Strategic Report

About Spirax-Sarco Engineering plc

Implementing our strategy for growth

Spirax-Sarco Engineering plc is a multi-national industrial engineering group that has its
headquarters in Cheltenham, England.

The Group comprises two world-leading engineering businesses: Spirax Sarco for steam
specialties and Watson-Marlow for niche peristaltic pumps and associated fluid path technologies.
From the Food & Beverage industry to water treatment plants, we apply our sector expertise

to provide our customers with bespoke, value-added and environmentally friendly engineered
solutions for energy and water savings, reduced emissions, process efficiency, product quality and
improvements in plant health, safety and regulatory compliance.

In order to continue to outperform our markets we are focusing on self-generated growth
opportunities through further strengthening our direct sales business model and implementing
our strategy for growth.

2015: Our year in review

January April June August November
2015 2015 2015 2015 2015
- Spirax Sarco Peru - Watson-Marlow ~ Closure of small -~ M&M International - Watson-Marlow
commenced trading acquired Asepco Spirax Sarco meter | (ltaly) sold for £6.7m acquired Flow
. (USA) for £7.2m manufacturing Smart Inc. (USA)
~ Spirax Sarco Egypt facility in the USA for £5.7m
commenced trading - Spirax Sarco
received a Queen’s
Award for Enterprise
in Innovation
Oct Dec
® ® *—© ® @ *—0—9© ® @ °
Feb May
March July September
2015 2015 2015
~ Associate company ~ Watson-Marlow ~ Spirax Sarco acquired
Spirax Marshall (India) acquired MasoSine | Colombian steam
sold for £6.6m manufacturing and distribution business
distribution business | from Casaval SA for £8.5m
~ Steam specialties UK in Japan for £2.8m
manufacturing restructured - Watson-Marlow Taiwan
-~ Watson-Marlow Chile | commenced trading
commenced trading
~ Spirax Sarco India
commenced trading
n Read more on page 5
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Driving sustainable growth and stakeholder value
Key beneficiaries of our value creation during 2015 £
IS
Suppliers Employees Customers Communities Governments Shareholders %
Nearly £300 million  Nearly £200 million Our end users benefit £199,000 plus Approximately £140.3 million »
paid to suppliers paid in wages and from our products employee time £200 million paid paid as dividends to -g
of materials and salaries. We provide and services which donated to charitable in taxes (corporation shareholders during S
services. jobs and salaries in help them to reduce causes worldwide. tax, employment 2015 including a l_%
By manufacturing developed, emerging energy and water QOur communities taxes and net VAT) to special dividend of I
regionally, using and developing use; improve process also indirectly benefit national governments.  £91.0 million.
local and national economies, creating efficiency, product from the value that Through paying
suppliers, the local purchasing quality, and healthand  we create for all our taxes we support
beneficiaries of power. safety performance; stakeholders, across the development of
our value creation and achieve regulatory  our value chain. public infrastructure,
are geographically compliance. healthcare and c
widespread. educational provision. %
=
. L
-
How we reward our value creation £
©
Our Remuneration Policy creates a strong alignment between the creation of value and g
Executive Director remuneration. 3

n Read more on pages 86-108
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Strategic Report

Our business model in action:
customer closeness and applied engineering

Our Spirax Sarco and Watson-Marlow businesses are anchored on the
philosophy of understanding the detail of our customers’ processes and applying
properly engineered solutions to assist steam and pump users to meet their
challenges of improving process quality and efficiency, increasing throughput,
and reducing energy and water consumption and plant emissions.

Our direct sales model Our sales force is a major investment

At the heart of our customer value proposition is the deep Our sales and service engineers are highly skilled in both product
application and systems knowledge of our direct sales and support  applications and in systems understanding and troubleshooting.
engineers. The investment in our direct sales teams allows us to We invest heavily in training our sales and service people as we

talk directly with end users and be proactive in understanding recognise that their knowledge and skill is a key differentiator and a
their requirements. By talking directly to our end users and having barrier to entry to competitors. We monitor the return on investment
extensive sector-specific industry knowledge, we are able to in our sales and service engineers and remain confident that the
uncover problems, identify unrecognised needs and develop business they self-generate is making targeted financial returns.
solutions to improve our end users’ productivity, operational Our sales and service engineers, as the face of our businesses,
efficiency and sustainability. reinforce brand loyalty and goodwiill.

Routes to market

Approximately 73% of Group revenue is generated directly and the remaining 27% is generated indirectly from sales to distributors.

Our direct sales model plays an important role in all routes to market as our sales engineers call on end users and sell the benefits of our
products, solutions and services. End users may then purchase directly from us, specify our products in OEM equipment, request that
contractors specify our products in their plans, or purchase from a distributor.

Direct sales
Direct sales 42%
End user
73% ; requirements
Spirax Sarco m identified by sales
and Watson- U 17% OEMs engineers

Marlow sales ; m
companies,
selling our ens?rllzsers 0 U
products and 9 14% Contractors and >
services to consultants
customers Sales End users
engineers
N
/

End users purchase
or specify our
products

27% o
% Distributors
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The benefits of our direct sales approach

Leverage information
from our unique
databases

We have large and unique
databases of contact
information for our
customers and potential
customers. Leveraging this
information gives us a
formidable advantage for
sales growth.

Bridge the
knowledge gap

Many end users no longer
have the knowledge or
engineering resources
that they once had, so
they do not understand
the problems they have or
how to fix them. We bridge
this knowledge gap.

Our
direct sales
approach

Focus on value-
creating solutions

We are increasingly acting
as a trusted engineering
adviser to our customers;
solving their problems,
identifying efficiency
improvement opportunities
and providing value-
creating solutions.

Encourage innovative
product and solution
development

A deep understanding of
our end users’ processes
drives product innovation.
We have led the way in
developing ready to install
packaged solutions which
provide convenient, effective
and reliable solutions to
customers’ problems.

Self-generated
growth opportunities

As our sales engineers walk
our end users’ plants they
use their wide experience
and industry knowledge to

identify unrecognised needs.

Providing solutions to these
needs creates opportunities
for self-generated growth.

Instrumental in creating added value and
self-generated growth opportunities

Spirax-Sarco Engineering plc
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Strategic Report

Our markets:
top line growth

Our closeness to our customers ultimately helps to insulate the Group from
much seasonal and cyclical demand.

Some frequently asked questions:

What is your view on global
industrial production

growth rates?

Our businesses serve very diverse markets
across a wide range of different industries,
geographic regions, customers and
products. As steam and pumps are so
widely used across many applications, our
markets broadly reflect changes in global
economic conditions and, in particular,
movements of industrial production
growth rates.

Q:

Global industrial production growth, which
we typically lag by a few quarters, has
progressively slowed over the past year to
currently very low levels. At the end of 2015,
year-on-year industrial production growth
was around zero, with a decline in non-
OECD markets. The slowdown in industrial
production growth has been particularly
marked in China and other emerging
markets where we have long had a strong
presence, with recessionary conditions in
Latin America and Russia. This slowdown
has also been evident in the developed
markets of North America and Europe,
although industrial production growth rates
in the latter have been relatively stable albeit
at levels of growth of less than 1%.

For more information about our risks
see pages 32-33

For our Viability statement
see page 111

Q: What do you expect to

* | happen to industrial
production growth rates?
Prospects for global industrial production
are uncertain, following successive periods
where projected improvements have been
pushed back. However, we will be focusing
on realising the benefits of our strategy, with
emphasis on self-generated growth.

Q: Are you affected by low

* | oil price?
Whilst the price of oil may influence the cost
of energy to our end users, the correlation
between the price of oil and our sales
is relatively weak as payback on energy
cost savings is only one of a wide range of
motivations for customers to trade with us.
Our direct sales business model means
that our sales engineers work closely
with end users to identify improvements
1o their steam systems, and peristaltic
pump and associated fluid path systems.
Typical benefits, other than energy savings,
include reduced carbon emissions, water
savings, productivity improvements,
efficiency improvements, reduced costs and
regulatory compliance. While lower energy
prices will increase the payback period
on some projects, the productivity and
process improvements that our solutions
offer still provide significant incentive for our
customers to buy from us.

While the impacts of the low oil price are
relatively muted, we are not immune.
During 2015 we saw a negative impact in
Korea and Canada in particular, as well as
Brazil and China, for different local reasons.
Overall, we estimate that the weaker Oll

& Petrochemical sector and lower energy
prices reduced our sales growth rate by
around 1% during 2015.

. | How confident are you of
Q: achieving future growth?
We are confident in our ability to grow,
despite the difficult global trading
conditions, for the following reasons:

1. Long-term market drivers remain positive
for global industrial production growth.

2. Lower levels of large project work are
largely offset by growth in our day-to-day
business, reflecting increased demand
from end users’ replacement and
maintenance spending, from which we
derive a large proportion of our revenues
and better margin business.

3. Alarge proportion of Group revenue
is derived from defensive, less
cyclical industries.

4. We remain focused on staying close
to our customers and targeting self-
generated growth opportunities which
come from our ability to identify our
end users’ unrecognised needs, solve
their difficult challenges, which many
suppliers cannot, and gain market share
by winning new installations that then
become the base for future revenue.

1. Our long-term market growth drivers remain positive

Population growth

industry sectors
Ageing population

demand for energy management solutions

New markets and increased consumption

Increased consumption and demand in all our major

Increased demand for healthcare and pharmaceutical products
Increase in global energy consumption
Increased investment in the Oil & Petrochemical industry and

Economic development in emerging markets

National and international climate change

mitigation strategies

Requirement for companies to manage energy more efficiently,
increasing demand for energy management products

and services

Industrial production

As steam and pumps are so widely used across industry,

our markets reflect changes in industrial production but our

sales have consistently outperformed our markets as we have

expanded our addressable market, extended our geographical

penetration and grown our market share

Spirax-Sarco Engineering plc
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2. Significant income from maintenance
and operations expenditure

3. Serving less cyclical industries

of Group revenue is generated from annual maintenance and
operational budgets, rather than large projects from capex

budgets, which are more likely to be cut during periods of
slower growth.

By staying close to our customers, we are in a good
position to self-generate growth from smaller, and typically
better margin, projects.

* Based on Spirax Sarco internal estimates.

Customer capex vs opex spend*
\o\)dgets

1 5%

We target smaller projects
from opex budgets

and self-generate new
business through our
deep understanding of
customers’ needs and our
service ethos

OPex budge's

B Maintenance and repair sales that maintain
existing systems, supported by the end users’ opex
budgets, with a typical invoice value of around £1k

Bl Small project sales that improve existing
systems, supported by the end users’ opex budgets,
with a typical invoice value of £10k-£50k

Large project sales that build new systems,
supported by the end users’ capex budgets, with a
typical invoice value of over £75k

As our sales engineers walk our end users’ plants and
identify and provide solutions to meet their unrecognised
needs we self-generate business.

* Based on Spirax Sarco internal estimates.

4. Targeting self-
generated growth

Our overall strategic objective is

to deliver self-generated growth in
order to outperform our markets.

We achieve this by staying close to our
customers, understanding their system
requirements and providing them with
innovative products and solutions to
solve their challenges.

We have an excellent balance between higher-growth end
markets and those that are more “defensive” and resilient.

50%"
of Group revenue is derived from defensive, less cyclical

end markets, including: Food & Beverage, Pharmaceutical,
Healthcare, Water & Wastewater and Power Generation.

* Based on Spirax Sarco internal estimates.

Revenue by key industry sector* %

8
g

Food | m Buidings Hvac) &

Beverage i = Mining & Precious N

. Metal Processing €&
Pharmaceutical &

Biopharmaceutical © W Water & Wastewater ®

B OEMMachinery ¥% ® Pulp & Paper D

B Oi &Petrochemical & W Power Generation  allx

B Healthcare + B Texties :

W Chemical A m Rubber&Plastc @

B Other

* Based on Spirax Sarco internal estimates.

* Approximately 18% of sales are through channels with little
visibility of end industry. These sales have been allocated
across key industries on a pro-rata basis. 2015 data reflects
redefined sales analysis. Increase in the Pharmaceutical &
Biopharmaceutical sector reflects acquisitions and increased
visibility around OEM sales. OEM sales to identifiable
end industries have been allocated to those industries.

Sales to OEM customers account for approximately 17% of
Group sales.
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Our products and markets:
IN More detall

We continue to grow our market share by focusing on our strategy for growth.

Our market share at a glance

£5.0bn* 14%

Our estimated global
share of our total
addressable market

Estimated size
of our total
addressable market

* Based on Spirax Sarco internal estimates.

Understanding our marketplace

Our global addressable market comprises four key areas
and we provide products and services in each.

18%

Niche pumps

24%

Condensate
management

£5.0bn

Total market size*

35%

Energy
management

23%

Controls

* Based on Spirax Sarco internal estimates.

The revised market size reflects underlying changes in market
segment sizes, changes in the scope of the addressable market
as a result of acquisitions, divestments and product development,
and the impact of exchange movements. Market share includes
annualised revenue from acquisitions made during 2015 and
excludes revenue from businesses that were sold during 2015.

20 Spirax-Sarco Engineering plc
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£4.1bn

Steam specialties market
[ | Spirax Sarco market share

Condensate
management

Market size:

£1.2 billion

Our typical products:
— Steam traps

— Condensate return
pumps
— Isolation valves

Our market share
24%

Energy
management

Market size:

1.8 billion

Our typical products:
— Metering products

— Boiler house products
— Heat transfer packages
— Energy services

Our market share

6%

* Based on Spirax Sarco internal estimates.

WATSON
MARLOW

Fluid Technology Group

P

£0.9bn

Niche pumps market
B Watson-Marlow market share

Controls

Market size:

£1.1 billion

Our typical products:

— Automatic control
valves

— Pressure regulators
— Temperature controls

Our market share
12%

Niche pumps
and associated equipment

Market size:

£20.9 billion

Our typical products:

— Positive displacement
pumps

— Tubing

— Filing machines

Our market share

19%



Operating across a wide and balanced range of industries

Food

Steam is widely used in

the processing of foods for
blanching, cooking, baking,
packaging, cleaning and
sterilising. Our pumps and
associated equipment are
used to meter ingredients,
deliver food to process lines

Beverage

il

Steam is essential for brewing
and distilling processes.

It is used to protect product
quality and flavour, and ensure
compliance with industry
standards. Pumps are

used to transfer fruit, juice,
concentrates, yeast and

Pharmaceutical &
Biopharmaceutical

Clean steam reduces the
risk of product and process
contamination, and our
peristaltic pumps, valves
and single-use components
enable precise flow

control and fluid isolation

in the Pharmaceutical and

OEM Machinery

Original Equipment
Manufacturers (OEMs) are
companies that build and
supply machines for use in
industry. Our activities with
OEMs vary from simple

product supply to advising
on machine performance

and treat process waste. other additives. Biopharmaceutical industries. improvements and process
plant design.
Oil & Petrochemical Healthcare Chemical Buildings (HVAC)

Our steam system products
and services enable optimum
performance in steam and
condensate systems, and
reduce energy use during oil
and petrochemical production.

Steam is used in hospitals
and clinics for space heating,
hot water production,
humidification and sterilisation.
Pumps and associated
equipment are used in the
manufacture of products for
the Healthcare industry.

Steam is widely used as an
energy source in chemical
production and product
processing, while our pumps
are used to safely and
accurately transfer and dose
critical chemical components.

QOur steam products are used
to provide space heating,
humidification and hot water
to create comfortable working
conditions for employees

and visitors in public and
private buildings.

Mining & Precious
Metal Processing

N
OB

Peristaltic pumps reduce
water, energy and chemical
use and increase reliability and
productivity while moving and
processing highly abrasive
ores and slurries.

Water & Wastewater

Peristaltic pumps are used to
accurately dose chemicals
during water treatment
processes and efficiently
transfer viscous and
abrasive slurries.

Pulp & Paper

Our steam and pump
products facilitate the accurate
control of critical processes,
such as washing, bleaching,
dyeing, drying and finishing, in
the manufacture of paper and
a wide range of domestic and
industrial tissues.

Power Generation

1)
Superheated steam is an
ideal fluid to transfer chemical
energy in fuel into electrical
energy through steam
turbines. Steam is also used
to distribute and re-use waste

heat formed during the power
generation process.

Spirax-Sarco Engineering plc
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Strategic Report

Our strategy:
doing better what we already do well

“Last year we extensively reviewed, revised and
presented the Group strategy. During 2015 we
remained focused on implementing our strategy
for growth across the Group.”

Nicholas Anderson
Group Chief Executive

Our strategic objective:
To deliver self-generated growth that outperforms our markets

Our strategic focus:
Doing better what we already do well

Our six strategic themes:
1 Increase direct sales effectiveness Read more Self-generated growth
through sector focus % on page 26 Our six Group strategic themes reflect the
key elements of the Spirax Sarco steam
business strategy, the Watson-Marlow Fluid
) Technology Group strategy, and the Group
2 Develop the knowledge and skills of > Read more acquisitions strategy, which are summarised
our expert sales and service teams on page 27 on the following page. The objective of

our strategy is to deliver self-generated

growth that outperforms our markets.

Read more To accomplish this, we are focusing on

3 Broaden our global presence % our strategic themes, which are designed

J P on page 28 to increase the effectiveness of our direct

sales organisation, leverage our strengths

in key sectors, take advantage of the

) most attractive opportunities, expand our

4 Leverage our R3D investments % (Fjr? ii?g r2e9 addressable markets and align and direct
our resources more effectively to improve

business performance.

Through implementing our strategy we
5 Optimise supply chain effectiveness AN Read more are further strengthening our direct sales

on page 30 business model and enhancing our ability
to self-generate growth, which we achieve
as we work closely with our end users to
6 Operate sustainably and help improve Read more identify their unrealised needs and provide
our customers’ sustainability % on page 31 products and solutions to solve their difficult

operational challenges.

To find out how we are implementing our
strategy for growth, see pages 26-31

22 Spirax-Sarco Engineering plc
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Spirax-Sarco Engineering plc
Our six strategic themes:

Our six strategic themes reflect the key elements of our individual business
strategies, accompanied and underpinned by our Group acquisitions strategy.
Our Group acquisitions strategy aims to create shareholder value by supplementing
organic growth with targeted and returns-focused strategic acquisitions.

/\

SPirYSarco

First for Steam Solutions

To be the world leader in steam and
thermal energy solutions

— Intensify customer focus through enhanced
Customer Value Propositions

— Focus on priority industries
— Increase R&D effectiveness

— Achieve global excellence in our supply
chain

— Strengthen our competitive advantage
through enhanced knowledge and skills

n Read more on pages 26-31

/\

WATSON
MARLOW

Fluid Technology Group

— Enhance market sector sales focus
— Achieve rapid geographical expansion

— Accelerate development of breakthrough
products

— Attain excellence in manufacturing

— Selective product and market sector
diversification

n Read more on pages 26-31

Group acquisitions strategy

— Create significant shareholder value through supplementing organic growth

— Expand the capabilities of our niche businesses through new technologies,

skills or geographic coverage

— Increase our addressable market into adjacent related sectors

Spirax-Sarco Engineering plc
Annual Report 2015
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Strategic Report

Our key performance indicators

We use a range of quantitative financial and non-financial key performance
indicators to monitor the Group’s progress against our objectives of delivering
consistent, profitable and sustainable growth and shareholder value.

1. Organic revenue growth % 2. Adjusted operating profit* 3. Operating profit margin* %
£m

% £m %
2015 [N 2 2015 | 152.4 2015 | 22.8
2014 4 014 I 530 2014 N 225
2013 [ 4 2013 151.6 2013 [ 22.0
2012 5 212 I 136.2 2012 [ 206
201 [ 9 201 134.0 201 206
Definition Definition Definition

Organic revenue growth measures the change
in revenue in the current year compared with

the prior year from continuing Group operations.
The effects of currency movements, acquisitions
and disposals have been removed.

Link to strategy (pages 26-31)
1112113]|14]|15]]|6

[ Direct link

[ Indirect link

Progress in 2015

Organic sales increased by 2%. The strongest
growth was again in Watson-Marlow where we
achieved growth in all geographic regions. Organic
sales in the steam specialties business were flat;
we achieved continued modest sales growth in
EMEA and made a small advance in the Americas
but organic sales were lower in Asia Pacific.

Link to remuneration m

Revenue growth is a key driver of profit
generation and a central element in the annual
planning process. Bonus targets are driven off
annual plans and therefore revenue growth drives
a key measure of variable remuneration.

Link to risk (pages 32-33)

Adjusted operating profit is the profit earned from
our business operations before interest, taxes,
the share of profit of Associate companies and
certain non-operational items.*

Link to strategy (pages 26-31)
11121131]141]5]]6

[ Direct link

[ indirect link

Progress in 2015

Adjusted operating profit was 4% ahead at
constant currency. Watson-Marlow again
performed strongly and in the steam specialties
business, profits grew by double-digits at
constant currency in EMEA, the Americas was
flat and Asia Pacific registered an operating profit
reduction at constant currency.

Link to remuneration m

Group operating profit is the other key element of
the annual planning process. Bonus targets are
driven off annual plans and therefore profit is a
key measure of variable remuneration.

Link to risk (pages 32-33)

Operating profit margin is defined as adjusted
operating profit expressed as a percentage
of revenue.

Link to strategy (pages 26-31)
1112]13]|14]|5]|6

[ indirect link

[ Direct link

Progress in 2015

The operating profit margin expanded to a record
22.8%, benefiting from the modest sales growth,
the focus on price management, efficiency gains
and cost savings actions, particularly in the UK and
USA early in 2015, and a second year of broadly
flat costs for materials. Business mix was generally
favourable across the steam specialties business.

Link to remuneration m
Executive Directors’ variable remuneration is
measured on two main indicators: profit and

ROCE. Operating profit margin is a key driver of
both profit and ROCE.

Link to risk (pages 32-33)

1112]]|3 51617

1112]]13]14]|5]]|6]]7

1112]13]14]|5]||6]]7

[ Direct link D Indirect link No link

Remuneration measures: [l Bonus measure

O birectlink [ Indirect link

Performance share plan measure

n For full details about our remuneration measures read more on pages 86-108

Spirax-Sarco Engineering plc
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* Based on adjusted operating profit. Adjusted operating profit

excludes certain non-operational items as set out and explained
in the Financial review and in Note 2 on page 130.



Corporate Information

Officers and advisers

Secretary and registered office

A.J. Robson

General Counsel and Company Secretary
Spirax-Sarco Engineering plc

Charlton House

Cirencester Road

Cheltenham

Gloucestershire GL53 8ER

Telephone: 01242 521361

Facsimile: 01242 581470

Email: company.secretary@uk.spiraxsarco.com
Website:  www.spiraxsarcoengineering.com

Auditor
Deloitte LLP

Financial adviser
Rothschild

Financial PR
Citigate Dewe Rogerson

Bankers

Barclays Bank PLC
HSBC Bank PLC

Corporate brokers
Bank of America Merrill Lynch

Registrars
Equiniti

Aspect House

Spencer Road

Lancing

West Sussex BN99 6DA

Telephone: 0371 384 2349* (UK)
or +44 (0121 415 7047 (overseas)

* Lines open 8.30 am to 5.30 pm, Monday to Friday, excluding English public holidays

Website: www.shareview.co.uk

Solicitors
Baker & McKenzie LLP

Important dates

Annual General Meeting 10th May 2016
Final dividend**

Ordinary shares quoted ex-dividend 28th April 2016
Record date for final dividend 29th April 2016
Final dividend payable 27th May 2016

** Subject to shareholder approval at the AGM.
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