• income and expenses are translated at average exchange rates for the period; and

• all resulting exchange differences are recognised as a separate component of equity.

Onconsolidation, exchangedifferencesarising from the translationof thenet investment in foreignentities, andof borrowingsandother currency
instrumentsdesignatedashedgesofsuch investments,are taken toshareholders’equity.Whena foreignoperation issold, thecumulativeamount
of such exchange differences is recognised in the income statement as part of the gain or loss on sale.

Exchangedifferencesarisingon transactionsare recognised in the incomestatement. Thosearisingon tradingare taken tooperatingprofit; those
arising on borrowings are classified as finance income or cost.

Revenue
Revenue from the sale of goods is recognised when the risks and rewards of ownership have been transferred to the customer, which is usually
when title passes.

Revenue fromservices is recognised inaccountingperiods inwhich theservicesarerendered,by reference tocompletionof thespecific transaction,
assessed on the basis of the actual service provided as a proportion of the total services to be provided.

Revenue ismeasured at the fair value of the consideration received, net of trade discounts and sales taxes.

Long-term funded contracts
Where theoutcomeofacontractcanbeestimatedreliably, revenueandcostsarerecognisedbyreference to thestageofcompletionof thecontract
activity at the balance sheet date. The Group uses the ‘percentage of completionmethod’ to determine the appropriate amount to recognise in a
given period. The assessment of the stage of completion is dependent on the nature of the contract, but will generally be based on the estimated
proportion of the total contract costs which have been incurred to date. If a contract is expected to be loss-making, a provision is recognised for
the entire loss.

Employee benefits
Pension obligations and post-retirement benefits
TheGroup has both defined benefit and defined contribution plans.

For defined benefit plans the liability for each scheme recognised in the balance sheet is the present value of the defined benefit obligation at the
balance sheet date less the fair value of plan assets. The defined benefit obligation is calculated annually by independent actuaries using the
projected unit creditmethod. The present value of the defined benefit obligation is determined by discounting the estimated future cash outflows
using interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits will be paid, and that have terms
tomaturityapproximating to the termsof therelatedpension liability.Actuarialgainsand lossesarising fromexperienceadjustmentsandchanges
inactuarialassumptionsarerecognised in full in theperiod inwhich theyoccur,outsideof the incomestatementandarepresented in thestatement
of recognised income and expense. Past service costs are recognised immediately in the income statement, unless the changes to the pension
plan are conditional on the employees remaining in service for a specified period of time (the vesting period). In this case, the past service costs
are amortised on a straight-line basis over the vesting period.

For defined contribution plans, the Group pays contributions to publicly or privately administered pension insurance plans on a mandatory,
contractual or voluntary basis. Contributions are expensed as incurred.

TheGroup also has certain post-retirement healthcare schemeswhich are accounted for on a similar basis to the defined benefit plans.
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Accounting policies
continued
Employee benefits continued
Share-based compensation
TheGroup operates a number of equity-settled and cash-settled share-based compensation plans.

The fair value of the shares or share options granted is recognised as an expense over the vesting period to reflect the value of the employee
services received.

The fair valueofoptionsgranted,excluding the impactofanynon-market vestingconditions, is calculatedusingestablishedoptionpricingmodels,
principally binomialmodels. The probability ofmeeting non-market vesting conditions, which include profitability targets, is used to estimate the
number of share optionswhich are likely to vest.

Forcash-settledshare-basedpaymenta liability is recognisedbasedon the fair valueof thepaymentearnedby thebalancesheetdate.Forequity-
settled share-based payment the corresponding credit is recognised directly in reserves.

In accordancewith the transitional provisions of ‘IFRS 2: Share-based payment’, no charge has been recognised for grants of equity instruments
made before 7November 2002.

Exceptional items
Itemswhicharematerial eitherbecauseof their sizeor theirnature, andwhicharenon-recurring, arepresentedwithin their relevantconsolidated
income statement category, but highlighted separately on the face of the income statement. The separate reporting of exceptional items helps
provide a better picture of the Company’s underlying performance. Itemswhichmay be includedwithin the exceptional category include:

• profits/(losses) on disposal of businesses;

• spend on the integration of significant acquisitions and othermajor restructuring programmes;

• significant goodwill or other asset impairments;

• income and expenditure relating to JohnCrane, Inc. asbestos litigation; and

• other particularly significant or unusual items.

Exceptional items are excluded from the headline profit measures used by the Group. The basis of calculation of thesemeasures is explained in
note 3.

Discontinued operations
A discontinued operation is a component of the Group’s business that represents a separate major line of business or geographical area of
operations that has been disposed of, has been abandoned ormeets the criteria to be classified as held for sale.

Discontinued operations are presented on the income statement as a separate line and are shown net of tax.

Assets and businesses held for sale
Assetsandbusinessesclassifiedasheld forsalearemeasuredat the lowerof carryingamountand fair value lesscosts tosell. Impairment losses
on initial classificationasheld forsaleandgainsor lossesonsubsequent re-measurementsare included in the incomestatement.Nodepreciation
is charged on assets and businesses classified as held for sale.

Assetsandbusinessesareclassifiedasheld forsale if theircarryingamountwill berecoveredorsettledprincipally throughasale transactionrather
than through continuing use. The asset or businessmust be available for immediate sale and the salemust be highly probablewithin one year.

Intangible assets
Goodwill
Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the identifiable net assets of the acquired
subsidiary at the date of acquisition.

Goodwill arising fromacquisitions of subsidiaries after 1 August 1998 is included in intangible assets, tested annually for impairment and carried
at cost less accumulated impairment losses. Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the
entity sold. Goodwill arising fromacquisitions of subsidiaries before 1 August 1998was set against reserves in the year of acquisition.

Goodwill is tested for impairment at least annually. Any impairment is recognised immediately in the income statement. Subsequent reversals of
impairment losses for goodwill are not recognised.

Research and development
Expenditure on research and development is charged to the income statement in the year inwhich it is incurredwith the exception of:

• amounts recoverable from third parties; and

• expenditure incurred in respect of thedevelopmentofmajornewproductswhere theoutcomeof thoseprojects is assessedasbeing reasonably
certain as regards viability and technical feasibility. Such expenditure is capitalised and amortised straight line over the estimated period of sale
for each product, commencing in the year that sales of the product are firstmade.
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Intangible assets continued
Other intangible assets
The identifiable net assets acquired as a result of a business combinationmay include intangible assets other than goodwill. Any such intangible
assets are amortised straight line over their expected future lives.

The estimated useful lives are as follows:

Patents, licences and trademarks up to 20 years

Technology 7 to 12 years

Customer relationships up to 7 years

The assets’ useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

Property, plant and equipment
Property, plant and equipment is stated at historical cost less accumulated depreciation and any recognised impairment losses.

Land is not depreciated.Depreciation is providedonother assets estimated towrite off thedepreciable amount of relevant assets by equal annual
instalmentsover their estimateduseful lives. Ingeneral, the ratesusedare:Freeholdand long leaseholdbuildings–2%;Short leaseholdproperty
– over the period of the lease; Plant,machinery, etc. – 10% to 20%;Motor vehicles – 25%; Tools and other equipment – 10% to 33%.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date. An asset’s carrying amount is
written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable amount.

No borrowing costs are capitalised as part of property, plant and equipment.

Leases
Leases inwhichasignificant portionof the risksand rewardsof ownership are retainedby the lessor are classifiedasoperating leases.Payments
made under operating leases are charged to the income statement on a straight-line basis over the period of the lease.

Inventories
Inventoriesarestatedat the lowerofcostandnet realisablevalue.Cost isdeterminedusing the first-in, first-out (FIFO)method.Thecostof finished
goodsandwork inprogresscomprisesrawmaterials,direct labour,otherdirectcostsandrelatedproductionoverheads (basedonnormaloperating
capacity). It excludesborrowingcosts.Net realisable value is theestimatedsellingprice in theordinarycourseofbusiness, lessapplicable variable
selling expenses.

Trade and other receivables
Trade receivables are initially recognised at fair value and subsequentlymeasured at amortised cost, less any appropriate provision for estimated
irrecoverable amounts. A provision is established for irrecoverable amountswhen there is objective evidence that amounts dueunder the original
payment termswill not be collected.

Cash and cash equivalents
Cash and cash equivalents include cash at bank and in hand and highly liquid interest-bearing securitieswithmaturities of threemonths or less.

In the cash-flow statement cash and cash equivalents are shownnet of bank overdrafts, which are included as current borrowings in liabilities on
the balance sheet.

Provisions
Provisions forwarrantiesandproduct liability, disposal indemnities, restructuringcosts, vacant leaseholdpropertyand legal claimsarerecognised
when: the Company has a legal or constructive obligation as a result of a past event; it is probable that an outflow of resourceswill be required to
settle the obligation; and the amount has been reliably estimated. Provisions are not recognised for future operating losses.

Provisions are discountedwhere the time value ofmoney ismaterial.

Where there are a number of similar obligations, for example where a warranty provision has been given, the likelihood that an outflow will be
required insettlement isdeterminedbyconsidering theclassofobligationsasawhole.Aprovision is recognisedeven if the likelihoodofanoutflow
with respect to any one item included in the same class of obligationsmay be small.

Taxation
The charge for taxation is based on profits for the year and takes into account taxation deferred because of temporary differences between the
treatment of certain items for taxation and accounting purposes.

Deferred tax is provided in full using the balance sheet liabilitymethod. A deferred tax asset is recognisedwhere it is probable that future taxable
incomewill be sufficient to utilise the available relief. Tax is charged or credited to the income statement except when it relates to items charged
or credited directly to equity, in which case the tax is also dealt with in equity.

Deferred tax is provided on temporary differences arising on investments in subsidiaries and associates, except where the timing of the reversal
of the temporarydifferences iscontrolledby theCompanyand it isprobable that the temporarydifferencewill not reverse in the foreseeable future.

Deferred tax liabilities and assets are not discounted.
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Accounting policies
continued
Financial assets
The classification of financial assets depends on the purpose for which the assets were acquired. Management determines the classification of
an asset at initial recognition and re-evaluates the designation at each reporting date. Financial assets are classified as: loans and receivables or
financial assets where changes in fair value are charged (or credited) to the income statement.

Financial assets are initially recognised at transaction pricewhen theGroupbecomesparty to contractual obligations. The transaction price used
includes transaction costs unless the asset is being fair valued through the income statement.

The subsequent measurement of financial assets depends on their classification. Loans and receivables aremeasured at amortised cost using
theeffective interest ratemethod.Financial assetswherechanges in fair valuearecharged (orcredited) to the incomestatementaresubsequently
measuredat fair value.Realisedandunrealisedgainsand lossesarising fromchanges in the fair valueof the ‘financial assetsat fair value through
the income statement’ category are included in the income statement in the period inwhich they arise.

Financial assets are derecognised when the right to receive cash-flows from the assets has expired, or has been transferred, and the Company
has transferred substantially all of the risks and rewards of ownership.

Financial assets are classified as current if they are expected to be realisedwithin 12months of the balance sheet date.

Financial liabilities
Borrowings are initially recognised at the fair value of the proceeds, net of related transaction costs. These transaction costs, and any discount or
premiumon issue, are subsequently amortised under the effective interest ratemethod through the income statement as interest over the life of
the loan, and added to the liability disclosed in the balance sheet. Related accrued interest is included in the borrowings figure.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least one year
after the balance sheet date.

Derivative financial instruments and hedging activities
Derivativesare initially recognisedat fair valueon thedateaderivativecontract is entered intoandaresubsequently remeasuredat their fair value.
The method of recognising any resulting gain or loss depends on whether the derivative is designated as a hedging instrument and, if so, the
nature of the itembeing hedged.

Changes in the fair valueofanyderivative instruments thatdonotqualify forhedgeaccountingarerecognised immediately in the incomestatement.

Fair value hedge
Changes in the fair values of derivatives that are designated and qualify as fair value hedges are recorded in the income statement, together with
any changes in the fair values of the hedged assets or liabilities that are attributable to the hedged risk.

Cash-flowhedge
Theeffective portions of changes in the fair values of derivatives that are designated andqualify as cash-flowhedges are recognised in equity. The
gain or loss relating to any ineffective portion is recognised immediately in the income statement.

Amounts accumulated in equity are recycled in the income statement in the periodswhen the hedged itemswill affect profit or loss (for instance
when the forecast sale that is hedged takes place). If a forecast transaction that is hedged results in the recognition of a non-financial asset (for
example, inventory) or a liability, the gains and losses previously deferred in equity are transferred from equity reserves and included in the initial
measurement of the cost of the asset or liability.

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting, any cumulative gain or loss
existing in equity at that time remains in equity and is recognisedwhen the forecast transaction is ultimately recognised in the incomestatement.
When a forecast transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred to
the income statement.

Net investment hedge
Hedges of net investments in foreign operations are accounted for similarly to cash-flow hedges. Any gain or loss on the hedging instrument
relating to the effective portion of the hedge is recognised in equity; the gain or loss relating to any ineffective portion is recognised immediately in
the income statement.

When a foreign operation is disposed of gains and losses accumulated in equity related to that operation are included in the income statement.

Embedded derivatives
Derivativesembedded inother financial instrumentsorotherhostcontractsare treatedasseparatederivativeswhen their risksandcharacteristics
arenot closely related to thoseof thehost contracts and thehost contracts arenot carriedat their fair value.Unrealisedgainsand losseson these
embedded derivatives are recognised in the income statement.
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Fair value of financial assets and liabilities
The fair values of financial assets and financial liabilities are the amounts at which the instrument could be exchanged in a current transaction
betweenwilling parties, other than in a forced or liquidation sale.

The followingmethods are used to estimate the fair values of the financial instruments:

• cash, trade receivables and payables and floating rate borrowings – the carrying value is a good approximation of the fair value;

• fixed rate borrowings – quotedmarket prices of equivalent instruments; and

• forward exchange contracts, currency swaps, interest rate instruments and embedded derivatives – net present value of the future cash-flows,
calculated usingmarket data at the balance sheet date (principally exchange rates and yield curves).

Borrowings are carried on the balance sheet at amortised cost adjusted for fair value interest rate hedging. The fair value of fixed rate borrowings
is only used for supplementary disclosures.

Financial guarantees
Financial guarantees are initially recognised at the fair value of the consideration received.

At each subsequent balance sheet date an estimate ismade of the paymentswhichwill be required under the guarantee in accordancewith ‘IAS
37: Provisions, contingent liabilities and contingent assets’. The guarantee is then valued at the higher of its initial value less revenue recognised
to date and the best estimate of the total paymentswhichwill be required under the contract.

Any gains or losses on the contract are recognised in the income statement.

Dividends
Dividends are recognised as a liability in the period in which they are authorised. The interim dividend is recognised when it is paid and the final
dividend is recognisedwhen it has been approved by shareholders at the Annual GeneralMeeting.

Recent accounting developments
The following standards and interpretations have been issued by the IASB and are likely to affect future annual reports and accounts.

An amendment to ‘IAS 23:Borrowing costs’was issued inMarch 2007 andwill be implemented by theGroup from1August 2009. This eliminates
the option, currently used by the Group, of expensing all borrowing costs when they are incurred. As retrospective adoption is not required, there
willbenochanges to the informationpreviously reportedwhenthisstandard isadopted.The impactof thenewpolicyon futurereportedperformance
is expected to be limited.

An amendment to ‘IFRS 2: Share-based payment’ was issued in January 2008 and will be implemented by the Group from 1 August 2009. This
provides a definition of vesting conditions and specifies the accounting treatment for non-vesting conditions. It is not expected to have amaterial
effect on the share-based payment charge recognised in the Group accounts because only a small proportion of awards under employee share
schemes is affected by failures to comply with non-vesting conditions.

‘IFRS3: (Revised) business combinations’ and ‘IAS27: (Revised) consolidatedandseparate financial statements’were issued in January 2008and
willbe implementedby theGroup from1August2009. Implementing IFRS3 (revised)will significantlychangetherecognitionofgoodwill, acquisition
costs andcontingent consideration relating to acquisitions.However it only applies to acquisitionsmadeafter it hasbeenadopted. IAS27 (revised)
requires different accounting treatment forminority interest but it is not expected to affect the Group’s financial results or positionmaterially.

‘IAS 1: (Revised) Presentation of financial statements’was issued in January 2008 andwill be implementedby theGroup from1August 2009. This
requires the reconciliation of movements in equity to be presented as a primary financial statement and increased disclosures when there is a
restatement of comparatives.

‘IFRIC 15: Agreements for the construction of real estate’ was issued on 3 July 2008 and will be implemented by the Group from 1 August 2009.
The Group is not involved in the construction or sale of residential real estate. However a review of contract accounting has been undertaken to
establishwhether or not the same principles apply to any transactions undertaken by the Group. The impact of adopting this interpretation is not
expected to bematerial.

Parent company
The accounts of the parent company, Smiths Group plc, have been prepared in accordancewith UKGAAP. The Company accounts are presented
in separate financial statements on pages 121 to 130.

The principal subsidiaries of the parent company are listed in the above accounts.

The ultimate parent company of the Group is Smiths Group plc, a company incorporated in England, and listed on the London Stock Exchange.
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Notes to the accounts
1 Segment information
Analysis by operating segment
From 1 August 2008 the Group has been organised into five divisions: Smiths Detection, John Crane, Smiths Medical, Smiths Interconnect and
Flex-Tek. Prior period disclosures have been amended to conform to the new structure. The ‘Other’ division comprises the Marine Systems
businesswhichwas sold on 8November 2007 and the Specialty Engineering divisional officewhichwas disbanded on 31 July 2008.

These divisions design andmanufacture the following products:

• Smiths Detection – sensors that detect and identify explosives, narcotics, weapons, chemical agents, biohazards and contraband;

• JohnCrane –mechanical seals, seal support systems, engineered bearings, power transmission couplings and specialist filtration systems;

•SmithsMedical –medicationdeliverysystems, vital careproductsandsafetydevices thatpreventneedlestick injuriesandreducecross infection;

• Smiths Interconnect – specialised electronic and radio frequency products;

• Flex-Tek – engineered components that heat andmove fluids and gases, flexible hosing and rigid tubing.

Thepositionandperformanceofeachdivision is reportedmonthly to theBoardofDirectors.This information ispreparedusing thesameaccounting
policies as the consolidated financial information except that the Group uses headline operating profit tomonitor divisional results and operating
assets tomonitor divisional position. See note 3 for an explanation of which items are excluded fromheadlinemeasures.

Intersegment sales and transfers are charged at arms length prices.

Year ended 31 July 2009

Smiths Smiths Smiths
Detection JohnCrane Medical Interconnect Flex-Tek Other Total

£m £m £m £m £m £m £m

Revenue 500.9 789.8 833.5 318.1 222.3 2,664.6

Divisional headline operating profit 63.1 142.8 163.9 55.5 21.9 447.2
Corporate headline operating costs (29.7)

Headline operating profit 63.1 142.8 163.9 55.5 21.9 417.5

Divisional exceptional operating items (note 4) (23.8) 0.5 (4.4) (27.7)
Corporate exceptional operating items (note 4) 73.3
Amortisation of acquired intangible assets (0.5) (13.3) (16.6) (4.2) (34.6)

Operating profit 62.6 105.7 147.8 51.3 17.5 428.5

Exceptional finance costs – adjustment to discounted
provision (note 4) (7.1) (7.1)
Net finance costs – other (51.0)
Share of post-tax profits of associate companies 0.4 0.4

Profit before taxation 370.8

Year ended 31 July 2008

Smiths Smiths Smiths
Detection JohnCrane Medical Interconnect Flex-Tek Other Total

£m £m £m £m £m £m £m

Revenue 509.3 625.8 703.4 260.6 206.1 16.0 2,321.2

Divisional headline operating profit 93.3 103.8 139.6 54.0 24.3 0.8 415.8
Corporate headline operating costs (35.2)

Headline operating profit 93.3 103.8 139.6 54.0 24.3 0.8 380.6

Divisional exceptional operating items (note 4) 0.1 (51.0) (9.4) (1.3) (0.1) 28.3 (33.4)
Corporate exceptional operating items (note 4) (2.0)
Amortisation of acquired intangible assets (0.4) (5.5) (11.3) (2.0) (19.2)
Financing losses (0.4) 0.1 (0.3)

Operating profit 93.0 47.3 118.5 50.7 24.3 29.1 325.7

Exceptional finance costs – adjustment to discounted
provision (note 4) (4.7) (4.7)
Net finance costs – other (0.7)
Share of post-tax (losses)/profits of associate companies (1.4) 0.4 (1.0)

Profit before taxation 319.3
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1 Segment information continued
Divisional headline operating profit is stated after charging/(crediting) the following items:

Year ended 31 July 2009

Smiths Smiths Smiths Reconciling
Detection JohnCrane Medical Interconnect Flex-Tek Other items Total

£m £m £m £m £m £m £m £m

Depreciation 8.8 12.8 28.7 6.5 4.5 0.9 62.2
Amortisation 7.6 2.9 8.8 0.7 0.1 35.1 55.2
Other non-cash items
– share-based payment 0.6 2.5 0.7 0.1 0.1 4.0 8.0
– goodwill and other asset impairments 0.6 3.4 4.0

Year ended 31 July 2008

Smiths Smiths Smiths Reconciling
Detection JohnCrane Medical Interconnect Flex-Tek Other items Total

£m £m £m £m £m £m £m £m

Depreciation 7.6 9.6 26.3 4.5 4.2 1.0 53.2
Amortisation 4.0 1.5 5.4 0.5 0.1 19.5 31.0
Other non-cash items
– share-based payment 1.2 1.6 2.0 0.8 0.4 6.9 12.9
– goodwill and other asset impairments 0.3 0.3

The reconciling items are central costs, amortisation of acquired intangible assets and chargeswhich qualify as exceptional.

The capital expenditure for each division is:

Smiths Smiths Smiths Reconciling
Detection JohnCrane Medical Interconnect Flex-Tek Other items Total

£m £m £m £m £m £m £m £m

Capital expenditure year ended 31 July 2009 26.6 19.0 33.7 7.3 4.7 6.0 97.3
Capital expenditure year ended 31 July 2008 32.0 21.5 37.3 5.6 2.4 1.3 100.1

The operating assets and liabilities of the five divisions are set out below:

31 July 2009

Smiths Smiths Smiths
Detection JohnCrane Medical Interconnect Flex-Tek Total

£m £m £m £m £m £m

Property, plant, equipment, development projects and other intangibles 101.9 101.0 180.9 30.0 26.6 440.4
Investments in associates 11.2 11.2
Working capital assets 300.2 266.2 262.3 96.3 58.9 983.9

Operating assets 413.3 367.2 443.2 126.3 85.5 1,435.5
Derivatives, tax and retirement benefit assets 258.5
Goodwill and acquired intangibles 1,373.5
Corporate assets 16.8
Cash 91.7

Total assets 3,176.0

Working capital liabilities (141.5) (115.7) (100.0) (47.2) (25.8) (430.2)
Corporate and non-headline liabilities (298.4)
Derivatives, tax and retirement benefit liabilities (608.0)
Borrowings (976.6)

Total liabilities (2,313.2)

Non-headline liabilities comprise provisions and accruals relating to exceptional items, acquisitions and disposals.
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Notes to the accounts
continued
1 Segment information continued

31 July 2008

Smiths Smiths Smiths
Detection JohnCrane Medical Interconnect Flex-Tek Total

£m £m £m £m £m £m

Property, plant, equipment, development projects and other intangibles 85.3 82.8 158.7 24.9 24.7 376.4
Investments in associates 9.1 9.1
Working capital assets 292.5 249.3 261.2 85.7 63.3 952.0

Operating assets 386.9 332.1 419.9 110.6 88.0 1,337.5
Derivatives, tax and retirement benefit assets 278.3
Goodwill and acquired intangibles 1,151.9
Corporate assets 33.1
Cash 132.5

Total assets 2,933.3

Working capital liabilities (145.3) (118.8) (90.5) (46.5) (29.2) (430.3)
Corporate and non-headline liabilities (288.5)
Derivatives, tax and retirement benefit liabilities (393.2)
Borrowings (903.1)

Total liabilities (2,015.1)

Non-headline liabilities comprise provisions and accruals relating to exceptional items, acquisitions and disposals.

Analysis of revenue
TheGroup’s statutory revenue is analysed as follows:

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Sale of goods 2,460.9 2,077.8
Contracts 67.4 132.1
Services 136.3 111.3

2,664.6 2,321.2

The revenue for themain product and service lines for each division is:

Ports and Emergency Critical
Transportation borders Military responders infrastructure Non-security Total

SmithsDetection £m £m £m £m £m £m £m

Revenue year ended 31 July 2009 181.9 53.1 131.6 27.5 67.4 39.4 500.9
Revenue year ended 31 July 2008 190.9 114.9 76.1 24.0 57.9 45.5 509.3

Original equipmentmanufacture Aftermarket Total

Oil, gas and Chemical and General
petrochemical pharmaceutical Distributors industry

JohnCrane £m £m £m £m £m £m

Revenue year ended 31 July 2009 295.6 296.1 71.8 48.6 77.7 789.8
Revenue year ended 31 July 2008 224.1 219.4 66.3 39.9 76.1 625.8

Medication Safety
delivery Vital care devices Total

SmithsMedical £m £m £m £m

Revenue year ended 31 July 2009 237.3 335.2 261.0 833.5
Revenue year ended 31 July 2008 202.8 287.3 213.3 703.4

Military and Rail, Medical
Telecom Aerospace and Automation Total

Smiths Interconnect £m £m £m £m

Revenue year ended 31 July 2009 95.9 154.8 67.4 318.1
Revenue year ended 31 July 2008 80.6 116.4 63.6 260.6

Flexible Heat
Aerospace Solutions Solutions Total

Flex-Tek £m £m £m £m

Revenue year ended 31 July 2009 59.7 49.0 113.6 222.3
Revenue year ended 31 July 2008 49.0 52.5 104.6 206.1
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1 Segment information continued
Analysis by geographical areas
TheGroup’s revenue by destination and non-current operating assets by location are shown below:

Intangible assets, property
plant and equipment and
investments accounted for

Revenue using the equitymethod

Year ended Year ended
31 July 2009 31 July 2008 2009 2008

£m £m £m £m

United Kingdom 115.8 148.3 143.9 146.9
Germany 148.4 140.0 335.7 311.6
France 98.2 89.1 15.1 12.5
Other European 333.9 357.2 126.4 123.2
United States of America 1,287.6 1,003.2 1,056.8 875.2
Canada 98.9 83.2 15.5 14.9
Mexico 24.5 21.1 6.8 7.1
Japan 106.1 73.8 19.8 14.6
China 70.6 59.1 74.0 19.1
Rest of theWorld 380.6 346.2 35.5 33.5

2,664.6 2,321.2 1,829.5 1,558.6

2 Operating profit is stated after charging
Year ended Year ended
31 July 2009 31 July 2008

£m £m

Research and development expense 66.7 52.7
Operating leases
– land and buildings 21.7 20.2
– other 9.4 7.9

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Audit services
Fees payable to the Company’s auditors for the audit of the parent company and consolidated accounts 0.5 0.5
Fees payable to the Company’s auditors and its associates for other services:
– the audit of the Company’s subsidiaries, pursuant to legislation 3.4 3.5
– other services pursuant to legislation 0.1

4.0 4.0
Tax services
– compliance services 0.1
– advisory services 0.2 0.1
Services in relation to corporate acquisition and disposal transactions
– due diligence 0.1
All other services 0.3 0.2

Other services relate to one-off projects.
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Notes to the accounts
continued
3 Headline profitmeasures
The Company seeks to present a measure of underlying performance which is not impacted by exceptional items or items considered
non-operational in nature. Thismeasure of profit is described as ‘headline’ and is used bymanagement tomeasure andmonitor performance.

The following items have been excluded from the headlinemeasure:

• exceptional items, including income and expenditure relating to JohnCrane, Inc. asbestos litigation;

• amortisationof intangibleassetsacquired inabusinesscombination– theamortisationcharge isanon-cash item,and thedirectorsbelieve that
it should be added back to give a clearer picture of underlying performance; and

• other financing gains and losses, which represent the potentially volatile gains and losses on derivatives and other financial instruments which
do not fall to be hedge accounted under IAS 39.

The excluded items are referred to as ‘non-headline’ items.

Year ended Year ended
31 July 2009 31 July 2008

Notes £m £m

Operating profit 428.5 325.7
Exclude:
– exceptional operating items 4 (45.6) 35.4
– amortisation of acquired intangible assets 12 34.6 19.2
– other financing gains and losses 0.3

Non-headline items in operating profit (11.0) 54.9

Headline operating profit 417.5 380.6

Finance costs (58.1) (5.4)
Exclude:
– exceptional finance costs 4 7.1 4.7
– other financing gains and losses 5 3.8 1.4

Non-headline items in finance costs 10.9 6.1

Headline finance costs (47.2) 0.7

Profit before taxation 370.8 319.3
Non-headline items in operating profit (11.0) 54.9
Non-headline items in finance costs 10.9 6.1

Headline profit before taxation 370.7 380.3

Profit after taxation – continuing operations 275.9 244.3
Exclude:
– non-headline items in profit before taxation (0.1) 61.0
– tax on excluded items 6 6.1 (16.3)

6.0 44.7

Headline profit after taxation – continuing operations 281.9 289.0
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4 Exceptional items
An analysis of the amounts presented as exceptional items in these financial statements is given below:

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Operating items
Restructuring of corporate headquarters and divisional reorganisation (23.7) (4.5)
Gains on changes to post-retirement benefits 70.3
Integration of acquisitions (9.1)
Profit on disposal of businesses 1.6 27.2
Profit on disposal of property 12.6
Litigation:
– provision for JohnCrane, Inc. asbestos litigation (note 22) (15.2) (49.0)

45.6 (35.4)
Financing items
Exceptional finance costs – adjustment to discounted provision (note 22) (7.1) (4.7)

38.5 (40.1)

Year ended 31 July 2009
In the current year £23.7m has been charged in respect of the restructuring of corporate centre and divisional reorganisation including an
impairment charge of £3.1m in respect of affected properties. The total costs are expected to amount to approximately £45m over the period
to 2010.

The Group has closed the US defined benefit pension plan. With effect from 30 April 2009, no further benefits will accrue under this plan and
a curtailment gain of £19.4m has arisen. In addition the cost of post-retirement healthcare provision in both the UK and US has been reduced
by requiring greater beneficiary contributions. As a result a past service benefit of £50.9mhas arisen.

The operating charge of £15.2m in respect of JohnCrane, Inc. asbestos litigation comprises £10.6m in respect of increased provision for adverse
legal judgments, £2.5m arising from movements in the discounting due to changes in US interest rates and £2.1m in respect of legal fees in
connectionwith litigation against insurers.

Year ended 31 July 2008
On3June2008 theCompanyannouncedanumberofchanges to itscorporatecentreanddivisionalorganisation.The total costof this restructuring,
including redundancy, relocation and consolidation ofmanufacturing, was considered exceptional by virtue of its size.

In addition, restructuring costs in connectionwith the integration ofMedex amounting to £9.1mwere incurred in the period.

The operating charge of £49.0m in respect of John Crane, Inc. asbestos litigation comprised a £40.0m provision for the expected costs of future
asbestos judgments, £5.2m in respect of adverse legal judgments (net of insurer contributions previously lodged as collateral) and £3.8marising
frommovements in the discounting due to changes in US interest rates (see note 22).
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Notes to the accounts
continued
5 Net finance costs

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Interest receivable 2.1 2.2

Interest payable
– bank loans and overdrafts (17.4) (19.6)
– other loans (37.0) (23.6)

Interest payable (54.4) (43.2)

Other financing (losses)/gains
– fair value losses on hedged debt (5.6) (4.0)
– fair value gains on fair value hedge 5.6 4.0
– net foreign exchange losses (3.8) (1.4)
– exceptional finance costs – adjustment to discounted provision (7.1) (4.7)

Other financing losses (10.9) (6.1)

Retirement benefits
– return on plan assets 204.1 217.3
– interest cost (199.0) (175.6)

Retirement benefits 5.1 41.7

Net finance costs (58.1) (5.4)

6 Taxation
Continuing Continuing Discontinued Discontinued
Year ended Year ended Year ended Year ended
31 July 2009 31 July 2008 31 July 2009 31 July 2008

£m £m £m £m

The taxation charge for the year comprises
– current taxation 65.7 67.0
– deferred taxation 29.2 8.0 0.2 2.3

Total taxation expense in the income statement 94.9 75.0 0.2 2.3

Current taxation
–UK corporation tax
– foreign tax 65.7 67.0
– discontinued tax

65.7 67.0

Reconciliation of the total tax charge
The tax expense on the profit for the period is different from the standard rate of corporation tax in the UK of 28% (2008: 29.3%). The difference is
reconciled as follows:

Continuing Continuing Discontinued Discontinued
Year ended Year ended Year ended Year ended
31 July 2009 31 July 2008 31 July 2009 31 July 2008

£m £m £m £m

Profit before tax 370.8 319.3 (5.7) 26.8

Notional taxation expense at UK rate of 28% (2008: 29.3%) 103.8 93.7 (1.6) 7.9
Effect of overseas taxation 10.6 8.2
Compliance benefits (16.8) (12.4)
Local incentives (8.8) (16.1)
Tax effect of other non-headline items 6.1 1.6
Tax effect of Aerospace sale 1.8 (5.6)

94.9 75.0 0.2 2.3

Comprising
– taxation on headline profit 88.8 91.3
– tax on non-headline profit/(loss) 6.1 (16.3)
– tax on sale of discontinued operations 0.2 2.3

Total taxation expense in the income statement 94.9 75.0 0.2 2.3
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6 Taxation continued
Year ended Year ended
31 July 2009 31 July 2008

£m £m

Tax on items charged/(credited) to equity
Current tax credit
– share-based payment (5.2)

(5.2)
Deferred tax (credit)/charge
– retirement benefit schemes (94.3) (75.5)
– share-based payment 4.0 3.8

(90.3) (76.9)

Deferred taxation
Excess tax

depreciation Retirement Capitalised
on fixed assets Share-based benefit development
and goodwill payment obligations expenditure Other Total

£m £m £m £m £m £m

At 31 July 2007 (72.1) 15.7 (55.2) (10.2) 97.8 (24.0)
Credit/(charge) to income statement 9.7 0.3 (31.3) (1.6) 12.6 (10.3)
Charge to equity (3.8) 75.5 71.7
Other 6.0 6.0
Disposals (12.8) (12.8)
Exchange adjustments (1.9) 0.5 (0.2) 2.9 1.3

At 31 July 2008 (64.3) 12.2 (10.5) (12.0) 106.5 31.9

Deferred tax assets (2.6) 0.3 19.7 (4.6) 83.4 96.2
Deferred tax liabilities (61.7) 11.9 (30.2) (7.4) 23.1 (64.3)

At 31 July 2008 (64.3) 12.2 (10.5) (12.0) 106.5 31.9

Credit/(charge) to income statement 8.0 (4.3) (35.8) (4.0) 6.7 (29.4)
Charge to equity (4.0) 94.3 90.3
Other (4.1) (4.1)
Exchange adjustments (8.0) 3.0 (1.6) 16.1 9.5

At 31 July 2009 (68.4) 3.9 51.0 (17.6) 129.3 98.2

Deferred tax assets (4.9) 3.9 50.6 (8.9) 124.0 164.7
Deferred tax liabilities (63.5) 0.4 (8.7) 5.3 (66.5)

At 31 July 2009 (68.4) 3.9 51.0 (17.6) 129.3 98.2

Included inOther above is a deferred tax liability of £4.0m (2008: £9.3m) relating to unremitted overseas earnings.Noadditional tax liabilities have
been recognisedbecause theGroup is in aposition to control the timingof other temporarydifferencesand it is probable that suchdifferenceswill
not reverse in the future. Other deferred tax also includes the tax benefits of losses carried forward amounting to £31.3m (2008: £26.7m).

TheGrouphasnot recogniseddeferred taxassets relating to tax lossesof£78.3m(2008: £102.2m), due touncertainty as to their recoverability. The
expiry date of operating losses carried forward is dependent upon the lawof the various territories inwhich the losses arise. A summary of expiry
dates for losses in respect of which restrictions apply is set out below.

Restricted losses
2009 Expiry of 2008 Expiry of
£m losses £m losses

Territory
– Americas 10.7 2019-2025 10.7 2019-2025

Total restricted losses 10.7 10.7

Unrestricted losses:
– operating losses 67.6 No expiry 91.5 No expiry

Total 78.3 102.2
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Notes to the accounts
continued
7 Discontinued operations
On 5 May 2007, the Group sold its Aerospace operations to General Electric Company. The Aerospace operations sold comprised the previously
reported Aerospace business segment and a US microwave company. The disposal group was treated as a discontinued operation in the 2007
Annual Report and Accounts.

Profit on disposal of operation
Year ended Year ended
31 July 2009 31 July 2008

£m £m

Total consideration 6.1
Provisions and disposal costs (5.7) 17.1
Provision for settlement loss 3.6

Pre-tax (loss)/profit on disposal (5.7) 26.8

Cash received fromdisposal of Aerospace operations 0.2 3.0
Disposal costs (2.1) (9.3)

Net cash outflow on disposal (1.9) (6.3)

Provisions and disposal costs includes exchange gains and losses on disposal provisions.

The £6.1m consideration recognised in the year ended 31 July 2008 arose from the finalisation of the working capital adjustment. The provisions
and disposal costs movement for the year ended 31 July 2008 included £4.3m other finance income relating to retirement benefits and £12.7m
relating to the reassessment of the carrying value of other assets and liabilities

Financial information for the Aerospace operations after Group eliminations is presented below.

Results fromdiscontinued operations
Year ended Year ended
31 July 2009 31 July 2008

£m £m

(Loss)/profit on disposal (5.7) 26.8
Attributable tax charge (note 6) (0.2) (2.3)

(Loss)/profit for the period (5.9) 24.5

Earnings per share fromdiscontinued operations – pence
Basic (1.5p) 6.3p
Diluted (1.5p) 6.2p

Cash-flows fromdiscontinued operations
Year ended Year ended
31 July 2009 31 July 2008

£m £m

Profit before taxation (including profit on disposal of Aerospace operations) (5.7) 26.8
Profit on disposal of discontinued operations 5.7 (26.8)

Net cash inflow fromoperating activities

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Investing activities (1.9) (6.3)

(1.9) (6.3)
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8 Dividends
The following dividendswere declared and paid in the period:

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Ordinary final dividend of 23.50p for 2008 (2007: 23.50p) paid 21November 2008 91.1 90.8
Ordinary interim dividend of 10.5p for 2009 (2008: 10.5p) paid 24 April 2009 40.9 40.6

132.0 131.4

The final dividend for the year ended 31 July 2009 of 23.5p per share was declared by the Board on 29 September 2009 and will be paid to
shareholders on 20November 2009. This dividend has not been included as a liability in these accounts and is payable to all shareholders on the
register ofMembers at close of business on 23October 2009.

9 Earnings per share
Basic earnings per share are calculated by dividing the profit for the period attributable to equity shareholders of the Parent Company by the
average number of ordinary shares in issue during the year.

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Profit attributable to equity shareholders for the year
– continuing 275.4 244.0
– total 269.5 268.5

Average number of shares in issue during the year 388,786,063 387,446,186

Diluted earnings per share are calculated by dividing the profit attributable to ordinary shareholders by 392,591,613 (2008: 391,851,712) ordinary
shares, being theaveragenumberof ordinary shares in issueduring theperiodadjustedby thedilutive effect of employeeshare schemes. For the
year ended 31 July 2009 options over 5,017,907 (2008: 1,376,331) shareswere excluded from this calculation because their effect was anti-dilutive
for continuing operations.

A reconciliation of basic and headline earnings per share – continuing is as follows:

Year ended 31 July 2009 Year ended 31 July 2008

EPS EPS
£m (p) £m (p)

Profit attributable to equity shareholders of the Parent Company 275.4 70.8 244.0 63.0
Exclude:
Non-headline items and related tax (note 3) 6.0 1.6 44.7 11.5

Headline 281.4 72.4 288.7 74.5

Headline EPS – diluted (p) 71.7 73.7
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Notes to the accounts
continued
10 Post-retirement benefits
Smithsoperatesanumberofdefinedbenefitplans throughout theworld.Theprincipalschemesare in theUnitedKingdomand in theUnitedStates
andassets areheld in separate trustee-administered funds. TheGroupalso provides adefined contribution (401K) plan for itsUSemployees. The
US defined benefit pension plan was closed with effect from 30 April 2009, fromwhich date 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 will
contribute 50%of the 2009 premiumand thememberwill pay the remainder of the premium.

Pension costs areassessed in accordancewith theadviceof independent, professionally-qualified actuaries. Themost recent actuarial valuations
of the two principal UK schemes were performed using the Projected Unit Method as at 31 March 2006. The most recent valuations of the six
principalUSpensionandpost-retirementhealthcareplanswereperformedat1January2008.Thesevaluationshavebeenupdatedby independent
qualifiedactuaries inorder toassess the liabilitiesof theschemesasat31July2009.Schemeassetsarestatedat theirmarket values.Contributions
to the schemes aremade on the advice of the actuarieswith the objective that the benefits be fully funded during the schememembers’ average
working lives.

The principal assumptions used in updating the valuations are set out below:
2009 2008

UK US Other UK US Other

Rate of increase in salaries 3.8% n/a 3.1% 4.1% 3.8% 3.7%
Rate of increase in pensions in payment 3.3% n/a 1.4% 3.6% n/a 1.4%
Rate of increase in deferred pensions 3.3% n/a 0.6% 3.5% n/a 0.7%
Discount rate 5.9% 6.0% 5.9% 6.6% 6.8% 6.0%
Inflation rate 3.3% n/a 1.7% 3.6% 3.3% 2.5%
Healthcare cost increases 5.0% n/a 3.0% 5.0% * 3.8%
*8%p.a. reducing 0.5%p.a. to 5% in 2014

The assumptions used are estimates chosen from a range of possible actuarial assumptions which, due to the timescale covered, may not
necessarily occur in practice. For countries outside theUK andUSA these are disclosed as aweighted average.

Themortality assumptions used in the principal UKschemesare based on thenewSAPSAll Birth year tableswith relevant scaling factors based
on recent actualmortality experience ofmemberswithin each. They allow for future improvements in life expectancy in linewith 80%and 60%of
the long cohort formales and females respectivelywith anannual 1%underpin. Themortality assumptionsused in theprincipalUSschemesare
based on the most recent mortality study table produced for retired pensioners in the US (RP 2000 table). The table selected allows for future
mortality improvements and applies an adjustment for job classification (blue collar versuswhite collar). The assumptions give the following:

Expected further years of life UK US

Male Female Male Female

Memberwho retires next year at age 65 22 24 19 21
Member, currently 45, when they retire in 20 years time 24 25 19 21

The assets in the scheme and the expected rates of return as at 31 July 2009were:

2009

UKschemes US schemes Other countries Total

Long-term Value Long-term Value Long-term Value
rate of return £m rate of return £m rate of return £m £m

Equities 8.2% 1,113.1 8.8% 198.6 9.3% 7.8 1,319.5
Government bonds 4.5% 242.5 4.3% 68.5 4.6% 3.5 314.5
Corporate bonds 5.9% 267.1 6.0% 44.2 7.7% 2.5 313.8
Insured liabilities 5.9% 490.1 6.0% 1.8 n/a 491.9
Property 7.2% 137.8 n/a 2.9% 0.2 138.0
Other 5.0% 163.1 3.0% 21.4 5.0% 12.9 197.4

Totalmarket value 2,413.7 334.5 26.9 2,775.1
Present value of funded scheme liabilities (2,531.8) (462.6) (33.2) (3,027.6)

Deficit (118.1) (128.1) (6.3) (252.5)

Unfunded pension plans (36.0) (4.9) (18.7) (59.6)
Post-retirement healthcare (6.2) (18.0) (0.7) (24.9)

Present value of unfunded obligations (42.2) (22.9) (19.4) (84.5)
Unrecognised asset due to surplus restriction (2.0) (2.0)

Net pension liability (160.3) (151.0) (27.7) (339.0)

Post-retirement assets 39.2 39.2
Post-retirement liabilities (199.5) (151.0) (27.7) (378.2)

Net pension liability (160.3) (151.0) (27.7) (339.0)

96 Smiths Group plc Annual report 2009



10 Post-retirement benefits continued
2008

UK schemes US schemes Other countries Total

Long-term Value Long-term Value Long-term Value
rate of return £m rate of return £m rate of return £m £m

Equities 8.2% 1,165.8 8.8% 187.5 8.8% 7.1 1,360.4
Government bonds 4.8% 445.1 5.3% 83.8 6.6% 4.9 533.8
Corporate bonds 6.6% 258.4 6.8% 25.8 7.1% 1.8 286.0
Insured liabilities 6.6% 271.4 6.8% 1.5 n/a 272.9
Property 7.2% 188.7 n/a 3.2% 0.2 188.9
Other 5.8% 289.0 6.0% 17.9 5.0% 11.0 317.9

Totalmarket value 2,618.4 316.5 25.0 2,959.9
Present value of funded scheme liabilities (2,468.8) (357.0) (30.7) (2,856.5)

Surplus/(deficit) 149.6 (40.5) (5.7) 103.4

Unfunded pension plans (34.3) (3.7) (16.4) (54.4)
Post-retirement healthcare (15.2) (42.0) (0.8) (58.0)

Present value of unfunded obligations (49.5) (45.7) (17.2) (112.4)
Unrecognised asset due to surplus restriction (1.5) (1.5)

Net pension asset/(liability) 100.1 (86.2) (24.4) (10.5)

Post-retirement assets 174.2 174.2
Post-retirement liabilities (74.1) (86.2) (24.4) (184.7)

Net pension asset/(liability) 100.1 (86.2) (24.4) (10.5)

Other assets in theUK andUS comprise cash and current assets.

During 2009 the Trustees of the TI Pension Scheme invested £249.3m (2008: £250.0m) in annuities which arematched with specific liabilities of
the scheme.

Theschemeassetsdonot includeanyof theGroup’sown financial instruments,noranypropertyoccupiedby,norotherassetsusedby, theGroup.
The expected rates of return on individual categories of scheme assets are determined by reference to relevant industries. The overall rate of
return is calculated byweighting the individual rates in accordancewith the anticipated balance in the scheme’s investment portfolios.

Amounts recognised in the income statement – continuing and discontinued operations
Year ended 31 July 2009 Year ended 31 July 2008

Unfunded Unfunded
pension/post- pension/post-

retirement retirement
healthcare healthcare

Funded defined benefit pension schemes plans Funded defined benefit pension schemes plans

UK US Other UK US Other
£m £m £m £m £m £m £m £m

Current service cost 9.4 7.4 1.6 2.5 11.3 7.6 1.3 2.4
Past service (gain)/cost (51.5) 1.0 0.1
Settlement losses 20.7
Curtailment gains (19.4) (1.1)

Total charge/(credit) 9.4 (12.0) 1.6 (49.0) 30.9 8.6 1.4 2.4

Expected return on pension scheme assets (174.0) (28.3) (1.8) (199.5) (24.5) (1.5)
Interest on pension scheme liabilities 158.8 30.0 2.2 8.0 148.3 23.0 1.5 6.7

Net return (15.2) 1.7 0.4 8.0 (51.2) (1.5) 6.7

Total (credited)/charged to income statement (5.8) (10.3) 2.0 (41.0) (20.3) 7.1 1.4 9.1

The actual return on scheme assetswas a loss of £141.3m (2008: loss of £124.5m).

Thepast service gain of £51.5m includes £41.9mrelating to benefit changes in theUSpost-retirement healthcare plans, £9.0mrelating to benefit
changes in theUK post-retirement healthcare plans and £0.6m relating to thewithdrawal of a UKChristmas bonus scheme. £50.9mof this gain
is recorded under exceptional operating items in the income statement.

The curtailment gain of £19.4m relates to the closure of theUS defined benefit scheme.
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10 Post-retirement benefits continued
The operating cost is charged as follows:

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Cost of sales 4.0 6.6
Sales and distribution costs 3.3 5.0
Administrative expenses 13.0 12.1
Discontinued operations 20.7
Exceptional operating items (70.3)
Profit on disposal of business/curtailment gain (1.1)

In2008 thepensionsettlement relating to theactiveAerospaceemployeeswascompleted, resulting ina£20.7msettlementcharge todiscontinued
operations.

Amounts recognised directly in the consolidated statement of recognised incomeand expense
Actuarial lossesof£429.9m(2008: lossesof£254.5m)havebeenreported in thestatementof recognised incomeandexpense.This includesa loss
of £0.5m (2008: gain of £0.9m) in respect of unrecognised assets owing to surplus restriction. Cumulative actuarial losses from 1 August 2004
reported in the statement of recognised income and expense are £543.0m (2008: cumulative losses of £113.1m).

Changes in present value of defined benefit obligations
Year ended 31 July 2009 Year ended 31 July 2008

Unfunded Unfunded
pension/post- pension/post-

retirement retirement
healthcare healthcare

Funded defined benefit pension schemes plans Funded defined benefit pension schemes plans

UK US Other UK US Other
£m £m £m £m £m £m £m £m

At beginning of period (2,468.8) (357.0) (30.7) (112.4) (2,637.6) (355.0) (26.6) (113.7)
Transfers in of territories outsideUK andUSA (0.1)
Liabilities assumed on acquisitions (0.1) (1.3)
Liabilities transferred on disposal 0.3
Current service cost (9.4) (7.4) (1.6) (2.5) (11.3) (7.6) (1.3) (2.4)
Interest on obligations (158.8) (30.0) (2.2) (8.0) (148.3) (23.0) (1.5) (6.7)
Employee contributions (0.2) (0.1) (0.2) (0.2)
Past service cost 51.5 (1.0) (0.1)
Actuarial gain/(loss) on liabilities (31.7) (45.4) 3.5 (10.4) 66.7 20.3 0.9 6.7
Curtailment gain 19.4 1.1
Liabilities extinguished on settlements 131.3
Exchange adjustments (0.7) (64.6) (3.9) (12.1) (1.3) (9.7) (2.7) (3.8)
Benefits paid 137.8 22.4 1.8 9.4 130.8 19.0 0.9 8.6

At end of period (2,531.8) (462.6) (33.2) (84.5) (2,468.8) (357.0) (30.7) (112.4)

Changes in present value of schemeassets
Year ended 31 July 2009 Year ended 31 July 2008

Unfunded Unfunded
pension/post- pension/post-

retirement retirement
healthcare healthcare

Funded defined benefit pension schemes plans Funded defined benefit pension schemes plans

UK US Other UK US Other
£m £m £m £m £m £m £m £m

At beginning of period 2,618.4 316.5 25.0 2,969.1 327.6 22.2
Transfers in of territories outsideUK andUSA
Expected return on assets 174.0 28.3 1.8 199.5 24.5 1.5
Actuarial (losses)/gains on scheme assets (279.6) (61.9) (3.9) (312.1) (35.4) (2.5)
Employer contributions 38.0 12.6 2.5 9.4 43.5 10.0 2.6 8.6
Employee contributions 0.2 0.1 0.2 0.2
Assets distributed on settlements (152.0)
Exchange adjustments 0.5 61.4 3.2 1.0 8.8 1.9
Benefits paid (137.8) (22.4) (1.8) (9.4) (130.8) (19.0) (0.9) (8.6)

At end of period 2,413.7 334.5 26.9 2,618.4 316.5 25.0
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10 Post-retirement benefits continued
Cash contributions
Company contributions to the funded defined benefit pension plans for 2009 totalled £53.1m (2008: £56.1m). Company contributions in 2009
included special covenant payments of £13.1m (2008: £13.1m). In 2008 there was a further special payment of £4.0m arising from the sale of
Aerospace. Agreed cash payments in 2010 are £50.6m. Discussions are in progress with the UK pension trustees in respect of additional
contributions.

History of schemes
2009 2008 2007 2006 2005
£m £m £m £m £m

Balance sheet
Present value of defined benefit obligation (3,112.1) (2,968.9) (3,132.9) (3,162.6) (3,127.4)
Fair value of scheme assets 2,775.1 2,959.9 3,318.9 3,111.0 2,890.8
Unrecognised asset due to surplus restriction (2.0) (1.5) (2.4) (0.5)

(Deficit)/surplus (339.0) (10.5) 183.6 (52.1) (236.6)

Post-retirement assets 39.2 174.2 333.7 183.7 134.6
Post-retirement liabilities (378.2) (184.7) (150.1) (235.8) (371.2)

(Deficit)/surplus (339.0) (10.5) 183.6 (52.1) (236.6)

Year ended Year ended Period ended Period ended Year ended
31 July 2009 31 July 2008 31 July 2007 5 August 2006 31 July 2005

£m £m £m £m £m

Experience gains/(losses)
Experience gains/(losses) on scheme liabilities 100.5 (6.4) (57.6) 17.6 0.5
Experience (losses)/gains on scheme assets (345.4) (350.0) 95.7 76.6 242.9
Movement on restricted surplus (0.5) 0.9 (1.9) (0.5)

Experience gains in 2009 include the impact of using the latestmember data for theUK triennial valuationswhich are in progress.

Sensitivity
Valuation of post-retirement schemes involves judgements about uncertain future events. Sensitivities in respect of the key assumptions used to
measure theprincipal pension schemesasat 31 July 2009 are set out below. These sensitivities show thehypothetical impact of a change in each
of the listedassumptions in isolation,with theexceptionof thesensitivity to inflationwhich incorporates the impactofcertaincorrelatingassumptions
such as salary increases. While each of these sensitivities holds all other assumptions constant, in practice such assumptions rarely change in
isolation and the impactsmay offset to some extent.

(Increase)/
Profit before tax Increase/ decrease in
for year ended (decrease) in scheme
31 July 2010 scheme assets liabilities

£m £m £m

Rate ofmortality – 1 year increase in life expectancy (3.7) 23.3 (87.9)
Rate ofmortality – 1 year decrease in life expectancy 4.1 (23.9) 90.1
Rate of inflation – 0.25% increase (3.8) 7.0 (66.8)
Discount rate – 0.25% increase (0.1) (11.1) 104.1
Expected return on scheme assets – 0.25% increase 5.8
Market value of scheme assets – 2.5% increase 4.0 56.9 (0.1)
Healthcare cost trends – 1% increase (0.4)
Healthcare cost trends – 1%decrease 0.3

The effect on profit before tax reflects the impact of current service cost, interest cost and expected return on assets.

Defined contribution plans
TheGroup operates a number of defined contribution plans. The total expense recognised in the income statement in respect of these planswas
£15.6m (2008: £13.7m).

99 Smiths Group plc Annual report 2009



Notes to the accounts
continued
11 Employees

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Staff costs during the period
Wages and salaries 660.2 545.8
Social security 79.5 67.3
Share-based payment (note 29) 8.0 12.9
Pension costs (including defined contribution schemes) (note 10) 35.1 36.4

782.8 662.4

The average number of persons employedwas:

Year ended Year ended
31 July 2009 31 July 2008

Smiths Detection 2,400 2,350
JohnCrane 6,600 6,350
SmithsMedical 7,400 8,400
Smiths Interconnect 3,350 3,100
Flex-Tek 2,000 2,300
Corporate 50 100

21,800 22,600

The employee numbers have been reported in accordance with the new divisional structure which was put in place from 1 August 2008. The
comparatives have been amended to conform to the new structure.

Keymanagement
Thekeymanagementof theGroupcomprisesSmithsGroupplcBoarddirectorsandExecutiveCommitteemembers.Theiraggregatecompensation
is shown below. Details of directors’ remuneration are contained in the report of the Remuneration Committee on pages 65 to 73.

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Keymanagement compensation
Salaries and short-termemployee benefits 6.2 7.6
Cost of post-retirement benefits 0.6 1.0
Cost of share-based incentive plans 1.0 5.6

Nomemberofkeymanagementhadanymaterial interestduring theperiod inacontractofsignificance (other thanaservicecontractoraqualifying
third party indemnity provision)with theCompany or any of its subsidiaries. Options and awards held at the end of the period by keymanagement
in respect of the Company’s share-based incentive planswere:

Year ended 31 July 2009 Year ended 31 July 2008

Number of Number of
instruments Weighted instruments Weighted

’000 average price ’000 average price

CIP 340 306
ESOS 170 £8.44 177 £8.06
PSP 598 795
VSP 949
SAYE 8 £6.90 9 £8.32

The disclosure above does not include options held by individuals who retired before the year end.

Related party transactions
TheGrouphas entered into a service contractwith a company connected to amember of theExecutiveCommittee. Costs of £0.2mwere incurred
in respect of this arrangement.
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12 Intangible assets
Acquired Software,

intangibles patents and
Development (see table on intellectual

Goodwill costs next page) property Total
£m £m £m £m £m

Cost
At 1 August 2007 921.3 51.2 131.3 76.3 1,180.1
Exchange adjustments 65.4 2.5 5.7 3.3 76.9
Business combinations 87.0 74.5 0.7 162.2
Adjustments to prior year business combinations (1.7) 1.3 (1.3) (1.7)
Additions 19.8 16.1 35.9
Disposals (0.2) (0.8) (1.0)

At 31 July 2008 1,071.8 73.5 212.8 94.3 1,452.4
Exchange adjustments 145.1 10.2 32.4 6.2 193.9
Business combinations 50.3 45.0 95.3
Adjustments to prior year business combinations (0.7) (0.7)
Additions 22.5 17.4 39.9
Disposals (1.6) (1.6)

At 31 July 2009 1,266.5 106.2 290.2 116.3 1,779.2

Amortisation
At 1 August 2007 77.0 12.5 29.1 40.2 158.8
Exchange adjustments 5.3 0.7 1.8 2.5 10.3
Adjustments to prior year business combinations 0.5 (0.5)
Charge for the year 5.6 19.2 6.2 31.0
Disposals (0.2) (0.7) (0.9)

At 31 July 2008 82.1 18.8 50.6 47.7 199.2
Exchange adjustments 9.9 2.6 6.0 7.4 25.9
Charge for the year 10.8 34.6 9.8 55.2
Impairment 0.2 0.2
Disposals (1.6) (1.6)

At 31 July 2009 92.0 32.4 91.2 63.3 278.9

Net book value at 31 July 2009 1,174.5 73.8 199.0 53.0 1,500.3
Net book value at 31 July 2008 989.7 54.7 162.2 46.6 1,253.2
Net book value at 1 August 2007 844.3 38.7 102.2 36.1 1,021.3
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12 Intangible assets continued
In addition to goodwill, the acquired intangible assets comprise:

Patents, licences Customer Total acquired
and trademarks Technology relationships intangibles

£m £m £m £m

Cost
At 1 August 2007 40.2 55.1 36.0 131.3
Exchange adjustments 1.1 1.9 2.7 5.7
Business combinations (note 28) 12.0 18.8 43.7 74.5
Adjustments to prior year business combinations 1.3 1.3

At 31 July 2008 53.3 77.1 82.4 212.8
Exchange adjustments 9.1 13.5 9.8 32.4
Business combinations (note 28) 1.9 3.8 39.3 45.0

At 31 July 2009 64.3 94.4 131.5 290.2

Amortisation
At 1 August 2007 5.6 11.9 11.6 29.1
Exchange adjustments 0.2 0.7 0.9 1.8
Adjustments to prior year business combinations 0.5 0.5
Charge for the year 2.7 6.1 10.4 19.2

At 31 July 2008 8.5 19.2 22.9 50.6
Exchange adjustments 0.4 2.5 3.1 6.0
Charge for the year 4.9 10.6 19.1 34.6

At 31 July 2009 13.8 32.3 45.1 91.2

Net book value at 31 July 2009 50.5 62.1 86.4 199.0
Net book value at 31 July 2008 44.8 57.9 59.5 162.2
Net book value at 1 August 2007 34.6 43.2 24.4 102.2

Significant cash generating units
Goodwill is not amortised but is tested for impairment at least annually. Value in use calculations are used to determine the recoverable amount
of goodwill heldwithin each cashgenerating unit (CGU). Value in use is calculated as thenet present value of the projected risk-adjusted post-tax
cash-flowsof theCGU,applyingadiscount ratebasedon theGroup’spost-taxweightedaveragecostof capitaladjustedwhereappropriate for risks
specific to theCGU.This approximates toapplyingapre-taxdiscount rate topre-tax cash-flows. These forecast cash-flowsarebasedonapproved
budgets and represent a best estimate of future performance.

Theassumptionsused in thediscountedcash-flow forecasts incorporatepastperformance,historical growth ratesandmarginsachievable inour
keymarkets. The assumptions used in the impairment testing of significant CGUs are as follows:

SmithsMedical Critical Care Smiths Detection Civil

2009 2008 2009 2008

Net book value of goodwill (£m) 374.3 291.5 316.0 288.8

Discount rate 8% 8% 8% 8%
Growth rates 2.25% 2.25% 2.25% 2.25%

Other key assumptions – future sales prices and volumes
– operatingmargins
– cost structure and productivity

The first fiveyearsof thecash-flowforecastsarebasedonourannualplanningandstrategicplanningprocesses.Thegrowthratesused toestimate
futureperformancebeyond thisperioddonotexceed the long-termaveragegrowthrates forsimilarprojectsanddonot reflect long-termplanning
assumptions used by the Group for investment planning.

Sales projections aremadewith reference to specific customer relationships and product lines.

Sensitivity analysis performed around the base case assumptions has indicated that no reasonable changes in key assumptionswould cause the
carrying amount of the SmithsMedical Critical Care and Smiths Detection Civil CGUs to exceed their respective recoverable amount.

Thebalanceof thegoodwill represents smaller individual amountswhichhavebeenallocated tospecific operatingcompaniesandsmallerCGUs.
These amounts are tested for impairment at this level.
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13 Property, plant and equipment
Fixtures,
fittings,

Land and Plant and tools and
buildings machinery equipment Total

£m £m £m £m

Cost or valuation
At 1 August 2007 155.5 342.9 159.5 657.9
Exchange adjustments 8.4 18.1 10.8 37.3
Reclassification 1.0 (1.8) 0.8
Business combinations 2.8 2.9 2.2 7.9
Additions 9.9 31.2 23.1 64.2
Disposals (4.8) (10.1) (7.2) (22.1)
Adjustments to acquisitions and disposals in prior years (1.4) 6.7 5.3

At 31 July 2008 171.4 389.9 189.2 750.5
Exchange adjustments 18.2 48.4 20.5 87.1
Reclassification 1.3 5.3 (6.6)
Business combinations 0.5 8.3 0.2 9.0
Additions 9.4 30.1 17.9 57.4
Disposals (9.5) (27.4) (18.3) (55.2)

At 31 July 2009 191.3 454.6 202.9 848.8

Depreciation
At 1 August 2007 63.1 219.2 114.7 397.0
Exchange adjustments 2.6 12.1 7.7 22.4
Reclassification 0.8 (1.1) 0.3
Charge for the year 5.4 28.9 18.9 53.2
Impairment charge 0.3 0.3
Disposals (3.7) (7.3) (6.6) (17.6)
Adjustments to acquisitions and disposals in prior years (7.8) 6.7 (1.1)

At 31 July 2008 60.7 258.5 135.0 454.2
Exchange adjustments 10.0 29.9 14.7 54.6
Reclassification 0.7 4.6 (5.3)
Charge for the year 7.2 34.9 20.1 62.2
Impairment charge 3.1 0.7 3.8
Disposals (2.2) (25.9) (15.9) (44.0)

At 31 July 2009 79.5 302.7 148.6 530.8

Net book value at 31 July 2009 111.8 151.9 54.3 318.0
Net book value at 31 July 2008 110.7 131.4 54.2 296.3
Net book value at 1 August 2007 92.4 123.7 44.8 260.9
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14 Investments accounted for using the equitymethod

2009 2008
£m £m

Investments in associated companies
At start of period 9.1 12.0
Exchange adjustment 1.7 2.3
Share of results after tax 0.4 (1.0)
Dilution of interest (0.9)
Acquisition of a controlling interest (3.3)

At end of period 11.2 9.1

TheGroup acquired a controlling interest in an associate on 21December 2007, and it has been consolidated as a subsidiary since that date.

TheGroup’s shareof the revenueof associateswas£19.3m (2008: £17.6m). The total assetsof associatesare£49.0m (2008: £44.9m)and liabilities
are£16.8m(2008:£14.1m).These figuresprincipally represent theperformance,assetsand liabilitiesofCrossMatchTechnologies, Inc., incorporated
in theUnited States. The share of these assets and liabilities attributable to Smiths Group is 34% (2008: 34%).

In 2008 the interest in CrossMatch Technologies, Inc. was diluted as a result of warrants and options being exercised in the period.

15 Inventories
2009 2008
£m £m

Inventories comprise
Rawmaterials and consumables 145.7 149.7
Work in progress 95.3 68.0
Finished goods 177.4 173.5

418.4 391.2
Less: payments on account (4.8) (10.9)

413.6 380.3

TheGroupconsumed£1,990.5m(2008:£1,776.4m)of inventoriesduring theperiod.£14.9m(2008:£11.8m)wasrecognisedasanexpenseresulting
from the write-down of inventory and £2.0m (2008: £1.5m) was released to the income statement from inventory provisions charged in earlier
years but no longer required.

16 Trade and other receivables
2009 2008
£m £m

Non-current
Trade receivables 13.1 8.8
Prepayments and accrued income 2.0 1.6
Other debtors 6.2 4.2

21.3 14.6

Current
Trade receivables 501.0 509.1
Other debtors 13.4 19.8
Prepayments and accrued income 39.2 36.5

553.6 565.4

Trade receivables do not carry interest.Management considers that the carrying value of trade and other receivables approximates the fair value.
Tradeandother receivables, includingprepayments, accrued incomeandotherdebtorsqualifyingas financial instrumentsareclassifiedas ‘loans
and receivables’. Themaximumcredit exposure arising from these financial assets is £533.3m (2008: £536.7m).

Trade receivables are disclosed net of a provision for bad and doubtful debts. The provision for bad and doubtful debts is based on specific risk
assessment and reference to past default experience.

Credit risk ismanaged separately for each customer and, where appropriate, a credit limit is set for the customer based on previous experience
of the customerand third party credit ratings. TheGrouphasnosignificant concentrationof credit risk,with exposure spreadover a largenumber
of customers. The largest single customer is theUS Federal Government representing less than 8% (2008: 7%) of group revenue.
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16 Trade and other receivables continued
Ageing of trade receivables

2009 2008
£m £m

Trade receivableswhich are not impaired and not yet due 414.9 412.4
Trade receivableswhich are not impaired and less than threemonths overdue 68.9 79.2
Trade receivableswhich are not impaired andmore than threemonths overdue 25.0 22.6
Gross value of partially and fully provided debtors 19.8 14.9

528.6 529.1
Provision for bad and doubtful debts (14.5) (11.2)

Trade receivables 514.1 517.9

17 Cash and cash equivalents
2009 2008
£m £m

Cash at bank and in hand – including impact of cash pooling gross up: £44.0m (2008: £100.6m) 84.0 122.5
Short-termdeposits 7.7 10.0

Cash and cash equivalents 91.7 132.5
Bank overdrafts (72.0) (172.5)

Net cash and cash equivalents 19.7 (40.0)

Cash and cash equivalents include highly liquid investmentswithmaturities of threemonths or less.

18 Trade and other payables
2009 2008
£m £m

Non-current
Other creditors 25.1 27.5

Current
Trade creditors 130.3 156.7
Bills of exchange payable 0.4 1.1
Other creditors 40.8 51.0
Other taxation and social security costs 19.1 23.1
Accruals and deferred income 209.2 188.8

399.8 420.7

Tradeandotherpayables, includingaccruedexpensesandothercreditorsqualifyingas financial instruments, areaccounted forat amortisedcost
and are categorised as other financial liabilities.
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19 Borrowings and net debt
Thisnotesetsout thecalculationofnetdebt,an importantmeasure inexplainingour financingposition.Thenetdebt figure includesaccrued interest
and the fair value adjustments relating to hedge accounting.

2009 2008
£m £m

Cash and cash equivalents
Net cash and deposits (note 17) 91.7 132.5

Short-termborrowings
Bank overdrafts including impact of cash pooling gross up: £44.0m (2008: £100.6m) (72.0) (172.5)
£139m7.875%Sterling Eurobond 2010 (137.7)
Bank and other loans (3.7) (3.8)
B shares (1.7)
Interest accrual (11.0) (4.4)

(224.4) (182.4)

Long-termborrowings
£150m7.875%Sterling Eurobond 2010 (149.6)
£70mEIB Sterling R. &D. Loan 2010 (70.0)
£660mRevolving Credit Facility 2012 (36.9) (210.2)
$250m5.45%US$Private Placement 2013 (156.5) (127.4)
$250m6.05%US$Guaranteed notes 2014 (148.5)
£150m7.25%Sterling Eurobond 2016 (149.0) (148.8)
$175m7.37%US$Private placement 2018 (104.7)
$250m7.20%US$Guaranteed notes 2019 (148.3)
Bank and other loans (8.3) (14.7)

(752.2) (720.7)

Borrowings (976.6) (903.1)

Net debt (884.9) (770.6)

Borrowingsareaccounted forat amortisedcost andarecategorisedasother financial liabilities. Seenote20 foramaturity analysis of borrowings.
The repayment dates on borrowings repayable after five years range from2014 to 2022.

Interest of £27.7m (2008: £22.5m)was charged to the consolidated income statement in this period in respect of public bonds.

Cashandoverdraftbalances in interestcompensationcashpoolingsystemsarereportedgrosson thebalancesheet. Thisgrossup increasedcash
and overdrafts by £44.0mat 31 July 2009 (2008: £100.6m).

Movements in net debt
Capitalisation,

Foreign Repayments of Drawdown of interest Fair value
exchange borrowings borrowings accruals movements Change in
gains and and net cash and net cash and unwind of from interest maturity

31 July 2008 losses inflow outflow capitalised fees rate hedging analysis 31 July 2009
£m £m £m £m £m £m £m £m

Net cash and cash equivalents (40.0) (3.0) 62.7 19.7
Other short-termborrowings (9.9) (0.2) 12.7 (5.1) (149.9) (152.4)
Long-termborrowings (720.7) (24.9) 345.2 (495.8) (0.3) (5.6) 149.9 (752.2)

Net debt (770.6) (28.1) 420.6 (495.8) (5.4) (5.6) (884.9)

The net cash inflow includes £7.7mof cash acquiredwith new subsidiary undertakings.

Secured loans
Loans amounting to £6.5m (2008: £13.2m)were secured by charges on freehold propertieswith a book value of £11.5m (2008: £11.0m) and loans
amounting to £3.4m (2008: £3.1m)were secured on plant and equipmentwith a book value of £3.3m (2008: £2.8m).
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20 Financial riskmanagement
TheGroup’s international operationsanddebt financingexpose it to financial riskswhich include theeffects of changes in foreignexchange rates,
changes in debtmarket prices, interest rates, credit risks and liquidity risks.

Treasuryand riskmanagementpoliciesareset by theBoard. Thepolicy setsout specific guidelines tomanage foreignexchange risk, interest rate
risk, credit risk and the use of financial instruments tomanage risk. The instruments and techniques used tomanage exposures include foreign
currency derivatives, debt and other interest rate derivatives. The central treasury function monitors financial risks and compliance with risk
management policies. Themanagement of operational credit risk is discussed in note 16.

(a) Foreign exchange risk
Transactional currency exposure
The Group is exposed to foreign currency risks arising from sales or purchases by businesses in currencies other than their functional currency.
It isGrouppolicy that,whensuchasaleorpurchase iscertainorhighlyprobable, thenet foreignexchangeexposure ishedgedusing forward foreign
exchange contracts. The net exposure is calculated by adjusting the expected cash-flow for payments or receipts in the same currency linked to
thesaleorpurchase.Thispolicyminimises therisk that theprofitsgenerated fromthe transactionwill beaffectedby foreignexchangemovements
which occur after the price has been determined.

Hedge accounting documentation and effectiveness testing are only undertaken if it is cost effective.

The following table shows the currency of financial instruments. It excludes loans and derivatives designated as net investment hedges.

At 31 July 2009

Sterling US$ Euro Other Total
£m £m £m £m £m

Financial assets and liabilities
Financial instruments included in trade and other receivables 36.0 256.6 142.2 98.5 533.3
Financial instruments included in trade and other payables (34.0) (126.1) (75.9) (37.5) (273.5)
Cash and cash equivalents 13.3 16.0 25.3 37.1 91.7
Borrowings not designated as net investment hedges (306.5) (22.7) (33.4) (19.1) (381.7)

(291.2) 123.8 58.2 79.0 (30.2)
Exclude balances held in operationswith the same functional currency 294.0 (84.9) (52.4) (77.5) 79.2
Exposure arising from intra-group loans (12.0) 23.2 11.2
Forward foreign exchange contracts 70.7 (82.3) (2.4) 14.0

73.5 (43.4) (8.6) 38.7 60.2

At 31 July 2008

Sterling US$ Euro Other Total
£m £m £m £m £m

Financial assets and liabilities
Financial instruments included in trade and other receivables 40.6 237.4 162.2 96.5 536.7
Financial instruments included in trade and other payables (49.9) (121.4) (86.9) (40.1) (298.3)
Cash and cash equivalents 32.7 16.5 48.0 35.3 132.5
Borrowings not designated as net investment hedges (412.1) (163.2) (13.8) (103.8) (692.9)

(388.7) (30.7) 109.5 (12.1) (322.0)
Exclude balances held in operationswith the same functional currency 389.3 56.4 (35.6) (62.0) 348.1
Exposure arising from intra-group loans (15.5) (11.2) (26.7)
Forward foreign exchange contracts 48.9 (50.0) (1.9) 3.0

49.5 (39.8) 72.0 (82.3) (0.6)

Financial instruments included in trade and other receivables comprise trade receivables, accrued income and other debtors which qualify as
financial instruments.Similarly, financial instruments included in tradeandotherpayablescomprise tradepayables, accruedexpensesandother
creditorswhich qualify as financial instruments.

Based on the assets and liabilities held at the year end, if the specified currencieswere to strengthen 10%while all othermarket rates remained
constant, the change in the fair value of financial instruments not designated as net investment hedgeswould have the following effect:

Gain/(loss) Gain/(loss)
Impact on profit recognised in Impact on profit recognised in

for the year reserves for the year reserves
31 July 2009 31 July 2009 31 July 2008 31 July 2008

£m £m £m £m

US dollar 4.9 5.0 (0.1) (3.3)
Euro 0.2 (1.2) 4.8 (1.0)
Sterling 1.8 5.1 2.1 2.8

These sensitivities were calculated before adjusting for tax and exclude the effect of quasi-equity intra-group loans.
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20 Financial riskmanagement continued
Cash-flow hedging
The Group uses foreign currency contracts to hedge future foreign currency sales and purchases. At 31 July 2009 contracts with a nominal value
of £310.7m (2008: £222.2m) were designated as hedging instruments. In addition, the Group had outstanding foreign currency contracts with a
nominal value of £121.7m (2008: £130.1m)whichwere being used tomanage transactional foreign exchange exposures, but were not accounted
for as cash-flow hedges. The fair value of the contracts is disclosed in note 21.

Themajority ofhedged transactionswill be recognised in the incomestatement in thesameperiod that thecash-flowsareexpected tooccur,with
the only differences arising as a result of normal commercial credit terms on sales and purchases. Of the foreign exchange contracts designated
as hedging instruments 99%are for periods of 12months or less (2008: 99%).

Themovements in the cash-flow hedge reserve during the period are summarised in the table below:

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Brought forward cash-flow hedge reserve at start of period 1.1 1.4
Exchange adjustments 0.3 0.2
Gains and losses on effective cash-flow hedges recognised in equity (8.0) (1.0)
Amounts removed from the hedge reserve and recognised in the following lines on the income statement:
– revenue 9.6 0.2
– cost of sales (2.8) 0.3
– administrative expenses 1.6

Carried forward cash-flow hedge reserve at end of period 1.8 1.1

Translational currency exposure
The Group has significant investments in overseas operations, particularly in the United States and Europe. As a result, the sterling value of the
Group’s balance sheet canbe significantly affected bymovements in exchange rates. TheGroup seeks tomitigate the effect of these translational
currency exposures by matching the net investment in overseas operations with borrowings denominated in their functional currencies, except
where significant adverse interest differentials or other factors would render the cost of such hedging activity uneconomic. This is achieved by
borrowing primarily in the local currency or in some cases indirectly through the use of forward foreign exchange contracts and cross currency
swaps.

Net investment hedges
The table below sets out the currency of loans and swap contracts designated as net investment hedges:

At 31 July 2009

Sterling US$ Euro Other Total
£m £m £m £m £m

Loans designated as net investment hedges (551.3) (36.9) (588.2)
Cross-currency swap contracts 59.9 (59.9)
Currency swap contracts 380.8 (92.6) (207.4) (80.8)

380.8 (584.0) (267.3) (117.7) (588.2)

At 31 July 2008

Sterling US$ Euro Other Total
£m £m £m £m £m

Loans designated as net investment hedges (139.6) (70.6) (210.2)
Currency swap contracts 371.4 (150.6) (163.0) (57.8)

371.4 (290.2) (233.6) (57.8) (210.2)

Currency loans in other currencies hedge the Group’s exposure to Canadian dollars and Australian dollars and the swap contracts hedge the
Group’s exposure to Japanese yen andChinese renminbi.

Of the contracts designatedasnet investmenthedges, 53%arecurrent and thebalancematuresover thenext four years. Thecontractsmaturing
within one year include £150mof contractsmaturing on the same day as the 2010 Sterling Eurobond.
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20 Financial riskmanagement continued
The gains and losses that have been deferred in the net investment hedge reserve are shown in the table below:

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Brought forward net investment hedge reserve at start of period (30.3) 17.2
Amounts deferred in the period on effective net investment hedges (58.6) (47.5)

Carried forward net investment hedge reserve at end of period (88.9) (30.3)

The fair values of these net investment hedges are subject to exchange ratemovements. Based on the hedging instruments in place at the year
end, a 10% increase in the value of the US dollar while all other market rates remained constant would lead to a fair value loss of £70.8m
(2008: £14.9m)anda10% increase in the valueof theeurowhileall othermarket rates remainedconstantwould lead toa fair value lossof £10.7m
(2008: £17.4m). Thesemovements would be recognised in equity and fully offset by an oppositemovement on the retranslation of the net assets
of the overseas subsidiaries. These sensitivities were calculated before adjusting for tax.

During theyear theGroupde-designatedcurrencyswapswhichhadpreviouslybeenused tohedge translational currencyexposures, andentered
into offsetting currency swaps to eliminate any future exchange exposure arising from these contracts. At the balance sheet date, contracts with
anominal valueof£436.7mwereoutstanding.However thenetcurrencyprofileof thesecontracts, translatingboth legsof thecontractat thebalance
sheet rates, is:

At 31 July 2009

Sterling US$ Euro Other Total
£m £m £m £m £m

Currency swap contracts (28.6) (28.6)

(b) Interest rate risk
TheGroupoperates an interest rate policy designed to optimise interest cost and reduce volatility in reported earnings. TheGroup’s current policy
is to require interest rates tobe fixed for50%to80%of the levelofnetdebt.This isachievedprimarily through fixedrateborrowings,andalso through
theuseof interest rateswaps.At31July200979%(2008: 46%)of theGroup’snetborrowingswereat fixed interest rates, afteradjusting for interest
rate swaps.

Theweighted average interest rate on borrowings and cross-currency swaps at 31 July 2009, after interest rate swaps, is 5.8% (2008: 4.6%).

Interest rate profile of financial assets and liabilities and the fair value of borrowings
The following tableshowsthe interest rateriskexposureofcashandborrowings.Theother financialassetsand liabilitiesdonotearnorbear interest
and for all financial instruments except for borrowings the carrying value is notmaterially different from their fair value.

Cash and Cash and
cash Fair value of cash Fair value of

equivalents Borrowings borrowings equivalents Borrowings borrowings
31 July 2009 31 July 2009 31 July 2009 31 July 2008 31 July 2008 31 July 2008

£m £m £m £m £m £m

Fixed interest (adjusted for interest rate hedging):
Less than one year (141.4) (146.8) (3.8) (4.0)
Between one and five years (152.5) (156.4) (203.5) (207.1)
Greater than five years (406.4) (430.6) (160.1) (166.2)

Total fixed interest financial assets/(liabilities)
(adjusted for interest rate hedging) (700.3) (733.8) (367.4) (377.3)
Floating rate interest financial assets/(liabilities) 77.1 (276.3) (268.9) 122.1 (535.7) (535.7)

Total interest bearing financial assets/(liabilities) 77.1 (976.6) (1,002.7) 122.1 (903.1) (913.0)
Non-interest bearing assets/(liabilities) in the same category 14.6 10.4

Total 91.7 (976.6) (1,002.7) 132.5 (903.1) (913.0)

Interest rate hedging
TheGroup has designatedUS$150m interest rate swaps andUS$100mcross-currency interest rate swapswhichmature on 28 January 2013 as
fair value hedges on the US private placement whichmatures on the same date. This hedges the risk of variability in the fair value of borrowings
arising from fluctuations in base rates. The fair values of the hedging instruments are disclosed in note 21. The effect of the swaps is to convert
£149.7m (2008: £75.7m) debt from fixed rate to floating rate.

Sensitivity of interest charges to interest ratemovements
The Group has exposure to sterling, US dollar and euro interest rates. However the Group does not have a significant exposure to interest rate
movements for any individual currency. Based on the composition of net debt and foreign exchange rates at 31 July 2009, and taking into
considerationall fixedrateborrowingsand interest rateswaps inplace,aonepercentagepoint (100basispoints) change inaverage floating interest
rates for all three currencieswould have a £2.2m (2008: £4.3m) impact on the Group’s profit before tax.
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20 Financial riskmanagement continued
(c) Financial credit risk
The Group is exposed to credit-related losses in the event of non-performance by counterparties to financial instruments, but does not currently
expectanycounterparties to fail tomeet theirobligations.Credit risk ismitigatedby theBoardapprovedpolicyofonlyselectingcounterpartieswith
astrong investmentgrade long-termcredit rating for cashdeposits, normally at leastAA-orequivalent, andassigning financial limits to individual
counterparties. In the normal course of business, the Group operates notional cash pooling systems, where a legal right of set-off applies.

Themaximumcredit riskexposure in theeventofotherparties failing toperformtheirobligationsunder financial assets, excluding tradeandother
receivables, totals £99.5m at 31 July 2009 (2008: £132.5m). This includes cash of £44.0m (2008: £100.6m) held in interest compensation pools
where Smiths has a legal right of set-off. Of the £99.5m, 84% iswith bankswith at least a AA- credit rating.

At 31 July 2009 themaximumexposure with a single bank for deposits and cash is £24.1m (2008: £12.4m), whilst themaximummark tomarket
exposure for derivatives is £6.4m (2008: £1.5m). These exposureswerewith the same bank, which has a AA credit rating.

(d) Liquidity risk
Borrowing facilities
TheBoard policy specifies themaintenance of unused committed credit facilities of at least £200mat all times to ensure it has sufficient available
funds for operations and planned development. The principal £660mrevolving credit facilitymatures in 2012. At the balance sheet date theGroup
had the following undrawn credit facilities:

2009 2008
£m £m

Expiringwithin one year
Expiring between one and two years
Expiring after two years 622.8 449.8

622.8 449.8

Cash deposits
Asat31July2009,£7.7m(2008:£10.0m)ofcashandcashequivalentswasondepositwithvariousbanksand inmoneymarket fundsofwhich£5.9m
(2008: £7.2m)was on deposit in theUK.

Gross contractual cash-flows for borrowings
Contractual Total Contractual Total

Borrowings Fair value interest contractual Borrowings Fair value interest contractual
(Note 19) adjustments payments cash-flows (Note 19) adjustments payments cash-flows

31 July 2009 31 July 2009 31 July 2009 31 July 2009 31 July 2008 31 July 2008 31 July 2008 31 July 2008
£m £m £m £m £m £m £m £m

Less than one year (224.4) (0.2) (58.4) (283.0) (182.4) (42.3) (224.7)
Between one and two years (1.6) (47.9) (49.5) (150.9) (0.4) (41.5) (192.8)
Between two and three years (38.2) (47.7) (85.9) (71.3) (26.4) (97.7)
Between three and four years (157.0) 6.8 (42.8) (193.0) (210.7) (0.5) (25.0) (236.2)
Between four and five years (149.0) (1.2) (36.7) (186.9) (127.7) 1.2 (14.6) (141.1)
Greater than five years (406.4) (2.5) (101.1) (510.0) (160.1) (1.2) (34.4) (195.7)

Total (976.6) 2.9 (334.6) (1,308.3) (903.1) (0.9) (184.2) (1,088.2)

The figurespresented in theborrowingscolumn include thenon-cashadjustmentswhicharehighlighted in theadjacent column.Thecontractual
interest reported for borrowings is before the effect of interest rate swaps.

Gross contractual cash-flows for derivative financial instruments
Receipts Payments Net cash-flow Receipts Payments Net cash-flow

31 July 2009 31 July 2009 31 July 2009 31 July 2008 31 July 2008 31 July 2008
£m £m £m £m £m £m

Assets
Less than one year 592.2 (545.3) 46.9 256.4 (247.7) 8.7
Greater than one year 182.7 (217.7) (35.0) 63.9 (60.1) 3.8
Liabilities
Less than one year 460.2 (513.7) (53.5) 379.8 (400.6) (20.8)
Greater than one year 256.0 (232.7) 23.3 28.1 (28.4) (0.3)

Total 1,491.1 (1,509.4) (18.3) 728.2 (736.8) (8.6)

This tablepresents theundiscounted futurecontractual cash-flows forall derivative financial instruments.For thisdisclosure, cash-flows in foreign
currencies are translated using the spot rates at the balance sheet date. The fair values of these financial instruments are presented in note 21.

Gross contractual cash-flows for other financial liabilities
The contractual cash-flows for financial liabilities included in trade and other payables are: £261.9m (2008: £285.8m) due in less than one year,
£7.3m (2008: £10.9m) due between one and five years and £4.3m (2008: £1.6m) due aftermore than five years.
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21 Financial derivatives
Thetablesbelowsetout thenominalamountand fair valueofderivativecontractsheldby theGroup, identifying thederivativecontractswhichqualify
for hedge accounting treatment:

At 31 July 2009

Contract or underlying
nominal amount Fair value

Assets Liabilities Net
£m £m £m £m

Foreign exchange contracts (cash-flow hedges) 310.7 10.2 (7.8) 2.4
Foreign exchange contracts (not hedge accounted) 121.7 2.3 (2.3)

Total foreign exchange contracts 432.4 12.5 (10.1) 2.4

Currency swaps (net investment hedges) 470.6 32.6 (2.4) 30.2
Currency swaps (not hedge accounted) 436.7 3.3 (31.9) (28.6)

Total currency swap contracts 907.3 35.9 (34.3) 1.6

Cross-currency swaps (net investment and fair value hedges) 59.9 (1.2) (1.2)
Interest rate swaps (fair value hedges) 89.8 6.2 6.2

Total financial derivatives 1,489.4 54.6 (45.6) 9.0

Balance sheet entries:
Non-current 13.9 (6.7) 7.2
Current 40.7 (38.9) 1.8

Total financial derivatives 54.6 (45.6) 9.0

At 31 July 2008

Contract or underlying
nominal amount Fair value

Assets Liabilities Net
£m £m £m £m

Foreign exchange contracts (cash-flow hedges) 222.2 3.8 (2.9) 0.9
Foreign exchange contracts (not hedge accounted) 130.1 1.4 (0.7) 0.7

Total foreign exchange contracts 352.3 5.2 (3.6) 1.6
Cross-currency swaps (net investment hedges) 371.4 1.5 (18.0) (16.5)
Interest rate swaps (fair value hedges) 75.7 1.2 1.2

Total financial derivatives 799.4 7.9 (21.6) (13.7)

Balance sheet entries:
Non-current 1.4 (0.1) 1.3
Current 6.5 (21.5) (15.0)

Total financial derivatives 7.9 (21.6) (13.7)

Currency swaps not hedge accounted
These contracts comprise derivativeswhichwere previously part of the net investment hedging programmeandmatching contracts to eliminate
this exposure. There is no further net exposure arising from these contracts. See net investment hedges section in note 20 for details.

Accounting for other derivative contracts
Any foreignexchangecontractswhicharenot formallydesignatedashedgesand testedareclassifiedas ‘held for trading’andnothedgeaccounted.
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22 Provisions for liabilities and charges

Unwind of
At Exchange Provisions Provisions provision At

31 July 2008 adjustments charged released discount Utilisation 31 July 2009
£m £m £m £m £m £m £m

Warranty provision and product liability 46.2 4.5 24.2 (7.8) (22.7) 44.4
Reorganisation 9.8 1.0 16.9 (1.0) (11.0) 15.7
Property 3.5 0.1 1.0 (0.6) (0.5) 3.5
Disposal 47.4 8.0 (0.3) (0.4) 54.7
Litigation 163.7 29.0 23.7 (10.5) 7.1 (27.6) 185.4

270.6 42.6 65.8 (20.2) 7.1 (62.2) 303.7

Analysed as:

2009 2008
£m £m

Current liabilities 77.2 70.0
Non-current liabilities 226.5 200.6

303.7 270.6

Warranty provision and product liability
Warranties over the Group’s products typically cover periods of between one and three years. Provision is made for the likely cost of after-sales
support based on the recent past experience of individual businesses.

Reorganisation
On 3 June 2008 the Company announced a number of changes to its corporate centre and divisional headquarters. The total cost of this
restructuring, including redundancy, relocationandconsolidationofmanufacturing, is expected to amount to approximately £45mover theperiod
to 2010, of which £16.9mhas been charged in the current year.

Reorganisationprovisions include£4.8m(2008:£4.7m)costs relating torestructuringsupplyarrangements following theautomotivesealsdisposal.
These costs are expected to be spread over the next six years.

Disposal
The disposal provision relates towarranties and other obligations in respect of the disposal of theMarine Systems and Aerospace businesses.

The termsof thedisposalof theAerospaceoperations includedcertainobligations forwhichprovisionwasmade in2007, including£24.3minrespect
of costs of transferring aerospace active pensioners. In 2008 the pensioners were transferred, utilising £20.7m of this provision, and the balance
of £3.6mwas released to the income statement.

Most of the balance is expected to be utilisedwithin the next five years.
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22 Provisions for liabilities and charges continued
Litigation
JohnCrane, Inc.
JohnCrane, Inc. (“JCI”) is oneofmany co-defendants in numerous lawsuits pending in theUnitedStates inwhichplaintiffs are claimingdamages
arising fromallegedexposure to,oruseof, productspreviouslymanufacturedwhichcontainedasbestos.Until 2006, theawards, therelated interest
and all material defence costs were met directly by insurers. In 2007, JCI secured the commutation of certain insurance policies in respect of
product liability. While JCI has excess liability insurance, the availability of such insurance and 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. Provision is made in respect of the expected costs of
defendingknownandpredicted future claimsandof adverse judgments in relation thereto, to theextent that suchcosts canbe reliably estimated.
No account has been taken of recoveries from insurers as their nature and timing are not yet sufficiently certain to permit recognition as an asset
for these purposes.

The JCI products generally referred to in these cases consist of industrial sealing product, primarily packing and gaskets. The asbestos was
encapsulated within these products in such amanner that causes JCI to believe, based on tests conducted on its behalf, that the products were
safe. JCI ceasedmanufacturing products containing asbestos in 1985.

JCI is actively monitoring the conduct and effect of its current and expected asbestos litigation, including themost efficacious presentation of its
‘safe product’ defence, and intends to continue to resist all asbestos claims based upon this defence. Approximately 168,000 claims against JCI
have been dismissed before trial over the last 30 years. JCI is currently a defendant in cases involving approximately 129,000 claims. Despite the
large number of claims brought against JCI, it has had final judgments against it, after appeals, in only 82 cases over the period, and has had to
pay awards amounting to approximately US$82m. JCI has also incurred significant additional defence costs and, whilst the number of claims
being filed against JCI and other defendants has been declining, the proportion ofmesothelioma claimshas increased, and JCI’s ability to defend
these cases is likely to have a significant impact on its annual aggregate adverse judgment and defence costs.

The assumptionsmade in assessing the appropriate level of provision include:

• The periods overwhich the expenditure can be reliably estimated. Projections used range between 10 and 18 years.

• The future trend of legal costs, allowing for 3% cost inflation.

• The rate of future claims filed.

• The rate of successful resolution of claims.

• The average amount of judgments awarded.

The provision is based on past history and allows for decreasing costs based on published tables of asbestos incidence projections. However,
becauseof the significant uncertainty associatedwith the future level of asbestos claimsandof the costs arisingout of related litigation, there can
be no guarantee that the assumptions used to estimate the provisionwill result in an accurate prediction of the actual costs thatmay be incurred
and, as a result, the provisionmay be subject to potentiallymaterial revision from time to time if new information becomes available as a result of
future events.

The provision in respect of JCI is a discounted pre-tax provision using discount rates, being the risk-free rate on US debt instruments for the
appropriate period. The deferred tax asset related to this provision is shown within the deferred tax balance (note 6). Set out below is the gross,
discounted and post-tax information relating to this provision:

2009 2008
£m £m

Gross provision 213.3 185.9
Discount (46.7) (47.0)

Discounted pre-tax provision 166.6 138.9
Deferred tax (45.0) (37.5)

Discounted post-tax provision 121.6 101.4

Other litigation
TheGrouphasonoccasionbeenrequired to take legalaction toprotect its intellectualpropertyandother rightsagainst infringement, andsimilarly
to defend itself against proceedings brought by other parties. Provision ismade for the expected fees andassociated costs, based onprofessional
advice as to the likely duration of each case. Provisions totalling £10.5m (2008: £2.2m) were released relating to litigation settled at less than the
expected cost. Most of the balance is expected to be utilisedwithin the next five years.

Apart from that relating to JCI, none of the other provisions is discounted.
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23 Operating lease commitments –minimum lease payments
Theminimumuncancellable lease paymentswhich the Group is committed tomake are:

2009 2008

Land and Land and
buildings Other buildings Other

£m £m £m £m

Payments due
– not later than one year 25.0 9.1 20.5 7.8
– later than one year and not later than five years 57.8 9.4 47.0 8.1
– later than five years 27.0 0.1 20.3 0.1

109.8 18.6 87.8 16.0

24 Contingent liabilities and commitments
JohnCrane, Inc.
Asstated innote22, JohnCrane, Inc. (“JCI”) is involved innumerous lawsuitspending in theUnitedStates inwhichplaintiffsareclaimingdamages
arising from exposure to, or use of, products containing asbestos. The JCI products generally referred to in these cases are ones in which the
asbestos fibres were encapsulated in such a manner that, according to tests conducted on behalf of JCI, the products were safe. JCI ceased
manufacturing products containing asbestos in 1985.

Provision has beenmade for the cost of adverse judgments expected to occur. TheGroup anticipates that asbestos litigationwill continue beyond
the period covered by this provision; however, because of the uncertainty surrounding the outcome of litigation beyond this period, the cost of
adverse judgments cannot be reliably estimated.

Other contingent liabilities and commitments
At 31 July 2009, contingent liabilities, comprising bonds and guarantees arising in the normal course of business, amounted to £86.0m
(2008: £75m).

The Group is currently co-operating with the relevant authorities in investigating certain business conduct issues. Based on the work completed
to date, these are not expected to give rise to anymaterial financial exposure.

TheParentCompanyhasarranged two lettersof credit to support theGroup’spensionplans, one for£100.0mandone for£50.0m.At31July2009,
total usage of the two facilities was £116.1m (2008: £124.9m).

25 Share capital
Issued capital Consideration

Number of shares £m £m

Ordinary shares
At 31 July 2008 387,879,181 145.5
Exercise of share options 922,783 0.3 1.5
Conversion of B shares 224,463 0.1 1.7

At 31 July 2009 389,026,427 145.9

B shares
At 31 July 2008 459,157
Converted (459,157)

At 31 July 2009

Share capital classified as equity at 31 July 2009 389,026,427 145.9
Share capital classified as debt at 31 July 2009

Total share capital at 31 July 2009 389,026,427 145.9

On 17 April 2008 4,467,437 B shares were purchased and cancelled. On 3 November 2008 the 459,157 remaining B shares were converted into
224,463 ordinary shares.

The authorised capital at 31 July 2009 consisted of:

• 533,333,333 (2008: 533,333,333) ordinary shares of 37.5p each; and

• 600,000,000 (2008: 600,000,000) non-cumulative B shares of 1p each.

At 31 July 2009 all of the issued share capital was in free issue. All issued shares are fully paid.
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26 Reconciliation ofmovements in equity
Share Equity

Share premium Other Hedge Retained shareholders’ Minority Total
capital account reserves reserve earnings funds interest equity
£m £m £m £m £m £m £m £m

At 1 August 2007 144.6 289.0 242.2 18.6 208.9 903.3 903.3
Exercises of share options 0.9 14.6 5.5 21.0 21.0
Purchase of own shares (20.7) (20.7) (20.7)
Redemption of B shares 0.1 (0.1)
Acquisition 2.0 2.0
Total recognised income and expenses for the period (47.8) 180.6 132.8 0.3 133.1
Dividends paid to equity shareholders (131.4) (131.4) (131.4)
Dilution of interest in associated company (0.9) (0.9) (0.9)
Share-based payment 11.8 11.8 11.8

At 31 July 2008 145.5 303.6 242.3 (29.2) 253.7 915.9 2.3 918.2
Exercises of share options 0.1 1.4 2.6 4.1 4.1
Purchase of own shares 0.2 (0.2)
Conversion of B shares 0.1 1.6 1.7 1.7
Total recognised income and expenses for the period (57.9) 117.8 59.9 1.5 61.4
Dividends paid to equity shareholders (132.0) (132.0) (132.0)
Share-based payment 9.4 9.4 9.4

At 31 July 2009 145.9 306.6 242.3 (87.1) 251.3 859.0 3.8 862.8

Other reserves comprise a capital redemption reserve of £5.8m (2008: £5.8m), a revaluation reserve of £1.7m (2008: £1.7m) and amerger reserve
of £234.8m (2008: £234.8m).

Retained earnings includes the value of Smiths Group plc shares held by the Smiths Industries EmployeeBenefit Trust. In the year the Company
issued 682,922 shares to the Trust. In 2008, the Trust paid £20.7m to acquire shares in the market. At 31 July 2009 the Trust held 105,932
(2008: 1,095,965) ordinary shareswith amarket value of £0.8m (2008: £11.5m).

Capitalmanagement
Capital comprises shareholders’ equity adjusted for goodwill recogniseddirectly in reserves. For theperiod ended31 July 2009 theaverageGroup
capital was £1,705.7m (2008: £1,728.1m).

The capital structure is based on the directors’ judgement of the balance required tomaintain flexibility while achieving an efficient cost of capital.
TheGrouphasa targetgearing, calculatedonamarket valuebasis, of approximately20%.At thebalancesheetdate theGrouphadgearingof26%
(2008: 18%).

Aspartof thisprocess theGroupmaintains its targetof asolid investmentgradecredit ratingbymonitoring the factorsutilisedby ratingsagencies
and evaluating the impact of potential distributions and future funding requirements. At 31 July 2009 the Group had a credit rating of BBB+/Baa2
– negative outlook (2008: BBB+/Baa2 – stable outlook) with Standard&Poor’s andMoody’s respectively.

Hedge reserve
2009 2008

The hedge reserve on the balance sheet comprises: £m £m

Cash-flow hedge reserve 1.8 1.1
Net investment hedge reserve (88.9) (30.3)

(87.1) (29.2)

See transactional currencyexposureriskmanagementdisclosures innote20 foradditionaldetailsof cash-flowhedgesand translationalcurrency
exposure riskmanagement disclosure also in note 20 for additional details of net investment hedges.
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27 Cash-flow fromoperating activities

Year ended Year ended
31 July 2009 31 July 2008

£m £m

Profit before taxation – continuing and discontinued 365.1 346.1
Net interest payable 52.3 41.0
Financing losses/(gains)
– charged to administrative expenses 0.3
– charged to financing 10.9 6.1
Share of post-tax (profit)/loss fromassociate (0.4) 1.0
Other finance income – retirement benefits (5.1) (41.7)
Profit on disposal of discontinued operation 5.7 (26.8)

428.5 326.0
Amortisation of intangible assets 55.2 31.0
Impairment of intangible assets 0.2
Profit on disposal of property, plant and equipment (11.3) (0.3)
(Profit)/loss on disposal of business (1.6) (27.2)
Depreciation of property, plant and equipment 62.2 53.2
Impairment of property, plant and equipment 3.8 0.3
Share-based payment expense 9.4 12.9
Retirement benefits (112.5) (37.0)
Decrease/(increase) in inventories 22.1 (21.4)
Decrease/(increase) in trade and other receivables 94.0 (10.0)
Decrease in trade and other payables (79.9) (56.9)
(Decrease)/increase in provisions (24.9) 49.9

Cash generated fromoperations 445.2 320.5
Interest (39.1) (48.6)
Tax paid (74.0) (73.8)

Net cash inflow fromoperating activities 332.1 198.1

28 Acquisitions
During the period ended 31 July 2009, the Group acquired Zhejiang Zheda Medical Instrument Co. Ltd (10 November 2008) on behalf of Smiths
Medical, ShenzenDowin Lightning TechnologiesCo., Ltd (24 April 2009) on behalf of Smiths Interconnect andOrionCorporation (13May 2009) on
behalf of JohnCrane.

From thedate of acquisition to 31 July 2009, the acquisitions contributed £16.3m to revenue, £4.8m toheadline profit before taxation and£0.6m to
profit before taxation. If Smiths had acquired the businesses at the beginning of the financial period, the acquisitions would have contributed
£54.3m to revenue and £13.5m to headline profit before tax.

The fair value adjustments in respect of intangible assets are due to the recognition of £36.5m in respect of customer relationships and orders,
£2.7m inrespectofnon-competeagreements,£5.8m inrespectof technologyand intellectualproperty.Goodwill represents thevalueof synergies
arising fromtheacquisitionsand futuregrowthopportunitieswhichcanbegenerated throughexistingsalesnetworks.Theadjustments tocurrent
assets and liabilities relate to valuation adjustments and are provisional, based onmanagement’s best estimates.

The values set out below are provisional pending finalisation of the fair values attributable, and will be finalised in the year ending 31 July 2010.
Goodwillandothernetassets inrespectofprioryearacquisitions,aspreviously reported,havebeenadjustedasaresultof finalising theirattributable
fair values and changes in the estimated value of contingent considerations. Accordingly, goodwill has decreased by £0.7m.
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28 Acquisitions continued
Fair value Provisional

Book value adjustments fair value
£m £m £m

Non-current assets
– intangible assets 45.0 45.0
– property, plant and equipment 9.0 9.0
Current assets
– cash and cash equivalents 7.7 7.7
– other current assets 20.2 1.0 21.2
Non-current liabilities
– other liabilities (5.5) (5.5)
Current liabilities
– other current liabilities (15.2) (0.3) (15.5)

Net assets acquired 21.7 40.2 61.9
Goodwill on current year acquisitions 50.3
Goodwill adjustments on prior year acquisitions (0.7)

Total consideration 111.5

Cash paid during the period – current year acquisitions 94.5
Direct costs relating to current year acquisitions 1.9
Deferred consideration accrued on current year acquisitions 15.8
Adjustments to deferred consideration on prior year acquisitions (0.7)

Total consideration 111.5

29 Employee share schemes
The Group operates share schemes and plans for the benefit of employees. The nature of the principal schemes and plans, including general
conditions, is set out below:

Smiths GroupPerformance SharePlan (PSP)
ThePSPwas introduced in2004andreplaced the95ESOSforexecutivedirectorsandseniorexecutives.Conditionalawardsofup to1.5 timessalary
(and exceptionally three times salary) are granted annually. The awards will be released following the third anniversary of the date of grant to the
extent the PSP’s performance tests have beenmet. One-third of the award is subject to a total shareholder return (‘TSR’) target relative to other
FTSE 100 companies (excluding financial companies and investment trusts). For full vesting, the company’s TSR must be at or above the 75th
percentile over the three year performance period. 25% of the award will vest if the company’s TSR is at median. Awards will vest on a straight-
line pro-rata basis betweenmedian and 75th percentile. The remaining two-thirds of the award is subject to an earnings per share (‘EPS’) growth
target (measured before exceptional items). Full vesting will occur if the compound annual growth in EPS is equivalent to 12% per annum. 25%
vestingwill occur if thecompoundannualgrowth inEPS isequivalent to5%perannum,with vestingonastraight-linebasisbetween5%and12%.
The PSPhas been replaced by the VSP (see below).

Value SharingPlan (VSP)
The VSP is a one-off long-term incentive plan approved by the shareholders in July 2008 rewarding executives for value creation at Group and
Divisional levelsover three-yearand four-yearperiodscommencingwith the financial year2008/09.Corporateparticipantswill be rewardedunder
the VSP for value creation at a Group level, whereas the executives with divisional responsibilities will be rewarded for value creation within the
division for which they are responsible. For the Group scheme, one-third of the award will depend on the growth in Smiths’ TSR over and above
themedian for the companies comprising theFTSE100 (excluding financial services companies) and the remaining two-thirds of each awardwill
be determined by the growth in internal value in excess of 9.5%a year. The growth in internal value is calculated as follows: adjusted profit before
tax (‘PBT’) times theratioofPBT tomarketcapitalisationdeterminedat thedateofgrantplusnetequity cash-flows toshareholders.Thedivisional
awardswill depend onmeeting an internal value growth target set for the division inwhich the participant works.

The participants in the VSPwill not be eligible for awards under the Performance Share Plan in 2008/09 or 2009/10.
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29 Employee share schemes continued
Smiths GroupCo-Investment Plan (CIP)
Under theCIP, as introduced in October 2005, the executive directors and senior executives are able, if invited, to use their after tax bonus or 25%
of their basic salary after tax, whichever is the greater, to invest in the Company’s shares at the prevailingmarket price. At the end of a three year
period, if the executive is still in office and provided the performance test is passed, matching shares will be awarded in respect of any invested
shares retained for that period. The number ofmatching shares to be awarded is determined by the Remuneration Committee at the end of the
year in which the bonus is earned by reference to annual bonus, and other corporate financial criteria. Themaximum award will not exceed the
value, before tax, of the bonus or salary invested in shares by the executive. Vesting ofmatching shareswill occur and thematching shareswill be
released at the end of the three year period if the Group’s Return onCapital Employed (‘RoCE’) over the PerformancePeriod exceeds theGroup’s
weighted average cost of capital (‘WACC’) over the Performance Period by an averagemargin of at least 1%per annum.

In July 2008 the CIP was amended. From 2009 participants will be required to invest 50% of their post tax bonus in purchased shares. The
performance conditions have been expanded to include an enhanced performance condition of RoCE exceedingWACC by an averagemargin of
3%per annum. If the enhanced performance condition ismet, twomatching shareswill be issued for every purchased share.

Weighted
average
price for

DSS and PSP and Other share option plans
CIP VSP schemes Total £

Ordinary shares under option (’000)
1 August 2007 1,406 2,932 13,378 17,716 £5.98
Granted 245 743 2,477 3,465 £7.32
Exercised (235) (645) (3,614) (4,494) £5.67
Lapsed (9) (369) (2,093) (2,471) £7.32

31 July 2008 1,407 2,661 10,148 14,216 £6.23
Granted 305 1,604 647 2,556 £1.45
Exercised (675) (683) (584) (1,942) £2.18
Lapsed (47) (243) (1,191) (1,481) £6.75

31 July 2009 990 3,339 9,020 13,349 £5.83

Optionswereexercisedonan irregularbasisduring theperiod.Theaverageclosingsharepriceover the financial yearwas832.08p (2008:1,014.32p).
There has been no change to the effective option price of any of the outstanding options during the period.

Exercisable
weighted

Weighted average
average Options Options exercise price

Total shares remaining exercisable at exercisable at for options
under option contractual life 31 July 2009 31 July 2008 exercisable at

Range of exercise prices (’000) (months) (’000) (’000) 31 July 2009

£0.00 – £2.00 4,329 18 1 19
£2.01 – £6.00 761 46 5 2 £5.40
£6.01 – £10.00 6,516 58 2,879 2,322 £8.20
£10.01 – £14.00 1,743 96 116 129 £11.02

For the purposes of valuing options to arrive at the share-based payment charge, the Binomial option pricing model has been used for most
schemes and theMonte Carlomethod is used for schemeswith total shareholder return performance targets. The key assumptions used in the
models for 2009 and 2008 are volatility of 23% (2008: 21%) and dividend yield of 3.75% (2008: 3.75%). Assumptions on expected volatility and
expected option term have beenmade on the basis of historical data, wherever available, for the period corresponding with the vesting period of
the option. Best estimates have beenusedwhere historical data is not available in this respect. These generated aweighted average fair value for
CIP of £6.96 (2008: £9.46) and VSP/PSP of £11.01 (2008: £8.02).

Includedwithin staff costs is an expense arising fromshare-based payment transactions of £8.0m (2008: £12.9m), ofwhich £9.4m (2008: £11.8m)
relates to equity-settled share-based payment.

At 31 July 2009 the creditor relating to cash-settled schemes is £0.2m (2008: £1.5m).
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Group financial record 2005-2009
Year ended Year ended Period ended Period ended Year ended
31 July 2009 31 July 2008 31 July 2007 5 August 2006 31 July 2005

£m £m £m £m £m

Revenue 2,664.6 2,321.2 2,160.9 2,180.3 3,005.4
Headline operating profit 417.5 380.6 347.6 344.8 415.7
Amortisation of acquired intangible assets (34.6) (19.2) (14.8) (13.0) (5.7)
Exceptional items (including profit on sale/impairment of financial asset) 45.6 (35.4) (74.2) (337.8) (28.0)
Financing losses (0.3) (1.5) (1.8)
Operating profit/(loss) 428.5 325.7 257.1 (7.8) 382.0
Net finance costs (58.1) (5.4) (0.6) (28.4) (16.1)
Share of post-tax losses of associated companies 0.4 (1.0) (0.5) (1.1)

Profit/(loss) before taxation 370.8 319.3 256.0 (37.3) 365.9
Taxation (94.9) (75.0) (53.1) (65.4) (94.1)

Profit/(loss) after taxation – continuing operations 275.9 244.3 202.9 (102.7) 271.8
Profit after taxation – discontinued operations (5.9) 24.5 1,525.2 126.9
Shareholders’ equity 859.0 915.9 903.3 1,362.9 1,483.8
Represented by
– intangible assets 1,500.3 1,253.2 1,021.3 1,530.6 1,481.7
– property, plant & equipment and investments 337.0 309.0 273.6 512.6 831.3
– net current assets/provisions/retirement benefit liabilities (93.4) 124.3 198.3 246.4 101.6
Net borrowings (884.9) (770.6) (589.9) (926.7) (930.8)

Funds employed 859.0 915.9 903.3 1,362.9 1,483.8

Ratios
Operating profit before amortisation of acquired intangible assets: turnover (%) 15.7 16.4 16.1 14.8 13.8
Effective tax rate before amortisation of acquired intangible assets
and exceptional items (%) 24.0 24.0 25.1 25.6 26.4
Return on shareholders’ funds (%) 16.5 16.7 14.9 13.6 11.2
Cash-flow
Cash-flow fromnormal operating activities 422.5 280.5 265.9 437.6 277.6
Less capital expenditure (net) 12.5 (8.0) (6.7) (18.0) (18.9)

Operating cash after capital expenditure 435.0 272.5 259.2 419.6 258.7
Free cash-flow (before acquisitions and dividends, after capital expenditure) 256.1 90.6 100.7 170.4 147.0
Free cash-flowper share (p) 65.9 23.4 18.3 30.1 26.1

Earnings per share before amortisation of acquired intangible assets
and exceptional items (p) 72.4 74.5 47.0 41.5 52.8

Dividends
Pence per share 34.0 34.0 34.0 31.3 29.0
Times covered before amortisation of acquired intangible assets and exceptional items 2.4 2.2 1.7 2.1 1.8

Number of employees (000s)
United Kingdom 2.0 2.2 2.8 7.3 7.2
Overseas 19.8 20.6 18.6 24.5 23.4

21.8 22.8 21.4 31.8 30.6
The return on shareholders’ funds for the period ended 31 July 2007 has been calculated using the closing net assets adjusted formovements in goodwill set-off against reserves relating
to continuing operations, in order to adjust for the Aerospace disposal.

The income statement for the period ended 5 August 2006 has been restated for discontinued operations; however information on shareholders’ equity, ratios, cash-flow, dividends and
employee numbers is presented for the entire Group.

Results for the year ended 31 July 2005 have not been restated for discontinued operations.
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Independent auditors’ report to themembers of Smiths Group plc
We have audited the parent company financial statements of Smiths Group plc for the year ended 31 July 2009 which comprise the Company
balance sheet, the Accounting policies and the related notes. The financial reporting framework that has been applied in their preparation is
applicable law andUnited KingdomAccounting Standards (United KingdomGenerally Accepted Accounting Practice).

Respective responsibilities of directors and auditors
As explained more fully in the Statement of directors’ responsibilities, the directors are responsible for the preparation of the parent company
financial statementsand forbeingsatisfied that theygivea trueand fair view.Our responsibility is toaudit theparentcompany financial statements
inaccordancewithapplicable lawand InternationalStandardsonAuditing (UKand Ireland). Thosestandardsrequireus tocomplywith theAuditing
Practices Board’s Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and only for the company’smembers as a body in accordancewith Sections 495 to 497
of theCompaniesAct 2006 and for noother purpose.Wedonot, in giving theseopinions, accept or assume responsibility for any other purposeor
to any other person towhom this report is shown or intowhose hands itmay come savewhere expressly agreed by our prior consent in writing.

Scope of the audit of the financial statements
An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that
the financial statements are free frommaterial misstatement, whether caused by fraud or error. This includes an assessment of: whether the
accounting policies are appropriate to the parent company’s circumstances and have been consistently applied and adequately disclosed; the
reasonableness of significant accounting estimatesmade by the directors; and the overall presentation of the financial statements.

Opinion on financial statements
In our opinion the parent company financial statements:

• give a true and fair view of the state of the company’s affairs as at 31 July 2009;

• have been properly prepared in accordancewith United KingdomGenerally Accepted Accounting Practice; and

• have been prepared in accordancewith the requirements of the Companies Act 2006.

Opinion on othermatters prescribed by theCompanies Act 2006
In our opinion:

• the part of theDirectors’ remuneration report to be audited has been properly prepared in accordancewith the Companies Act 2006; and

• the informationgiven in theDirectors’Report for the financial year forwhich theparent company financial statementsareprepared is consistent
with the parent company financial statements.

Matters onwhichwe are required to report by exception
Wehave nothing to report in respect of the followingmatterswhere the Companies Act 2006 requires us to report to you if, in our opinion:

• adequateaccountingrecordshavenotbeenkeptby theparentcompany,or returnsadequate forouraudithavenotbeenreceived frombranches
not visited by us; or

• theparentcompany financial statementsandthepartof theDirectors’ remunerationreport tobeauditedarenot inagreementwith theaccounting
records and returns; or

• certain disclosures of directors’ remuneration specified by law are notmade; or

•we have not received all the information and explanationswe require for our audit.

Othermatter
Wehave reported separately on the group financial statements of Smiths Group plc for the year ended 31 July 2009.

StuartWatson (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

29 September 2009
Notes
(a) Themaintenance and integrity of the SmithsGroup plcwebsite is the responsibility of the directors; thework carried out by the auditors does not involve consideration of thesematters
and, accordingly, the auditors accept no responsibility for any changes thatmay have occurred to the financial statements since theywere initially presented on thewebsite.

(b) Legislation in theUnited Kingdomgoverning the preparation and dissemination of financial statementsmay differ from legislation in other jurisdictions.
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Company balance sheet
31 July 2009 31 July 2008

Notes £m £m

Fixed assets
Tangible assets 2 12.1 16.7
Investments and advances 3 3,341.8 3,216.1

3,353.9 3,232.8

Current assets
Debtors
– amounts falling duewithin one year 4 74.9 52.2
– amounts falling due aftermore than one year 4 35.9 5.2
Cash at bank and on deposit 9.2 1.3
Financial derivatives
– amounts falling duewithin one year 28.3 1.6
– amounts falling due aftermore than one year 13.8 1.1

162.1 61.4
Creditors: amounts falling duewithin one year 5 (243.2) (95.2)

Net current (liabilities)/assets (81.1) (33.8)

Total assets less current liabilities 3,272.8 3,199.0
Creditors: amounts falling due aftermore than one year 5 (737.2) (509.0)
Provisions for liabilities and charges 6 (7.5) (8.3)
Financial derivatives (6.5) (18.0)

Net assets excluding pension assets/(liabilities) 2,521.6 2,663.7
Retirement benefit liabilities 7 (187.7) (51.7)

Net assets including pension assets/(liabilities) 2,333.9 2,612.0

Capital and reserves
Called up share capital 8 145.9 145.5
Share premiumaccount 9 306.6 303.6
Capital redemption reserve 9 5.8 5.8
Merger reserve 9 180.5 180.5
Profit and loss account 9 1,695.1 1,976.6

Shareholders’ equity 2,333.9 2,612.0

The accounts on pages 121 to 130were approved by theBoard of Directors on 29 September 2009 andwere signed on its behalf by:

Philip Bowman JohnLangston
Chief Executive FinanceDirector
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Accounting policies
Basis of preparation
The accounts have been prepared in accordance with the Companies Act 2006 and all applicable accounting standards in the United Kingdom
(UKGAAP).

These accounts have been prepared on a going concern basis and under the historical cost conventionmodified to include revaluation of certain
financial instruments, share options and pension assets and liabilities held at fair value.

As permitted by Section 408(3) of the Companies Act 2006, the Company’s entity profit and loss account and statement of total recognised
gains and losses have not been presented. As permitted by Section 408 (2) information about the Company’s employee numbers and costs
is not presented.

The Company has taken advantage of the exemption in ‘FRS 8: Related Party Disclosures’ not to disclose transactions with other wholly owned
members of the Smiths Group.

Foreign currencies
Foreign currency transactions are recorded at the exchange rate ruling on the date of transaction. Foreign exchange gains and losses resulting
from the settlement of such transactions, and from the retranslation at year end exchange rates ofmonetary assets and liabilities denominated
in foreign currencies, are recognised in the profit and loss account.

Operating leases
Paymentsmade under operating leases are charged to the profit and loss account as incurred over the termof the lease.

Where a leasehold property is vacant, or sub-let under terms such that the rental income is insufficient tomeet all outgoings, provision ismade
for the anticipated future shortfall up to termination of the lease.

Tangible fixed assets
Depreciation is provided at rates estimated to write off the relevant assets by equal annual amounts over their expected useful lives. In general,
the rates used are: Freehold and long leasehold buildings – 2%; Short leasehold property – over the period of the lease; Plant, machinery, etc. –
10% to 20%;Motor vehicles – 25%; Tools and other equipment – 10% to 33%.

Fixed asset investments
TheCompany’s investments inshares ingroupcompaniesarestatedatcost lessprovision for impairment.Any impairment ischarged to theprofit
and loss account as it arises.

Financial instruments
Thepolicies disclosed in theGroupaccounting policies onpages 80 to 85 for recognition,measurement andpresentation of financial instruments
are applied in the Company accounts.

Where there are no differences between the disclosures required for the Group and the Company in respect of a class of financial instruments,
an appropriate cross-reference ismade to the Group accounts.

Taxation
Deferred tax is recognised in respect of timing differences that have originated but not reversed as at the balance sheet date. Timing differences
are differences between the Company’s taxable profits and its results as disclosed in the accounts, arising from the inclusion of gains and losses
in tax assessments in periods different from those inwhich they are recognised in the accounts.

Deferred tax is not recognised on any fixed assets that have been revalued unless there is a binding agreement to sell the asset.

Provisions
Provisions for disposal indemnities, restructuring costs, vacant leasehold property and legal claims are recognised when: the Company has
a legal or constructive obligation as a result of a past event; it is probable that an outflow of resources will be required to settle the obligation;
and the amount has been reliably estimated. Provisions are not recognised for future operating losses.

Provisions are discountedwhere the time value ofmoney ismaterial.
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Post-retirement benefits
Fordefinedbenefit schemes, thecostofbenefitsaccruingduring theyear in respectof currentandpastservice ischargedagainstoperatingprofit.
The expected return on the schemes’ assets and the increase in the present value of the schemes’ liabilities arising from the passage of time are
included in other finance income. Actuarial gains and losses are recognised in the statement of total recognised gains and losses. The balance
sheet includes the surplus/deficit in schemes taking assets at their year-end market values and liabilities at their actuarially calculated values
discounted at year-end AA corporate bond interest rates.

The Company has adopted the amendment to FRS 17 issued in December 2006.

Share-based payment
TheCompany operates a number of equity-settled and cash-settled share-based compensation plans.

The fair value of the shares or share options granted is recognised over the vesting period to reflect the value of the employee services received.
The charge relating to grants to employees of the Company is recognised as an expense in the profit and loss account and the charge for grants
to employees of other group companies is recognised as an investment in the relevant subsidiary.

The fair valueofoptionsgranted,excluding the impactofanynon-market vestingconditions, is calculatedusingestablishedoptionpricingmodels,
principally Binomialmodels. The probability ofmeeting non-market vesting conditions, which include profitability targets, is used to estimate the
number of share optionswhich are likely to vest.

Forcash-settledshare-basedpaymenta liability is recognisedbasedon the fair valueof thepaymentearnedby thebalancesheetdate.Forequity-
settled share-based payment the corresponding credit is recognised directly in reserves.

In accordancewith the transitional provisions of ‘FRS20: Share-basedPayment’, no chargehas been recognised for grants of equity instruments
made before 7November 2002.

Dividends
Dividends are recognised as a liability in the period in which they are authorised. The interim dividend is recognised when it is paid and the final
dividend is recognisedwhen it has been approved by shareholders at the Annual GeneralMeeting.
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Notes to the Company accounts
1 Audit fee
The audit fee for the parent companywas £0.1m (2008: £0.1m).

2 Property, plant and equipment
Fixtures,

Land and Plant and fittings, tools
buildings machinery and equipment Total

£m £m £m £m

Cost or valuation
At 31 July 2008 16.1 1.2 3.9 21.2
Additions 0.4 5.5 0.1 6.0
Disposals (7.3) (3.5) (10.8)

At 31 July 2009 9.2 6.7 0.5 16.4

Depreciation
At 31 July 2008 1.1 0.5 2.9 4.5
Charge for the period 0.1 0.7 0.4 1.2
Disposals (0.7) (3.0) (3.7)
Impairment 2.1 0.2 2.3

At 31 July 2009 2.6 1.4 0.3 4.3

Net book value at 31 July 2009 6.6 5.3 0.2 12.1

Net book value at 31 July 2008 15.0 0.7 1.0 16.7

31 July 2009 31 July 2008
£m £m

Land and buildings – cost
Freehold 9.2 15.9
Long leasehold 0.2

9.2 16.1

An impairment charge of £2.1m has been recognised in respect of properties affected by the restructuring of the corporate centre and divisional
headquarters.
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3 Investments and advances
Shares Due from Due to
at cost subsidiaries subsidiaries Total
£m £m £m £m

Cost or valuation
At 31 July 2008 2,393.3 1,470.3 (640.9) 3,222.7
Exchange adjustments 60.5 60.5
Additions 3,232.7 (753.4) 2,479.3
Contribution through share options 5.0 5.0
Disposals (37.4) (2,899.5) 531.2 (2,405.7)

At 31 July 2009 2,360.9 1,864.0 (863.1) 3,361.8

Provision for impairment
At 31 July 2008 6.6 6.6
Impairment charge for the period 13.4 13.4

At 31 July 2009 20.0 20.0

Net book value at 31 July 2009 2,340.9 1,864.0 (863.1) 3,341.8

Net book value at 31 July 2008 2,386.7 1,470.3 (640.9) 3,216.1

The impairment charge for the period relates to investments in dormant subsidiaries, and arises from the rationalisation of the Group’s holding
company structure.

The Company’s subsidiaries are largely held according to business lines by the following holding companies, which are incorporated in England
unless otherwise stated:

Smiths Group International Holdings Limited
Smiths Detection Group Limited
JohnCraneGroup Limited
SmithsMedical Group Limited
Smiths Interconnect Group Limited

The principal subsidiaries and their countries of incorporation are:

England
Smiths Detection –Watford Ltd
SmithsMedical International Limited
JohnCraneUKLimited

Europe
SmithsHeimann SAS (France)
SmithsHeimannGmbH (Germany)
SmithsMedical France SA (France)
SmithsMedical DeutschlandGmbH (Germany)
Hypertac SA (France)
Hypertac GmbH (Germany)
JohnCrane Italia SpA (Italy)

Other
Smiths Detection (Asia-Pacific) Pte Ltd (Singapore)
SmithsMedical Japan Limited (Japan)
JohnCraneMiddle East FZE (UAE)

Of thecompaniesaboveSmithsGroup InternationalHoldingsLimited is100%owneddirectlyby theCompany.Theothersare100%owned through
intermediateholdingcompanies.Shareholdingsareofordinarysharesorcommonstock.All subsidiariesoperate in their countryof incorporation.

4 Debtors
31 July 2009 31 July 2008

£m £m

Amounts falling duewithin one year
Amounts owed by subsidiaries 72.1 45.4
Other debtors 1.9 5.3
Corporation tax 0.7
Prepayments and accrued income 0.2 1.5

74.9 52.2
Amounts falling aftermore than one year
Deferred taxation 35.9 5.2

110.8 57.4
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United States
Smiths Detection, Inc.
SmithsMedical ASD, Inc.
SmithsMedical PM, Inc.
JohnCrane, Inc.
Titeflex Corporation
Flexible Technologies, Inc.
Tutco, Inc.
Hypertronics Corporation
Sabritec, Inc.
Transtector Systems, Inc.



Notes to the Company accounts
continued
5 Creditors

31 July 2009 31 July 2008
£m £m

Amounts falling duewithin one year
Overdrafts 9.4 38.7
Term loans 137.7
B shares (note 8) 1.7
Amounts owed to subsidiaries 43.6 32.4
Other creditors 42.2 6.6
Other taxation and social security costs 0.6 1.5
Accruals and deferred income 9.7 14.3

243.2 95.2

Amounts falling due aftermore than one year
Term loans 737.2 508.6
Other creditors 0.4

737.2 509.0

6 Provisions for liabilities and charges
At Provisions At

31 July 2008 released Utilisation 31 July 2009
£m £m £m £m

Disposals 8.3 (0.4) (0.4) 7.5

8.3 (0.4) (0.4) 7.5

In 2009£0.4mwaspaid in respect of theMarineSystemsdisposal, anda further £0.4mprovided in respect of this obligationwas released, leaving
a balance of £3.5m relating to this transaction. The closing disposal provision is expected to be utilisedwithin the next five years.

7 Post-retirement benefits
The Company operates three defined benefit plans in the UK. The largest of them is a funded scheme with assets held in a separate trustee-
administered fund. The Company is the sole employer in that scheme and, accordingly, accounts for it as a defined benefit pension plan, in
accordancewith FRS 17.

Pension costs are assessed in accordance with the advice of independent, professionally qualified actuaries. Themost recent actuarial valuation
of the funded schemewas performed using the ProjectedUnitMethod as at 31March 2006. This has been rolled forward to 31 July 2009.

Contributions to the fundedschemearemadeon theadvice of the actuarieswith theobjective that thebenefits be fully fundedduring the scheme
members’ averageworking lives.

The principal assumptions used in updating the valuations are set out below:

31 July 2009 31 July 2008

Rate of increase in salaries 3.8% 4.1%
Rate of increase in pensions in payment 3.3% 3.5%
Rate of increase in deferred pensions 3.3% 3.6%
Discount rate 5.9% 6.6%
Inflation rate 3.3% 3.6%
Healthcare cost increases 5.0% 5.0%

The assumptions used are estimates chosen from a range of possible actuarial assumptions which, due to the timescale covered, may not
necessarily occur in practice.

Themortalityassumptionsused in theprincipalUKschemesarebasedon therecentactualmortalityexperienceofmemberswithineachscheme.
Theassumptionsarebasedon thenewSAPSAllBirth tableswith relevantscaling factorsbasedon theexperienceof theschemes.Theassumption
also allows for future improvements in life expectancy in line with 80%/60% of the long cohort formales/females respectively and an annual 1%
underpin. Theassumptionsare that amemberwho retiresnext year at age65will live onaverage for a further 22 years after retirement if they are
male and for a further 24 years after retirement if they are female. For amember who is currently 45, when they retire in 20 years’ time they are
assumed to live on average for a further 24 years after retirement if they aremale and for a further 25 years after retirement if they are female.
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7 Post-retirement benefits continued
The assets in the scheme and the expected rates of return as at 31 July 2009were:

31 July 2009 31 July 2008

Long-term Value Long-term Value
rate of return £m rate of return £m

Equities 8.2% 589.8 8.2% 620.2
Government bonds 4.5% 46.0 4.8% 30.9
Corporate bonds 5.9% 266.9 6.6% 242.7
Property 7.2% 137.3 7.2% 188.1
Other 5.0% 148.9 5.8% 229.1

Totalmarket value 1,188.9 1,311.0
Present value of funded pension scheme liabilities (1,340.4) (1,333.5)

(Deficit)/surplus (151.5) (22.5)
Unfunded pension plans (36.0) (34.3)
Post-retirement healthcare (6.2) (15.2)

(193.7) (72.0)

Related deferred tax asset/(liability) 6.0 20.3

Net pension (liability)/ asset (187.7) (51.7)

Theschemeassetsdonot includeanyof theGroup’sown financial instruments,noranypropertyoccupiedby,norotherassetsusedby, theGroup.
The expected rates of return on individual categories of scheme assets are determined by reference to relevant industries. The overall rate of
return is calculated byweighting the individual rates in accordancewith the anticipated balance in the scheme’s investment portfolios.

History of experience gains and losses
31 July 2009 31 July 2008 31 July 2007 5 August 2006 31 July 2005

£m £m £m £m £m

Actual return less expected return on pension scheme assets (180.9) (183.9) 52.6 23.5
As a percentage of scheme assets (15%) (14%) 3% 2%
Experience gains and losses arising on the scheme liabilities 98.4 (4.5) (36.7) 1.6 1.9
As a percentage of present value scheme liabilities 7% 0% (2%) 0% 5%

Changes in present value of defined benefit obligations
31 July 2009 31 July 2008

£m £m

At beginning of the period (1,383.0) (1,492.8)
Current service cost (6.2) (7.6)
Past service cost 9.6
Interest on obligations (89.2) (83.9)
Actuarial gain/(loss) on liabilities 14.5 36.0
Curtailment gain 1.1
Liabilities extinguished on settlements 97.2
Benefits paid 71.7 67.0

At end of the period (1,382.6) (1,383.0)

Changes in present value of schemeassets
31 July 2009 31 July 2008

£m £m

At beginning of the period 1,311.0 1,527.5
Expected return on assets 91.7 109.1
Contributions by employer 38.8 40.1
Assets distributed on settlements (114.8)
Actuarial (loss)/gain on assets (180.9) (183.9)
Benefits paid (71.7) (67.0)

At end of the period 1,188.9 1,311.0
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Notes to the Company accounts
continued
7 Post-retirement benefits continued
Cash contributions
Cash payments in 2010 are expected to be £34.1m. Discussions are in progresswith the pension trustees in respect of additional contributions.

Aone percentage point change in assumedhealthcare cost trend rateswould have the following effects:
One percentage One percentage
point increase point decrease

£m £m

Effect on the aggregate of service cost and interest cost
Effect on defined benefit obligations 0.1 (0.1)

8 Share capital
Issued
capital Consideration

Number of shares £m £m

Ordinary shares
At 31 July 2008 387,879,181 145.5
Exercise of share options 922,783 0.3 1.5
Conversion of B shares 224,463 0.1 1.7

At 31 July 2009 389,026,427 145.9

B shares
At 31 July 2008 459,157
Converted (459,157)

At 31 July 2009

Share capital classified as equity at 31 July 2009 389,026,427 145.9
Share capital classified as debt at 31 July 2009

Total share capital at 31 July 2009 389,026,427 145.9

On 17 April 2008 4,467,437 B shares were purchased and cancelled. On 3 November 2008 the 459,157 remaining B shares were converted into
224,463 ordinary shares.

The authorised capital at 31 July 2009 consisted of:

• 533,333,333 (2008: 533,333,333) ordinary shares of 37.5p each; and

• 600,000,000 (2008: 600,000,000) non-cumulative B shares of 1p each.

At 31 July 2009 all of the issued share capital was in free issue. All issued shares are fully paid.
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8 Share capital continued
31 July 2009 31 July 2008

Number of ordinary shares issuable under outstanding options 7,813,294 8,777,181

Dates
Year Number of Subscription normally

issued shares prices exercisable

Smiths Sharesave Scheme 2002 9,795 645.00p 2005/2009
2003 23,824 554.00p 2006/2010
2004 104,901 525.00p 2007/2011
2005 85,693 704.00p 2008/2012
2006 194,230 798.00p 2009/2013
2007 123,128 868.00p 2010/2014
2008 196,725 724.00p 2011/2015
2009 631,827 569.00p 2012/2016

Smiths Industries Executive ShareOption Schemes 1999 52,832 858.50p 2002/2009
2000 56,100 750.00p 2003/2010
2001 73,066 790.00p 2004/2011
2002 966,172 806.00p 2005/2012
2002 95,000 654.00p 2005/2012
2003 160,100 669.00p 2006/2013
2004 838,350 774.00p 2007/2014
2005 928,000 901.00p 2008/2015
2006 1,674,677 896.50p 2009/2016
2007 1,488,250 1,097.00p 2010/2017
2008 12,500 835.50p 2011/2018

TI GroupExecutive ShareOption Schemes 1999 82,140 1,103.92p 2002/2009
2000 2,459 661.23p 2003/2010
2000 13,525 626.16p 2003/2010
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Notes to the Company accounts
continued
9 Share premiumaccount and reserves

Capital
Share redemption Merger Profit and

premium reserve reserve loss account
£m £m £m £m

At 31 July 2008 303.6 5.8 180.5 1,976.6
Exercise of share options 1.4 2.6
Purchase of own shares (0.2)
Conversion of B shares 1.6
Profit for the period 5.1
Dividends paid to equity shareholders (132.0)
Actuarial loss on retirement benefits (166.4)
Deferred tax credit related thereto
Share-based payment 9.4

At 31 July 2009 306.6 5.8 180.5 1,695.1

The retained earnings include the purchase of Smiths Group plc shares by the Smiths Industries Employee Benefit Trust, and the issue of these
shares upon the exercise of share options. The consideration paidwas £0.2m (2008: £20.7m) and £2.6m (2008: £5.5m)was received as a result of
the issue of shares. At 31 July 2009 the Trust held 105,932 (2008: 1,095,965) ordinary shareswith amarket value of £0.8m (2008: £11.5m).

The Company’s profit and loss reserve of £1,695.1m includes £895.7m (2008: £895.7m) not available for distribution as dividend.

During the year, the Company received £1.5m (2008: £15.5m) on the issue of shares in respect of the exercise of options awarded under various
share option schemes.

10 Contingent liabilities
The Company has arranged letter of credit facilities to support the Group’s pension plans. The current amount outstanding is £116.1m
(2008: £124.9m).

The Company has guaranteed the £660m revolving credit facility used by a subsidiary.

Other contingent liabilities of the Company are not expected to give rise to amaterial loss.

11 Post balance sheet event
The directors propose a final dividend of 23.5p per share (totalling approximately £91.4m) for the year ended 31 July 2009. The dividend will be
submitted for formal approval at the Annual GeneralMeeting to be held on 17November 2009.

In accordancewith FRS 21, these financial statements do not reflect this dividend payable, which will be accounted for in shareholders’ equity as
an appropriation of retained earnings in the year ending 31 July 2010. During the year ended 31 July 2009, a final dividend of 23.5p per share
(totalling £91.1m)was paid in respect of the dividend declared for the period ended 31 July 2008.

12 Deferred tax
Year ended Year ended
31 July 2009 31 July 2008

£m £m

Deferred taxation
At beginning of period 25.5 5.3
(Charge)/credit to profit and loss account 16.4 (21.3)
(Charge)/credit to equity 41.5

At end of period 41.9 25.5

Analysed as follows:
Excess tax depreciation on fixed assets 1.5
Retirement benefit obligations 6.0 20.3
Share-based payment 2.3 4.6
Losses carried forward 31.5
Short-term timing differences 0.6 0.6

41.9 25.5
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Financial calendar
2009

Preliminary announcement of results for 2008/09 30 September

Ordinary shares final dividend ex-dividend date 21 October

Ordinary shares final dividend record date 23 October

Annual GeneralMeeting 17November

Ordinary shares final dividend payment date 20November

2010

2009/10 interim results announced 24March (provisional)

Ordinary shares interim dividend ex-dividend date 31March (provisional)

Ordinary shares interim dividend record date 2 April (provisional)

Ordinary shares interim dividend payment date 23 April (provisional)

Smiths Group financial year end 31 July

Preliminary announcement of results for 2009/10 29 September (provisional)

Ordinary shares final dividend ex-dividend date 20 October (provisional)

Ordinary shares final dividend record date 22 October (provisional)

Annual GeneralMeeting 16November (provisional)

Ordinary shares final dividend payment date 19November (provisional)

Themarketvalueofanordinaryshareof theCompanyon31March1982
for the purposes of capital gains tax was 136.875p (taking into account
the sub-division of 50p shares into 25p shares on 14 January 1985 and
the subdivision and consolidation of 25p shares into 37.5p shares on
18 June 2007).

The2009AnnualGeneralMeetingwillbeheldatTheThomasLordSuite,
Lord’s Cricket Ground, Grace Gate, St John’s Wood Road, London
NW8 8QNon Tuesday 17November 2009 at 2.30 pm.
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