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Our purpose and strategy

Our business is protecting life
and improving quality of life for
people worldwide.

Our companies have a core focus on
safety, health and the environment
and our products provide innovative
solutions for many of the key
problems facing the world today.

Our strategy is to acquire and grow
businesses in relatively non-cyclical,
specialised global niche markets.
The technology and application
know-how in each company delivers
strong competitive advantage to
sustain growth and high returns.
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Highlights

Revenue (€£m)
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+19%
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Continuing operations 2017 2016 Change
Revenue £961.7m £807.8m +19%
Adjusted Profit before Taxation' £194.0m £166.0m +17%
Adjusted Earnings per Share? 40.21p 34.26p +17%
Statutory Profit before Taxation £157.7m  £136.3m +16%
Statutory Earnings per Share 34.25p 28.76p +19%
Total Dividend per Share? 13.71p 12.81p +7%
Return on Sales* 20.2% 20.6%
Return on Total Invested Capital® 15.3% 15.6%
Net Debt £196.4m  £246.7m

Pro-forma information:

1 Adjusted to remove the amortisation and
impairment of acquired intangible assets,
acquisition items, restructuring costs and
profit or loss on disposal of operations, totalling

£36.3m (2016: £29.7m). See note 1to the Accounts.

2 Adjusted to remove the amortisation and
impairment of acquired intangible assets,
acquisition items, restructuring costs, profit or
loss on disposal of operations and the associated
taxation thereon. See note 2 to the Accounts.

3 Total dividend paid and proposed per share.

4 Return on Sales is defined as adjusted’ profit
before taxation from continuing operations
expressed as a percentage of revenue from
continuing operations.

5 Organic growth rates and Return on Total
Invested Capital (ROTIC) are non-GAAP
performance measures used by management.
See note 3 to the Accounts.
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Strategic Report

Business at a Glance

Our sectors

Revenue and profit growth
with high returns in all sectors.

Process
Safety

© Read more p30

Infrastructure
Safety

@ Read more p36

Medical

@ Read more p42

Environmental
& Analysis

© Read more p48

Products which protect
people and assets at work.
Specialised interlocks

that control critical
processes safely.
Instruments that detect
flammable and hazardous
gases. Explosion protection
and pressure relief
systems, and corrosion
monitoring products.

Products and services that
improve the safety and
mobility of people and protect
commercially and publicly
owned infrastructure.

Fire detection systems, smoke
detectors, specialist fire
suppression systems, people
and vehicle flow solutions,
security systems and elevator
safety products.

Products which enhance the
quality of life for patients and
improve the quality of care
delivered by providers. Devices
that assess eye health, assist
with eye surgery and primary
care applications. Critical
fluidic components used by
medical diagnostic OEMs
and laboratories. Sensor
technologies used in hospitals
to track assets and support
patient and staff safety.

Products and technologies for
analysis in environmental
safety and life sciences
markets. Market-leading
opto-electronic technology
and sensors. Flow
measurement instruments

and gas conditioning products.

Products for environmental
data recording, water quality
testing and water distribution
network monitoring, and UV
water treatment.

Halma plc Annual Report and Accounts 2017
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Financial highlights

£167m

Revenue

£40m

Operating profit

£315m

Revenue

£65m

Operating profit

£26Im

Revenue

£67/m

Operating profit

£219m

Revenue

£42m

Operating profit

Contribution
to sector total

17%

of revenue

19%

of operating profit

33%

of revenue

30%

of operating profit

27%

of revenue

31%

of operating profit

23%

of revenue

20%

of operating profit

Primary growth drivers

population growth

increasing health, safety and
environmental regulation

demand for life critical resources

population growth
urbanisation

increasing health, safety and
environmental regulation

population growth

ageing and increased
life expectancy

demand for healthcare,

particularly in
developing economies

population growth

increasing environmental
regulation

demand for life critical resources

Revenue by destination

o=

-

1 USA 36%
2 Mainland Europe 22%
3 United Kingdom 16%
4 Asia Pacific 16%
5 Other 10%

Employees by location

P

1 United Kingdom 37%
2 USA 31%
3 Asia Pacific 17%
4 Mainland Europe 14%
5 Other 1%

(2]
(g
]
Q
ot
(1]
&
(2]
A
1)
el
o
S
+

82UDUIBaN0D

S3USWSIDIS |PIdUDUIS



Strategic Report Halma plc Annual Report and Accounts 2017

Our Business Model and Strategy

Inputs How we increase value

We have a portfolio of market-leading companies within our
four sectors: Process Safety, Infrastructure Safety, Medical,
and Environmental & Analysis.

Financial
Our operations are inherently cash
generative and the Group has access
to competitively priced finance, which
provides good liquidity and support
for the growth ambitions of Halma.

We place our operational resources close to our customers through
autonomous locally managed businesses. We have central resources
to increase innovation, international expansion and leadership
talent. Each business builds strong application knowledge and
technology by focusing on its specific market niche where there

are often barriers to entry. We re-invest cash into acquiring high
performance businesses in, or close to, our existing markets.

@ Read more p60

(—D Product innovation
Investing in new product development
and making complementary acquisitions

enable Halma to develop the range and Com petitive Strengths
quality of its products.

@ Read more p9

© q
@l Human capital
Developing talent and diversity across Agile & close
our businesses gives us a competitive to customers

advantage and ensures that we have
motivated leaders to deliver our goals

in an innovative and collaborative way. Valuable
Proven M&A application
@ Read more p52 capabilities knowledge &
technology
|j| Intellectual assets Long-term
Empowering our businesses to invest in market
new products and work collaboratively growth
with each other to share knowledge drivers
and experience creates a culture where
innovation can flourish. Global Strategy-led
expansion talent
© Read more p? expertise management
[@l Relationships
Interacting with our customers, Innovation
suppliers and other strategic partners through

is key to developing market-leading collaboration
positions in each of our businesses.

@ Read more p9

(27 Sustainability
Halma is committed to promoting

. . . Read more:
sustainable business practices and
works to improve the Group's © Market Review p11
environmental performance. @ Principal Risks and Uncertainties p22

@ Sector Reviews p30 to 51

Read more p56
° i @ Financial Review p60
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Our strategic model is to double every five years. We aim
to achieve this through a mix of acquisitions and organic
growth. We ensure that cash generation is strong enough
to sustain investment for growth and increase dividends
without the need for high levels of external funding.
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% The value created The value shared 9
3
We create value for our stakeholders and We manage our resources to deliver a profitable, sustainable §
our business by carefully managing the and responsible business. We create value which is retained in our 2
use of and return on inputs. business, making it stronger, and shared with our stakeholders.
Revenue Communities
Our products protect life and improve quality of life for people
worldwide. We manage our business activities in a sustainable
R m way, minimising the environmental impact of our operations.
ul
Return on Sales Customers 3
Our businesses focus on market segments where our technical 3
O know-how and inter-company collaboration can deliver innovative g
O solutions for our customers. Y
J s
(]
. 3
Return on Total Invested Capital Shareholcliers . . . []
By effectively leveraging the inputs to our business, we create 2
"]

O profits that benefit shareholders through increasing dividend
1 5 3 / returns and capital appreciation.
. O

. Employees
Global direct employment We develop and reward our people both financially and through
personal and professional development.

5,871

As we grow our revenue and develop new products, we support
Adjusted Operating Cash Flow other businesses and their stakeholders.

Governments
. I I I Through payment of taxes worldwide, we share our value

creation with the countries in which our businesses operate.

How we maximise value through our strategy

Our strategy

To acquire and grow businesses in relatively
non-cyclical, specialised global niche markets. — Achievement
The technology and application know-how — Innovation

in each company delivers strong competitive /@\/ — Empowerment

Our values

advantage to sustain growth and high returns. — Customer satisfaction

Our investment priorities
Sustainable — Innovation

How we reward our value creation

Our Remuneration Policy creates a strong
alignment between the creation of value growth — International expansion
and management's financial rewards. — Talent development

— Acquisitions
@ Remuneration p88 H
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Chief Executive's Strategic Review

Halma makes a positive
difference to people’s
lives worldwide

Halma performed
strongly over the past
year, achieving its
fourteenth consecutive
year of record revenue
and profit.

Andrew Williams
Chief Executive

Adjusted pre-tax profit up
17% on revenue up 19%

7% increase in total
dividend per share

38th consecutive year
of growing dividend
payments by 5% or more

Strong cash generation

M&A resource added to each
| of our sectors and increased
financial resources support
further strategic investment




Halma's purpose is to protect life

and improve the quality of life
through innovative safety, health

and environmental solutions.

This provides us with exciting
opportunities for growth in a diverse
range of markets and with a strong
motivation to make a positive
difference to people's lives worldwide.

We have a clear growth strategy, a
simple financial model and a unique
organisational structure, which is
customer-focused and enables us
to adapt quickly to market changes.

Halma has had a well-established
financial target that aims to double
our earnings every five years, without
becoming highly geared or seeking
further equity, provided there are
similar rates of organic, acquisitive and
dividend growth. This aspiration pushes
our businesses to deliver sustainable
revenue growth by increasing
investment in innovation, talent and
international expansion rather than
limiting their focus only on operational
efficiency and short-term profitability.

Over the past five years, we have
achieved compound annual growth
rates of 10% for revenue and 11% for
profit with a good balance between
organic, acquisition and dividend
growth. This strong performance
reflects not only our sound growth
strategy but also the exceptional
commitment, abilities and dedication
of talented individuals in every part
of Halma. | thank all of them for their
contribution to this financial success
and, in the process, realising our
shared purpose and making a positive
difference to people's lives worldwide.

Record revenue and profit

Halma performed strongly over the
past year, achieving its fourteenth
consecutive year of record revenue
and profit.

Revenue increased by 19% to £962m
(2016: £808m) including 4% organic
constant currency growth and 10%
favourable currency impact. Adjusted’
profit increased by 17% to £194m (2016:
£166m), also including 4% organic
constant currency growth and 10%
favourable currency impact. There were
52 weeks trading in this year compared
with 53 weeks trading last year.

Returns were maintained at a high level
with Return on Sales of 20.2% (2016:
20.6%) well within our targeted range
of 18% to 22%. Return on Capital
Employed for our operating companies
remained high at 72% (2016: 72%).

The Group's Return on Total Invested
Capital was 15.3% (2016: 15.6%).

Cash generation and balance sheet
supports future growth

Cash generation was good and we
ended the year with net debt of £196m
(2016: £247m) after spending £10m on
current year acquisitions (2016: £193m),
£24m on capital expenditure

(2016: £24m), £50m on dividends

to shareholders (2016: £47m), and
paying £33m of tax (2016: £27m).

With gearing at the year end (net
debt to EBITDA) of 0.86 times (2016:
1.27 times), we have a strong balance
sheet which can support further
strategic investment. In November
2016, we increased and extended our
revolving credit facilities from £360m
until 2018 to £550m until 2021.

Final dividend to increase by 7%

The Board is recommending a final
dividend increase of 7%, giving a final
dividend of 8.38p (2016: 7.83p) and a
total dividend for the year of 13.71p
(2016:12.81p). The final dividend

per share is subject to approval by
shareholders at the AGM on 20 July
2017 and will be paid on 16 August
2017 to shareholders on the register
on 14 July 2017.

Growth in all major regions

A major benefit for businesses within
Halma is the support they receive

to build their business in key export
markets. This year, once again, this
was reflected in the widespread
revenue growth achieved in both
developing and developed regions.

There was impressive growth in Asia
Pacific where revenue increased 21%
to £152m (2016: £125m), including 9%
organic constant currency growth.
Revenue from China was up by 25% to
£68m (2016: £54m), with 11% organic
constant currency growth. Revenue
from Other regions grew by 16% to
£99m (2016: £86m) with good growth
in Canada.

Revenue from Mainland Europe grew
by 17% to £210m (2016: £179m)
including 6% organic constant
currency growth while UK revenue was
up by 7% to £155m (2016: £145m) with
5% organic constant currency growth.
The USA remained our largest regional
market with revenue increasing by
27% to £345m (2016: £273m) and 1%
organic constant currency growth.

Growth in all four sectors

There was revenue and profit growth
in all four sectors. All sectors achieved
record revenue and all, except Process
Safety, also generated record profit.

The Medical sector became our largest
profit sector for the first time, with
profit? up by 29% to £66.7m (2016:
£51.7) including 6% organic constant
currency growth. Revenue grew by 31%
to £261m (2016: £199m) with organic
constant currency growth of 4%.
Return on Sales remained strong at
25.6% (2016: 26.0%).

Regionally, the highest rate of organic
constant currency revenue growth was
in Asia Pacific and there was good
progress in China. There were lower
rates of organic growth in the UK and
the USA, which is the largest region
representing 52% of the sector.

There was a small organic constant
currency decline in Mainland Europe.
Visiometrics and CenTrak, acquired

in December 2015 and February 2016
respectively, delivered improved
performances as the year progressed.

Infrastructure Safety profit? grew
by an impressive 17% to £65.1m
(2016: £55.6m) and revenue rose
by 19% to £315m (2016: £265m).
Both included organic constant
currency growth of 7%. Return

on Sales was 20.7% (2016: 21.2%).

There was strong organic constant
currency revenue growth in Asia Pacific,
the UK and Mainland Europe (the
largest region at 30% of the sector)
supported by excellent progress from
our Fire and Door Safety businesses.
There was organic constant currency
revenue decline in the USA, partly due
to a weaker performance from our Fire
businesses, including Firetrace which
we acquired in October 2015. We have
continued to strengthen Firetrace's
management team from within Halma
and we expect its performance to
improve as we move through 2017.

We remain confident in its longer-term
growth potential, especially in
international markets.

The Environmental & Analysis sector
increased profit? substantially by

21% to £41.7m (2016: £34.5m), which
continued the excellent progress made
last year and included 6% organic
constant currency growth. Revenue
grew by 16% to £219m (2016: £189m)
with organic constant currency growth
of 4%. Return on Sales improved from
18.3% to 19.0%.
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Chief Executive's Strategic Review

continued

The highest rates of organic constant
currency revenue growth were
achieved in Asia Pacific, with China
achieving double-digit growth and
now contributing 12% of sector
revenue. There was good growth in
the USA and solid progress in the UK.
Mainland Europe saw organic revenue
decline after weaker demand

from certain OEM customers
headquartered in the region.

During the year we completed the
restructuring of our photonics
coatings business, Pixelteq. The
exceptional costs associated with this
project were reported in our first half
results. The profitability benefits
started to emerge in the final quarter
of 2016/17 and are expected to make a
positive contribution to profit growth
in the 2017/18 financial year, despite
the small revenue reduction arising
from this consolidation.

The Process Safety sector'’s
performance improved as the year
progressed, benefiting from sustained
increased investment in market
diversification and improving demand
from the US onshore energy market in
the second half of the year. Revenue
increased by 7% to a record £167m
(2016: £155m) with a relatively

encouraging 1% organic constant
currency growth. Profit? rose by 2% to
£40.2m (2016: £39.6m). Although there
was a 4% organic constant currency
decline for the full year, there was
organic constant currency profit
growth of 4% in the second half of

the year. Return on Sales for the year
remained strong at 24.1% (2016: 25.4%).

There was impressive organic constant
currency growth in the Near and Middle
East and modest improvements in the
USA and Mainland Europe. There was

a small organic revenue decline in the
UK and reduced demand in our pipeline
management sub-sector contributed to
organic revenue decline in Asia Pacific.

In overall terms this was an encouraging
year and Process Safety is now much
better placed to sustain growth, with
less reliance on energy and resources
markets than one year ago.

One acquisition completed;

M&A resource strengthened

Our core acquisition strategy is to find
privately-owned businesses operating
in niches within safety, health or
environmental markets. Our search
efforts are typically focused on our
core, or closely adjacent, market niches

although each Halma sector has the
freedom to find new niches which
possess the right product, market and
financial characteristics. In almost all
cases we acquire 100% of an entity but
we will consider a minority investment
to gain access to potentially valuable
intellectual property if an outright
purchase is not appropriate or possible.

Our sector-focused organisation
model gives us the scalability to
continue acquiring small-to-medium
sized businesses to achieve our
strategic growth objectives. We are
also able to sell and merge businesses
relatively easily should specific market
dynamics change. This active portfolio
management has meant the number
of businesses within Halma has

been relatively stable, reducing

the potential for concerns over
management's increasing span-of-
control as we grow. In 2007, Halma
had revenue of £355m from 39
operating companies while today,

we have revenue of £962m from 42
operating companies.

During the year, we added further M&A
resource to our four sector boards and
the benefits of this are becoming
apparent in the improved balance

of our acquisition pipeline across

Total shareholder return (three years) . Halma . FTSE 250 . FTSE 350 Electronic & Electrical Equipment
250%
200%
150%
100% |
'_,"‘w».v
50%
March 2014 March 2015 March 2016 March 2017



sectors and in the increasing number
of visits made to targeted businesses.
The M&A market continues to be
competitive with high multiples being
paid for businesses in many of our
attractive market niches. This
highlights the need for us to build
strong relationships with business
owners, sometimes over a number of
years, so that they already see Halma
as a great home for their business
when they eventually decide to sell.

Every transaction is approved by the
Group Chief Executive and Group
Finance Director, with all deals
£10m or over requiring Halma plc
Board approval.

In January 2017, we acquired FluxData,
a New York based manufacturer of
advanced multi-spectral and digital
imaging systems for multiple market
segments including industrial and
medical applications. FluxData builds on
multi-spectral imaging capabilities that
already exist in our Environmental &
Analysis sector. Joining Halma offers
FluxData the opportunity to access
new niches and regions for safety,
health and environmental markets.

The consideration paid was

US$12m (£9.9m) with further
contingent consideration of up

to US$15.5m (£12.8m) based on

its performance to 31 March 2019.

Increasing strategic investment for
growth and the 4 Industrial Revolution
We have a clear understanding of how
we want our businesses to benefit
from being part of Halma. We
demonstrate this by making targeted
central investments and building a
strong collaborative culture. Over

the past decade, our primary focus
has been on Talent Development,
Innovation and International
Expansion. These central investments
have led to individual sector initiatives
targeted at opportunities and
challenges which are particularly
relevant to that sector.

Increasingly, we are seeing the
opportunities and challenges of the
‘4t Industrial Revolution' and we are
gaining a better appreciation of the
influential role that we can play in the
development of our safety, health and
environmental markets. Many of

our businesses have been using or
experimenting with technologies such
as robotics and 3D printing for some
time. Increasingly our products are
sensing, analysing and communicating
data either as part of a larger
connected system or as stand-alone
solutions. In order to be successful in
this changing world the ability to
combine technologies is increasingly
important and we are relentlessly
improving our collaborative capabilities.

We have completed the search for
the new role of Chief Innovation

and Digital Officer for the Halma
Executive Board and are pleased to
announce that Inken Braunschmidt will
be joining the Group in early July 2017.
Inken will be joining us from innogy SE,
arenewables energy company based in
Essen, Germany and spun out of RWE
in 2016. In recent years, Inken led the
innovation and digital transformation
at RWE with a customer and people-
centred approach. Prior to that, Inken
was MD of RWE's Strategy and
Management Consultancy practice.
Her role at Halma will similarly be
critical in both accelerating the
development of innovative digital
strategies and in building a stronger
collaborative community both inside
the Group and with external partners.

In April 2017, we held our biennial
innovation, collaboration and
experimentation event, HITEx in

San Diego, USA. Board members
from all Halma companies attended

a three-day event which included
sessions focused on harnessing new
technologies, developing more
ambitious growth strategies and
understanding the value of strategic
partnerships. As always, the event
highlighted the impressive capabilities
and growth potential of our businesses
but also reminded us of the need to
constantly improve and change in
order to be successful in the future.

R&D spend increased

to 5.3% of revenue

New product innovation is a vital
component of creating organic
growth and enables each Halma
company to increase its revenue
and profitability through market
share gain and market expansion.

Our investment in new product
development increased substantially,
with a record R&D spend up by 23%

to £50.6m (2016: £41.2m). This was a
13% increase at constant currency and
represented 5.3% of Group revenue
(2016: 5.1%), also a new record.

The decentralised nature of Halma
means that each Halma company
determines its own R&D spend
according to its market opportunity.
All four sectors increased R&D spend
with the relative investment levels
ranging from 3.6% of revenue for
Process Safety up to 6.9% for
Environmental & Analysis.

We track the effectiveness of this
investment in a variety of ways
including the proportion of revenue
generated from new products
launched in the past three years.
Over the past four years, the average
contribution to Group revenue from

products launched in the past three
years has been around 22% although
the individual company metrics range
from single digit to over 50%.

Since 2004, the best examples of
innovation in Halma have been
celebrated and recognised each year
through the Halma Annual Innovation
Awards. All employees are able to
enter, offering them a first prize of
£20,000. This year the winner of

the New Product award was BEA's
Flatscan laser sensor, which has
transformed safety in swinging doors
as well as promising further growth
opportunities in other markets.

First prize in the Process award was
Fortress Interlocks' online interactive
tool which helps customers easily
configure and order customised
products from a standard product
platform. The Collaboration
category was won by Ocean Optics
and Fiberguide who co-developed

a product to test the authenticity

of bank notes in China.
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Corporate responsibility and
sustainability is at Halma's core
Halma's core strategy is to protect
life and improve quality of life for
people worldwide. Our primary market
growth drivers mean that Halma
companies operate in markets in
which their products contribute
positively to the wider community.
These market characteristics and our
commitment to health and safety, the
environment and people development
are reflected in the values held by our
employees and our operating culture.

S3USW3D3S |DIdDUDUIY

A detailed report on our approach to
Corporate Responsibility, including
our CO, emissions reduction
performance, is on pages 56 to 59.

Outlook

Halma operates in a diverse range

of market niches where demand

is supported by resilient long-term
growth drivers. We are able to grow
faster than our markets through
sustainable and increasing investment
in innovation, international expansion
and strategy-led talent management.
Our growth mind-set extends to our
M&A activity where we buy businesses
to increase investment for growth
rather than reduce costs.

Since the period end, order intake has
continued to be ahead of revenue and
order intake last year. We expect to
make further progress in the year
ahead in line with our expectations.

Andrew Williams

1 See Highlights
2 Seenote1to the Accounts



Chief Executive's Strategic Review

continued

Understanding our
stakeholders’ needs

Chief Executive Q&A

What is Halma's
financial model?

Halma has a simple financial model.
Our aspiration is to double every five
years, through a mix of acquisitions
and organic growth. Because we
generate high returns and strong cash
generation, we are able to invest for
growth as well paying an increasing
dividend to shareholders.

What is
Halma's strategy?

We choose markets with resilient
growth drivers, including increased
safety regulation, increasing demand
for healthcare and life-critical
resources (e.g. water). Within these
markets, we select product niches
with strong intellectual property that
deliver high, sustainable returns.

We have an agile, de-centralised
operating model which makes

sure resources are placed close to
customers. We drive organic growth
through investment in innovation
(e.g. R&D spend has grown from
£15.3m to £50.6m since 2007),
international expansion (e.g. revenue
from outside the UK, Europe

and the USA has increased from
£67.8m to £251.1m since 2007)

and talent (a major priority and
competitive differentiator for us).
Acquisitions are also an important
part of our growth.

How do this year's results
reflect Halma's strategy?

These results show the benefits of
our market and geographic diversity.
Having an agile and flexible operating
model means our businesses can
adjust quickly to their markets, as
opportunities change. Having a
de-centralised model is at the heart
of our financial performance -
supporting 14 consecutive years of

record revenues, profits and dividends.

How has Halma performed
over the long term?

Very strongly. Halma's growth and
consistency is a key differentiator.
The Group has delivered revenue
growth in 41 of the past 43 years,

and a return on sales higher than 16%
for the past 32 years. Over the past
decade, revenue has grown every year,
from £355m to £962m, a CAGR of
¢c.10%. In the same period, profit has
grown from £66m to £194m. This has
enabled us to increase our dividend
by 5% or more every year for the
past 38 years.

What does Halma look
for in acquisitions?

We typically acquire relatively small
businesses, in the £10m to £100m
price range, that share Halma's

key characteristics. They operate in,
and adjacent to, our existing markets
and are financially strong. Most of
these deals we source ourselves.

What is Halma's acquisition track
record over the past ten years?

Our strong financial resources have
enabled us to spend £645m on

26 acquisitions since 2007. In the
last few years, we have added
dedicated M&A resources at sector
level, making us well placed to
continue this successful track record.

How will Halma sustain
its future growth?

Halma's strategy is based on growth,
organically and through acquisitions.
In 2014 we created four sectors,

'mini Halmas' — Process Safety,
Infrastructure Safety, Medical and
Environmental & Analysis — each with
the potential to be the size of Halma
today. This gives us a structure to
support growth over the medium to
long term, while retaining the unique,
decentralised operating model that
has driven our success. The sector
set-up means we can maintain the
current pace of acquisitions and
continue to focus on relatively small
companies. It is also helping to drive
organic growth - for example, through
sharing technology, pooling information
on our customers and collaborating
for international expansion.
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Market Review

Understanding and responding
to changes in market trends

Macro-economic, regulatory

and competitive environment

Halma's strategy is to develop market
positions primed for growth over

10 years or more. Our operating
companies have growth strategies
with three to five year horizons.

Our focus is on supplying safety,
health and environmental products
that protect life and improve the
quality of life worldwide. We position
our businesses in relatively resilient
markets. Our chosen markets benefit
from resistance to cyclical economic
downturn, high barriers to entry and
long-term growth driven by:

— increasing health and
safety regulation
— increasing demand for healthcare
— increasing demand for life-
critical resources

Most of our markets are underpinned
by regulation. This drives sustained
demand throughout economic cycles
and often makes customer spending
non-discretionary. Our companies'
strong market positions deliver
upgrade and replacement sales
opportunities as customers seek

to maintain regulatory compliance
and conform with best practice.

Our competitive environment is
influenced by global, regional and
national product approvals and
technical validations. Compliance
with new and updated product
regulations is a steadily increasing
cost and technical challenge, but

our expertise in this area enables
us to respond quickly and build
competitive advantage.

Halma is exposed to a very diverse
range of carefully selected niche
markets, each with its own unique
drivers. As a result, macro-economic

Global total, urban and
rural population
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factors affect our businesses’
competitive environment very
differently depending on their market
segment and geographic exposure.

Our operating companies develop and
execute their own growth strategies
and respond to changes in their
specific markets. Sector management
teams provide strategic support and
oversight for wider-reaching and
longer-term market dynamics. More
detail about our market segments and
competitive environment is given in
the sector reviews on pages 30 to 51.

Our strategy of focusing on
non-cyclical niche markets with growth
underpinned by resilient regulatory
drivers and product approvals provides
our businesses with genuine stability:
resilience in challenging economic
conditions and organic growth

above prevailing market rates.

This underlying intrinsic strength
enables us to plan and to invest for
the longer-term with confidence.
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Strategic Report

Market Review
continuved

In 2017 global economic growth is
forecast to rise moderately to 3.4%.

In the advanced economies growth

is expected to edge up to 1.9%.
Growth in our largest market, the USA,
is forecast at 2.5% but government
fiscal stimulus could raise growth
higher. Steady growth is anticipated

in both Europe and Central Asia during
2017 with a forecast of 2.4%. The
strongest economic growth in 2017 is
expected in emerging markets and
developing economies, where it should
rise to 4.5%. The fast-growing Chinese
and Indian economies are predicted

to grow by 6.5% and 7.2% respectively
during 2017.

Growth trends in the global economy
for 2017/18, in both developed and
developing economies, are broadly
favourable for our businesses. We
expect developing socio-economic
conditions in Asia and South America
to drive rising demand for our
products used to make workplaces
safer, provide healthcare, improve
infrastructure safety and manage
life-critical resources.

Increasing health and safety regulation
Most of the world's work-related
deaths, injuries and illnesses are
preventable and employers must
comply with increasingly strict
government laws and regulations

to protect their workers, the
environment and their assets

from workplace hazards.

Each year more countries give higher
priority to occupational safety and
health, and the prevention of accidents
and work-related illness. Governments
and employers increasingly recognise
the major impact that workplace
accidents and disease have on
productivity, competitiveness and
business reputation, as well as on

the health and livelihoods of workers
and their families.

Alongside increasing regional,

country and industry-specific laws
and regulations, globalisation has
encouraged many multinational
employers to extend workplace health
and safety practice across their
worldwide operations, particularly
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in developing economies. These factors
drive demand for our Process Safety
and Infrastructure Safety products.

Every year more than 2.3 million
workers die from occupational
accidents or work-related disease;

a death every 15 seconds. 317 million
non-fatal work accidents occur
annually. Workplace fatalities, injuries
and illness are a serious human and
financial problem for workers and
their families and a social and
economic burden for businesses,
communities and national economies.

There is a global trend for governments
and employers to recognise the
significant social and economic impact
of poor occupational safety and
health practice. In addition to the
effects of work accidents and illness
on individuals, the resulting absence,
disability benefits, compensation,
interruption of production and medical
expenses are a financial burden.

The macro-economic cost of
occupational injuries, illness, disability
and incapacity is estimated to average

Global health expenditure (trillion US$)
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4% of global GDP. In countries with
less developed occupational health
and safety, a far higher proportion of
GDP is spent on work-related injury
and illness, reducing capital resources
for productive economic investment.
The International Labor Organization
estimates that work-related illness
and accidents cost up to 10% of GDP
in Latin America, compared with
under 4% in the EU. In the USA,
worker illness and injury now costs
employers US$225 billion each year.

Safety and health at work standards
and practices vary considerably
between countries, economic sectors
and social groups. However, they are
generally improving and becoming
more closely aligned. Deaths and
injuries take a particularly heavy toll
in developing countries, where a large
part of the population may work

in hazardous conditions. However,
greater investment and advances in
occupational safety are reducing the
number of fatal accidents at work.

Governments around the world are
prompted by deaths and injuries
caused by accidents to introduce
new and tougher regulations to
protect people from harm in
commercial buildings and public
places. The continuous introduction
of new, mandatory building codes
affecting fire protection, building
security, automated doors and
elevators drives demand for our
Infrastructure Safety products.

Increasing demand for healthcare
The continuous rise in healthcare
demand and spending worldwide is
driven by a combination of factors:

— growth and ageing of the
global population

— rising life expectancy

— increasing chronic disease

— medical innovations

— rising incomes

— increasing patient expectations

Population ageing, together with a
rising prevalence of age-related
chronic disease, is affecting all regions
of the world in both the developed
and developing economies. These
demographic changes combine to
form a strong long-term driver

for healthcare services and products
in our Medical and Environmental &
Analysis sectors. Continuous advances
in medical technology and therapies
stimulate demand for new equipment.

Driven by a global trend of declining
fertility and rising longevity, the
number of people aged over 65 is
forecast to more than triple between
2010 and 2050. Life expectancy

is expected to rise from 72.7 years in
2013 to 73.7 years by 2018. As a result,

over 10% of the world's population will
be over 65. In the USA, the world's
largest healthcare market, increasing
life expectancy is predicted to double
the number of people over 65 by 2050.

Although developed countries have
the oldest population profiles (about
20% of people in Japan, Germany

and ltaly are aged 65 or over), the
large majority of older people, and

the fastest rates of population ageing,
are in the less developed economies.
About 9% of China's population

is currently aged over 65, but the
proportion is expected to rise to
around 12% in 2020. By that time
health services for the elderly will
account for nearly 23% of China's
total healthcare spending. Almost two
thirds of the world's older people will
live in Asia by 2050.

As fertility rates fall globally, the pace
of population growth is slowing in
almost every region except Africa.

In 2015 the global population reached
7.3 billion, almost three times higher
than in 1950. Despite the falling rate
of growth, world population is still
projected to rise to 8.5 billion by 2030.
Almost 40% of growth in the global
population during 2015 to 2030 is
expected in Africa.

Global healthcare spending — about
10% of global GDP - is forecast to
grow faster than the global economy
over the next few years, rising from
US$7 trillion in 2015 to US$8.8 trillion
by 2020. While the global healthcare
market is still dominated by the
developed world, government
spending as a proportion of GDP

is projected to rise at the fastest

rate in the developing economies.
Advanced economies such as the USA,
Europe and Japan spend about 12%
of GDP on healthcare; developing
economies average about 6% of GDP.
Almost two thirds of the world's total
healthcare expenditure occurs in the
developed economies, with the USA
alone responsible for 40% of the
global spend.

In addition to the powerful
demographic healthcare demand
drivers of global population ageing and
population growth, rising affluence is
also a strong driver in the developing
world. Healthcare spending in
emerging nations is forecast to rise
dramatically. The strongest growth
forecast of 15% is India, with annual
growth in China estimated at over
12% supported by government
investment and initiatives to improve
the accessibility and quality of
healthcare.
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Market Review
continued

The incidence rates of cancer, heart
disease, stroke, respiratory disease,
diabetes and hypertension have risen
sharply in the past decade, particularly
in developing regions. These chronic
diseases are the leading cause of
mortality worldwide due to population
ageing, more sedentary lifestyles,
changing diets and rising obesity.
Halma's focus on ophthalmology and
advanced blood pressure monitoring
products directly relates to the
diagnosis and treatment of these
chronic and age-related diseases.

Increasing demand for

life-critical resources

Continuous growth in demand for
life-critical resources is the result

of social and economic development.
According to the United Nations,
almost 3 billion people in 48 countries
will be facing water shortages within
10 years that could cause conflict and
political destabilisation. By 2030 there
will be a global freshwater deficit of
40%. Global electricity demand is
forecast to double by 2060.

Rising energy consumption and water
usage is driven by four key trends:

— population growth

— economic growth

— rising living standards

— dietary and agricultural changes

During the 20t century water
consumption grew twice as fast as
the world population. Water scarcity
is now highlighted by the World
Economic Forum as the most
serious risk that our planet faces.

Water consumption is driven by
long-term trends: growing populations,
rising affluence, industrialisation and
urbanisation in emerging markets,
and outdated water infrastructure

in industrialised countries. These same
trends have led to the pollution of
water resources, further reducing

the capacity of the natural water
cycle to meet the world's growing
water demand.

The problem with access to fresh
water is not its finite volume but
inadequate distribution which

is largely dependent on economic
resources. Affluent countries manage
water resources to meet demand,
but developing economies often lack
basic infrastructure to deliver clean,
safe water.

Over 4 billion people (about two thirds
of the global population) currently
live with severe water scarcity for at
least one month a year. Half a billion
people live in regions where water
consumption from underground
aquifers is continuously depleted
because abstraction is double the
volume of water replenished by

rain every year. By 2025, 1.8 billion
people are predicted to face
absolute water scarcity.

Climate change and global warming
also raise pressure on the world's
freshwater resources. Rising
temperatures in agricultural areas
increase the rate of water evaporation
from soil and crop transpiration,
raising irrigation demand. Higher
temperatures also raise energy
consumption through increasing

use of air conditioning.

Current water consumption patterns
are unsustainable. By 2050, the United
Nations expects global agriculture to
produce 60% more food (100% more
in developing countries), but the current
growth rate of agricultural water
consumption cannot be sustained.
Industrial demand for water is
predicted to rise by 400% between
2000 to 2050, with the highest
increases in emerging economies.

Competition for water resources

is forecast to increase between
industries and economic sectors, and
between countries in both developed
and developing regions. The rising
value of finite water resources drives
demand for our water conservation,
treatment and testing products.



Rising affluence in developing
economies lets people change their
diet from starch-based foods to meat
and dairy, which significantly raises
agricultural water consumption.
Producing one kilo of rice uses

3,500 litres of water but it takes
15,000 litres to produce a kilo of beef.
Dietary change has been the primary
driver of global water consumption
over the past 30 years, a trend which
is expected to continue well into the
middle of the 271t century.

Rising demand for energy and water
is strongly linked. Power generation,
fossil fuel extraction, transport and
processing, and biofuel crop irrigation
all consume large volumes of water.
Water used in energy production can
also degrade freshwater resources by
reducing the downstream volume and
quality. Energy is vital to provide fresh
water, powering the systems that
collect, transport, distribute and treat
it. After agriculture, energy production
is the second largest water consumer
worldwide. Energy uses about 15%

of the world's total water withdrawal,
but this is expected to rise by 20%

by 2035.

In recent years water shortages have
shut down thermal power plants in
India, affected energy production

in US power plants and threatened
hydropower electricity generation in
many countries, including Sri Lanka,
China and Brazil.

The World Energy Council reports that
energy demand growth is slowing and
that per capita energy demand will
peak before 2030. New technology,
government policies and reduced
expectations of economic growth will
significantly affect the energy sector in
coming decades. Despite a levelling of
the per capita energy demand, global
energy consumption will continue to
rise due to population growth, rising
affluence and urbanisation.

While global GDP is forecast to
double over the next 20 years, total
energy demand is predicted to rise
by only 30% due to technological
improvements in energy use and
environmental concerns. The large
majority of the extra energy will be
consumed in fast-growing emerging
economies; energy use within
developed economies is predicted
to remain largely unchanged.

The oil and gas segment of the energy
market consists of three sectors:
upstream (exploration and production),
midstream (storage, processing

and distribution), and downstream

(oil refining and raw gas processing).
Although industry analysts predict
that oil prices will rise gradually during
the next few years, the impact of the
heavy price downturn in 2014 is
continuing to limit capital investment
by the oil majors in most regions.
During 2016 capital investment in
upstream projects remained under
extreme pressure. The deepest
upstream spending cuts have been

in the USA, but capital investment is
largely unchanged in Saudi Arabia
and most of the Middle East.
Investment continues in midstream and
downstream oil and gas storage and
refinery projects where our Process
Safety products have most exposure.

The oil price downturn is expected to
have a long-term effect on capital
investment in the oil and gas sector
and the recent capital allocation trend
has shifted towards shorter-cycle
projects. It is estimated that around
US$620 billion of projects through to
2020 have been deferred or cancelled.

We expect several of our businesses
will see a continued fall in revenue
from upstream oil and gas projects.
However, a combination of long-term
growth in energy demand, rising
capital expenditure in refining,
petrochemicals and pipelines in the
oil and gas midstream/downstream
sectors, and in alternative energy
markets like wind farm power
generation, will offer growth and
diversification opportunities for our
businesses affected by the short-term
oil price fall.

As global demand for water resources
becomes unsustainable, the value of
conservation, improving efficiency
and effective monitoring is growing.
Several of our Environmental &
Analysis sector businesses operate

in markets driven by the global trends
of rising demand for life-critical
resources such as energy and water.
Rising energy demand, and continued
global investment in the key sectors of
traditional and unconventional energy
sources, also drives demand for our
Process Safety products.

15

(2]
(g
=
]
ot
1]
G,
0
A
]
T
o
S
+

85UDUIAN0S)

S3USW3D3S |DIdDUDUIY



16

Strategic Report

Key Performance Indicators

Strategic focus

Strategy

Halma plc Annual Report and Accounts 2017

Key performance indicator

Through careful selection of our market niches
and strategic investment in people development,
international expansion and innovation we aim to
achieve organic growth in excess of our blended
market growth rate, broadly matching revenue
and profit growth in the medium term. We buy
companies with business and market characteristics
similar to those of existing Halma operations.
Acquired businesses have to be a good fit with our
operating culture and strategy in addition to being
value-enhancing financially.

The measure of how successful we are in growing our
business organically and by acquisition coupled with
strong financial disciplines, including those related
to tax and capital allocation, is captured in the
Group's adjusted earnings per share.

Through careful selection of our market niches
and strategic investment in people development,
international expansion and innovation we aim to
achieve organic growth in excess of our blended
market growth rate, broadly matching revenue
and profit growth in the medium term.

We choose to operate in markets which are capable of
delivering high returns. The ability to maintain these
returns is a result of maintaining strong market and
product positions sustained by continuing product
and process innovation.

O
%’
o
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Organic profit growth %
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Acquisition profit growth %
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EPS growth %
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Remuneration linkage

Organic profit growth is
calculated at constant currency
and measures the change in
adjusted profit achieved in the
current year compared with the
prior year from continuing Group
operations. The effect of
acquisitions and disposals
made during the current or
prior financial year has

been eliminated.

Acquisition profit growth
measures the annualised profit
(net of financing costs) from
acquisitions made in the year,
measured at the date of
acquisition, expressed as a
percentage of prior year profit.

Adjusted earnings are calculated
as earnings from continuing
operations excluding the
amortisation and impairment of
acquired intangible assets;
acquisition items; restructuring
costs; profit or loss on disposal
of operations; the effects of
closure to future benefit accrual
of the defined benefit pension
plans net of associated costs
(2014 only); and associated tax
thereon.

Organic revenue growth is
calculated at constant currency
and measures the change in
revenue achieved in the current
year compared with the

prior year from continuing
Group operations. The effect
of acquisitions and disposals
made during the current or
prior financial year has

been eliminated.

Return on Sales is defined as
adjusted profit before taxation
from continuing operations
expressed as a percentage of
revenue from continuing
operations.

ROTIC is defined as the post-tax
return from continuing
operations before amortisation
and impairment of acquired
intangible assets; acquisition
items; profit or loss on disposal of
operations; and the effects

of closure to future benefit
accrual of the defined benefit
pension plans net of associated
costs (2014 only) as a percentage
of average shareholders’ funds.

Organic profit growth at
constant currency was just
below our target, however
adjusting for the shorter
accounting period in 2016/17 it is
estimated to be above target.
There were strong performances
in Environmental & Analysis,
Infrastructure Safety and
Medical sectors, with a good
recovery in Process Safety.

Acquisition profit fell short of
our target of 5% for the year,
with only one acquisition
completed. Sector acquisition
resource has been increased
further and the acquisition
pipeline is more balanced across
the sectors.

Performance was strong and
exceeded our target. Currency
translation had a positive impact
on the year's result.

Organic growth at constant
currency in revenue was just
below our target, however
adjusting for the shorter
accounting period in 2016/17 it is
estimated to be above target.
There was growth in all sectors
and all major geographic regions.

Return on Sales was well above
target. Environmental & Analysis
continued to deliver Return

on Sales above 18% with a
further increase this year.
Infrastructure Safety

and Medical sustained a strong
performance. Process Safety
demonstrated its resilience
despite tough market conditions.

Consistently high returns

are in excess of our long-term
Weighted Average Cost of
Capital (WACC) of 7.1%
(2016: 8.1%). ROTIC was once
again above our target. Our
focus continues to be on
delivering organic and
acquisition growth whilst
maintaining high returns.

The Board has established a
long-term organic growth target
of 5% per annum, slightly above
the blended long-term average
growth rate of our markets.

Acquisitions must meet our
demanding criteria and we
continue to have a strong
pipeline of opportunities to
meet our 5% growth target.

We aim for the combination of
organic and acquisition growth
to exceed 10% per annum over
the long term. The Directors
consider that adjusted earnings
represent a more consistent
measure of underlying
performance.

The Board has established a
long-term minimum organic
growth target of 5% per annum,
slightly above the blended
long-term average growth

rate of our markets.

We aim to achieve a Return on
Sales within the 18% to 22%
range while continuing to
deliver profit growth.

A range of 12% to 17% is
considered representative
of the Board's expectations
over the long term to ensure
a good balance between
growth and returns.

Growth in organic profit is a key
element of the economic value
added performance which forms

the basis of the annual bonus @
plan, requiring consistent 2
annual and longer-term growth, s
rewarding disciplined financial Q
performance. §
Growth in acquired profit is
the second key element of
the Economic Value Added
performance which forms the m
basis of the annual bonus plan, g
requiring consistent annual and =
longer-term growth, rewarding o
disciplined financial performance. ‘_u'_)
a
o+
o
3
o
3
i
n

EPS provides a clear link to the
aims of the business growth
strategy. It is a key financial
driver for our business and
provides a clear line of sight for
our executives. EPS is 50% of the
performance condition attaching
to the Executive Share Plan
introduced in 2015.

Organic growth in revenue
contributes to the Economic
Value Added performance which
forms the basis of the annual
bonus plan, requiring consistent
annual and longer-term growth,
rewarding disciplined financial
performance.

Return on Sales is a measure
of the value our customers
place on our products and of
our operational efficiency.
High profitability supports
the generation of high
economic value.

ROTIC performance, averaged
over three financial years, is 50%
of the performance condition
attaching to the Company's
Performance Share Plan and

the 2015 Executive Share Plan.
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Key Performance Indicators
continued

Strategic focus Strategy Key performance indicator

Strong cash generation provides the Group with Cash generation % O
freedom to pursue its strategic goals of organic / \ (@)

growth, acquisitions and progressive dividends 87
without becoming highly-leveraged. ° e ° performance
e target

2013 2014 2015 2016 2017

The safety, health and environmental markets in

International O
Asia and other developing regions are evolving quickly. / \ revenue growth % o

We continue to invest in establishing local selling,

technical and manufacturing resources to meet this a grow °
current and future need.
o’ B
I

2013 2014 2015 2016 2017

We have maintained high levels of R&D investment Research and development % O
and spending on innovation. The successful / \ . O

introduction of new products is a key contributor 47 4.8
to the Group's ability to build competitive advantage ° innevate ° '
and grow organically and internationally. \ /

2013 2014 2015 2016 2017

Halma conducts an annual survey of its employees Engagement O
to assess engagement across the Group. / \ O

performance

>10%

target

performance

>4

target

a a performance
empower

o target

2017
Safety is critical and a major priority for the Group. Health & Safety
Halma collects details of its worldwide reported (Accident Frequency Rate) .
health and safety incidents and encourages all Group / \
companies to seek continuous improvement in their °empower ° performance
health and safety records and culture. \ / < O OQ
.
o w i i i .
2013 2014 2015 2016 2017
Halma development programmes provide key Development programmes @)
personnel with the necessary skills they need in their (management development) (@)
current and future roles; new programmes include / \
non-executive director opportunities, enterprise aempower ° performance
programmes and sales management development, @)
alongside our refreshed executive, manager and \ / >SO /(3
graduate programmes. o
target

2013 2014 2015 2016 2017
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2018 target

Cash generation is calculated using adjusted
operating cash flow as a percentage of
adjusted operating profit.

Total sales to markets outside the UK, the
USA and Mainland Europe compared

with the prior year. This KPI replaces the
previous International Expansion KPI which
measured these sales as a percentage of
total Group revenue.

Total research and development expenditure
in the financial year (both that expensed
and capitalised) as a percentage of revenue
from continuing operations.

Engagement of Group employees as
measured through an externally facilitated
survey over nine dimensions: engagement,
empowerment, accountability, collaboration
& teamwork, communication, development,
ethics & fair treatment, innovation and
leadership.

The year-to-date Accident Frequency Rate
(AFR) is the total number of reportable*
incidents in the period divided by the number
of hours worked in that period by employees
(including temporary staff and any overtime)
multiplied by 100,000 hours (representing the
estimated number of working hours in an
employee's work lifetime). The AFR figure
represents an indication of how many incidents
employees will have in their working lives.

Specified major injury incidents are reportable
incidents which result in more than three working
days lost

Number of current employees having
attended an in-house development
programme compared with the estimated
pool of qualifying participants.

Cash generation of 86% (2016: 86%) was
in excess of the 85% target in the current
year with strong cash performances across
the Group.

Revenue outside the UK, the USA and
Mainland Europe increased by 19% which is
well above the KPI target with strong growth
in both developed and developing markets.
Very good progress was made in Asia Pacific,
with strong growth in China across all sectors.
We saw some recovery in South and Central
America.

Total spend in the year increased by 23% to
arecord level of £50.6m (2016: £41.2m) and
as a percentage of revenue increased to
5.3%. All sectors increased R&D expenditure.

2017 saw our inaugural engagement survey
(building on our previous values survey) and
established a baseline engagement level
which sets our future target. It is pleasing
that the Group's results were on par with the
external normative data.

The Health & Safety AFR performance this
year was 0.12 (2016: 0.11) representing a
slight increase on last year. We continue

to review all reported incidents and there
are no specific underlying patterns which
cause concern.

We exceeded our target, with 60% of our
qualifying participants having attended

one of our development programmes. The
performance metric is influenced by the
introduction of new courses and new eligible
employees joining the Group through
acquisitions. We are pleased with our
performance and progress.

The goal of Group cash inflow exceeding
85% of profit is a metric that has relevance
at all levels of the organisation and aligns

management action with Group needs. Q@

We ensure that strong internal cash flow 2

and availability of external funding underpin g

our strategic goals of organic growth, Q

acquisitions and progressive dividends. 5

The emphasis on international revenue growth

at twice the rate of overall organic growth

reinforces the importance of emerging

markets and our strategy of establishing

operations close to our end markets. ;'
Q
3
@,
o
(2]
o
Q
o+
o
3
o
3
o+
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New products contribute strongly to
organic growth, maintaining high returns
and building strong market positions.
The 4% minimum investment target is
appropriate to the mix of product life
cycles and technologies within Halma.

The results will be communicated throughout
the Group and used to inform organisational
goals; we aim to ensure that our results
match or improve on our target of 74% and
are comparable or better than the external
peer group benchmark.

The target is maintained at 0.09 to match
the health and safety performance which
was achieved in 2014, with a view to
ultimately setting a reportable incident
target rate of zero.

Our range of new programmes, and the
refreshment of existing programmes,
indicate our continued commitment to
achieving this KPI.
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Risk Management and Internal Controls
Maintaining a robust risk
and control framework

Internal control

The Board meets regularly throughout
the year with agenda planning looking
forward at least one year designed to
ensure all significant topics are
scheduled for discussion. This is within
the framework of an adopted schedule
of matters which are required to

be brought to it for decision. This
procedure ensures that the Directors
maintain full and effective control over
all significant strategic, financial and
organisational issues and is subject to
routine review.

During the year, actions to strengthen
the control environment continue to be
taken centrally by Group management.
The sector structure provides additional,
dedicated personnel who supplement
and reinforce our controls and the
culture in which we operate within the
subsidiaries themselves. The duties

and responsibilities of management

are continually refreshed as well as
documented. The Group's policies and
procedures were relaunched on a secure
web-based portal and have been
updated to be in a more user-friendly
format. The portal also includes links

to the additional guidance given to all
subsidiary managing directors and
subsidiary finance directors. Such
guidance not only includes compliance

and financial policies but also includes
aspects ranging from our Group
benefits and incentives to information
related to the internal financial review
procedures conducted to complement
the operating control environment.
We continue to strengthen the internal
and external resources utilised in the
identification of, and investigation into,
potential acquisitions. Our approach
and policies are particularly designed
to ensure a rapid and successful
integration following acquisition. The
scope of the Group's policies and the
programme of compliance audits are
regularly reviewed to ensure they are
sufficient to address current risks.

The Group placed additional emphasis
on updating our business continuity
plans over recent years ensuring that
they are mutually complementary to
our insurance programme.

The Group's treasury-related policies
are kept under review to ensure that
appropriate accounting and banking
arrangements are aligned with

the Group's growth and to ensure
continued compliance with covenants
and accounting requirements.

The Internal Audit function operates
independently, reporting to the Audit
Committee. Reporting to the Director

of Risk and Internal Audit, the team of
three internal auditors, residing in the
UK, the USA and China, schedule visits
to Group companies to conduct internal
audit procedures which have recently
been benchmarked to reflect changing
circumstances, specific requirements
and to enhance effectiveness. The
results of each internal audit are
documented for internal distribution
and action, with an executive summary
going to the Audit Committee; any
significant shortcomings identified

are subject to an escalation process

to ensure matters are assessed

and disclosed to the Committee on

a timely basis. The team may also be
involved in any special investigations
that may arise at the direction of the
Company Secretary.

Group risk is mitigated by means of an
operating structure which spreads the
Group's activities across a number of
autonomous subsidiary companies.
Each of these companies is overseen
by sector executives and led by a
high-quality board of directors
including a finance executive.

The introduction of internal non-
executive director opportunities within
the Group during 2017 will provide
further, mutually beneficial, oversight
of operations.

Group internal control system

The processes which the Board has applied in reviewing the effectiveness of the Group's system of internal control are

summarised below:

Operating companies, with the oversight of their sector boards, carry out a detailed risk assessment each year and identify

N mitigating actions in place or proposed for each significant risk. A risk register is compiled from this information, against which
3 operational risk action is monitored through to resolution and strategic risks are reported to the Group. Management also
compiles a summary of significant Group risks, documenting existing or planned actions to mitigate, manage or avoid risks.
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Each month the board of every operating company meets, discusses and reports on its operating performance, its opportunities,
the risks facing it and the resultant actions. The relevant Sector Chief Executive or Sector Vice President chairs this meeting. Sector
Chief Executives meet regularly with the Chief Executive and Finance Director and report on sector progress to the Executive Board.
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Financial and trading 'warning signs' are reported to Group and sector management. Weekly data on cash management, sales
and orders are also reported directly to the Chief Executive, the Finance Director and the Group finance team. This framework
is designed to provide an early warning of potential risks and to direct appropriate action where necessary.

The Chief Executive submits a report to each Halma plc Board meeting which includes the main features of Group operations and
an analysis of the significant risks and opportunities facing the Group. The papers also cover progress against strategic objectives
and shareholder-related issues. The Finance Director also submits a separate financial report to each Halma plc Board meeting.

Regular Director visits to Group companies are scheduled and open access to the subsidiary company boards is encouraged;
periodic and risk-based internal control visits are carried out by internal audit or senior finance staff resulting in actions being

fed back to each company and followed up by senior finance executives and Sector Chief Executives. Reviews are coded in terms
of risk and a summary of all such reviews is given to the Audit Committee, with any significant control failings being reported
directly to the Audit Committee; senior finance staff also conduct financial reviews at each operating company before

publication of half-year and year end results. We have a Group-wide IT policy supported by a programme of IT health checks.

Group IT manages aspects of our cyber security risks and IT development needs.

The Chief Executive, Finance Director and Internal Audit function report to the Audit Committee on all aspects of internal
control, and the Company Secretary reports any significant matters raised through the whistleblowing channels with the Audit
Committee and the Board. Regular reports are received by the Board from the Audit Committee Chairman and the papers and
minutes of the Audit Committee meetings are used as a basis for its annual review of internal control.
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Embedding internal control and risk
management within the operations
of the business and dealing with
areas of improvement which come
to management's and the Board's
attention is a continuous process
and one which is subject to

rigorous scrutiny.

Group companies operate under a
system of controls which includes
but is not limited to:

— a defined organisational
structure with an appropriate
delegation of authority to
operational management which
ensures appropriate segregation
of key duties

— the identification and appraisal of
risks both formally, through the
annual process of preparing
business plans and budgets,
through an annual detailed risk
assessment carried out at local and
sector level and informally through
close monitoring of operations

— a comprehensive financial reporting
system, regularly enhanced, within
which actual and forecast results
are compared with approved
budgets and the previous year's
figures on a monthly basis. Weekly
cash/sales/orders reporting,
including details of financial
institutions, is also maintained
within the financial reporting
system, all of which is reviewed at
both local, sector and Group level

— an investment evaluation procedure
to ensure an appropriate level of
approval for all capital expenditure
and other capitalised costs

— self-certification by operating
company and sector management
of compliance and control issues
with additional verification
performed centrally

— a robust structure for electronic
communication and conducting
e-commerce to ensure that the
Group is not adversely impacted by
threats to its IT infrastructure and
to minimise potential for business

disruptions. The Group has a wide
range of measures and policies and
a framework in place which includes
a virtual private network covering
over 100 sites worldwide, secure
firewalls, an IT security and threat
monitoring system, information
management audits, disaster
recovery and a mobile devices
management system

— an acquisitions and disposals

framework which governs the due
diligence, negotiation, approval and
integration processes to ensure
that value-enhancing, quality
investments are made in order to
meet our strategic objectives.

See Viability Statement on page 82.

Group risk management

Operational and financial risk

Chief Executive/Finance Director

Executive Board

Sector boards

Subsidiary company boards

Senior Finance Executives

Internal Audit

Compliance and monitoring

Audit Committee

Company Secretary

Whistleblowing Compliance

The diagram below summarises our complementary integrated approach to risk management which is consistent
with the Group's structure. Halma has also refined the timings of the Group-wide risk assessment as well as the
division of responsibility for the risk review cycle throughout the year.

Top Down

Strategic Risk Management

Group operates; and
— setting the risk appetite of the Group.

— review and management of the strategic risks of
the Group with visibility of the sector risks;
— consideration of the environment in which the

Board and Audit
Committee

— assessment of the effectiveness of risk
management systems across the Group; and
— reporting principal risks and uncertainties in the Group.

Bottom Up

Operational Risk Management

— delivery of Group strategic actions; and
— monitoring Group key risk indicators.

Executive Board
and Senior Finance
Executives

— reviewing completeness and consistency across
the sectors and adequacy of mitigation actions;

— consideration of the aggregation of risk exposures
across the businesses; and

— review/management/consolidation of operational
risks (both sector and business, delegated as
the Sector Chief Executive deems appropriate).

progress.

— execution of any Group-level strategic actions; and
— reporting on any identified key risks and mitigation

Subsidiary
companies

— reporting of significant and emerging risks to the Group;

— identification, evaluation, prioritisation, mitigation
and monitoring of operational risks which are the
responsibility of each subsidiary company; and

— identification of strategic risks which are reported
to the Group.

(2]
(g
]
Q
ot
(1]
&
(2]
A
1)
el
o
S
+

82UDUIBaN0D

S3USWSIDIS |PIdUDUIS



22

Principal Risks and Uncertainties

Strategic objective

Risk description

Potential impact

grow

grow

grow

grow

grow

Globalisation

The global interconnectedness of
operations poses wide-ranging challenges
across the Group especially where
businesses manage operational matters
via remote locations; the increasing global
spread of our businesses, particularly in
China, requires additional vigilance over
communication, culture, training and
export controls/sanctions in order to
anticipate and contain any vulnerabilities.

Competition

The Group faces competition in the
form of pricing, service, reliability
and substitution.

Economic conditions

In times of uncertain economic conditions,
businesses face additional or elevated
levels of risk. These include market and
customer risk, customer default, fraud,
supply chain risk and liquidity risk. The
decision made in the UK to leave the EU
(Brexit) creates additional uncertainty.

Financial

Funding

A key risk is that the Group may run out
of cash or not have access to adequate
funding. In addition, cash deposits are
required to be held in a secure form

and location.

Financial

Treasury

Breaches of banking/US Private
Placement covenants and foreign
currency risk are the most significant
treasury-related risks for the Group.
In times of increased volatility this can

have a significant impact on performance.

The Group is exposed to a lesser extent to
other treasury risks such as interest rate
risk and liquidity risk.

— Weakening of financial, tax, audit and legal

control and divergence from overall Group
strategy in remote operations, leading to
businesses taking on more risks than intended
or unexpected financial outcomes.

Failure to comply with local laws and regulations
in unfamiliar territories, leading to reputational
issues and legal or regulatory disputes.
Continued international growth increases risk.
Missed opportunities due to failure to mobilise
resources efficiently.

Loss of market share due to price pressure and
changing markets.

Reduced financial performance arising from
competitive threats both from third parties
and customers bringing production in-house.

Reduced financial performance.

Loss of market share.

Unforeseen liabilities.

Disruption of service to customers.

Breaches of legal or regulatory requirements
resulting in fines/penalties impacting the Group
financially and reputationally.

Potential impairment of goodwiill.

Constraints on trading and/or acquiring new
companies limiting the Group's growth aspirations.
Availability of additional funding in traditional
debt markets.

Permanent loss of shareholders' funds

and/or restrictions on dividend payments.

Volatile financial performance arising from
translation of earnings from the Group's
increasing proportion of overseas operations or
poorly-managed foreign exchange exposures.
Deviation from core strategy through the use of
speculative or overly complex financial instruments.
Financial penalties, reputational damage and
withdrawal of facilities arising from breach of
banking/US Private Placement covenants.
Increased interest rate risk on higher borrowings.
Currency markets continue to be volatile

causing uncertainty.



Movements indicate management's perception
of how the pre-mitigation risk has moved year on year.

Low ° Increased risk
Medium 0 No change to risk

Q High ° Decreased risk

Mitigation

Risk
appetite

Risk
rating

Movement

Control is exercised locally in accordance with the Group's policy of autonomous
management. We seek to employ local high-quality experts.

The increasing geographic diversity of operating personnel emphasises

the importance the Group places on local knowledge and experience.

The Group's acquisition model supports retention of management and
staff in acquired businesses, meaning that local expertise is retained.
Sector Chief Executives ensure that overall Group strategy is fulfilled through
ongoing review of the businesses. The right balance between autonomy and
adherence to the overall objectives of the Group is a key function of the Sector
Chief Executives, Sector Vice Presidents and Senior Finance Executives.
Regular visits to remote operations and maintenance of key adviser
relationships by senior management, finance staff and Internal Audit
support local control.

The Group's geographic and product diversity reduces risk.

By empowering and resourcing innovation in local operations to respond to
changing market needs, the potential adverse impact of downward price
pressure and competition can be mitigated and growth maintained.

We recognise the competitive threat coming from emerging economies and
by operating within these economies, typically using local staff, we are
better placed to make fast progress ourselves.

The Group operates in specialised global niche markets offering high
barriers to entry.

Risks are primarily managed at the operating company level where local
knowledge is situated. The financial strength and availability of pooled
finances within the Group mitigates local risks faced by operating companies
as does the robust credit management processes in place across the Group.
The Halma Executive Board identifies any wider trends which require action.
A Brexit Committee has been created to assess, monitor and publish
guidance on potential impacts due to Brexit. The agility of Group
operations is expected to help mitigate any adverse impacts of Brexit.

The Group's geographic diversity limits its exposure to economic risk arising in
any one territory. The Group does not have significant operations, cash deposits
or sources of funding in economically uncertain regions.

The strong cash flow generated by the Group provides financial flexibility.
Cash needs are monitored regularly. Gearing has reduced during the year.
The Group increased its funding capacity in January 2016 via a US$250m
US Private Placement. In addition to short-term overdraft facilities, the
Group renewed and increased to £550m its five-year revolving credit facility
in November 2016 providing security of funding and sufficient headroom for
its current needs.

Cash deposits are monitored centrally and spread amongst a number of
high credit-rated banks.

The risk has increased because more of the Group's profits are derived from
non-Sterling currencies. Currency profits are not hedged. Currency hedging
must fit with the commercial needs of the business and we have in place a
hedging strategy to manage Group exposures. This requires the hedging of
a substantial proportion of expected future transactions up to 12 months
(and in exceptional cases 24 months) ahead. Longer-term currency trends
can only be covered through a wide geographic spread of operations.

The Group does not use overly complex derivative financial instruments
and no speculative treasury transactions are undertaken.

We closely monitor performance against the financial covenants on our
revolving credit facility and US Private Placement and operate well within
these covenants.
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Principal Risks and Uncertainties

continued

Strategic objective

Risk description

Potential impact

grow

grow

Financial

Pension deficit

To meet our pension obligations, we must
adequately fund our closed UK defined
benefit pension plans.

Cyber security/Information Technology/
Business interruption/Natural disasters
Group and operational management
depend on timely and reliable information
from our IT systems to run their
businesses. We seek to ensure continuous
availability, security and operation of
those information systems.

Cyber threats continue to show an
increasing trend. We also aim to have
wider business continuity plans in place
should one or more of our premises
suddenly became unavailable.

Acquisitions

The identification and purchase of suitable
businesses which are an important part of
our strategy for developing the Group, as
is ensuring the new businesses are rapidly
integrated into the Group.

— Excessive consumption of cash, limiting

investment in operations.

— Unexpected variability in the Company's

financial results.

Delay or impact on decision making through lack
of availability of sound data or disruption in/
denial of service.

Reduced service to customers due to poor
information handling or interruption of business.
Loss of commercially sensitive and/or

personal information.

Intended and unintended actions of employees
cause disruption, including fraud.

Failure to attract sufficient numbers of
high-quality businesses to meet our strategic
growth target.

Failure to deliver expected results resulting

from poor acquisition selection.

Failure to identify new markets in which to expand.
Reduced financial performance arising from
failure to integrate acquisitions into the Group.
Unforeseen liabilities arising from a failure to
understand acquisition targets fully.



Movements indicate management's perception
of how the pre-mitigation risk has moved year on year.

Low ° Increased risk
Medium o No change to risk

Q High ° Decreased risk

Mitigation

Risk
appetite

Risk
rating

Movement

There is regular dialogue with pension fund trustees and pension strategy

is a regular Halma Board agenda item. The Group's strong cash flows and
access to adequate borrowing facilities mean that the pensions risk can

be adequately managed.

The Group has maintained additional pension contributions with the overall
objective of paying off the deficit in line with the Actuary's recommendations
over an appropriate period. Alternative means of reducing pension risk is
evaluated in light of the best long-term interest of shareholders.

There is substantial redundancy and back-up built into Group-wide systems
and the spread of business offers good protection from individual events.
A small central resource, Halma IT Services, assists Group companies with
strategic IT needs and ensures adequate IT security policies are used across
the Group.

An IT security committee exists, comprising central and subsidiary

IT personnel.

Halma IT is ISO 27001 certified for its information security

management systems.

Regular IT health checks of all companies are conducted by the Group

IT team. Comprehensive IT systems monitoring is in place.

Cyber risk and security is a regular Board agenda item addressing the
landscape as it evolves.

External penetration testing is utilised and a centralised IT disaster
recovery solution is in place to supplement local processes.

Business continuity plans exist for each business unit with ongoing testing.
Education/awareness of cyber threats continues to ensure Group employees
protect themselves and Group assets.

The sector management teams provide resource to focus on M&A activities,
including a dedicated M&A Director for each sector. Such resources remain
under constant review.

We acquire businesses whose technology and markets we know well or who
operate in adjacent markets.

Sector Chief Executives are responsible for finding and completing
acquisitions in their business sectors, subject to Board approval, supported
by sector and central resources, as necessary. We employ detailed post-
acquisition integration plans.

Thorough due diligence is performed by a combination of in-house and
external experts to ensure that a comprehensive appraisal of the
commercial, legal and financial position of every target is obtained.
Incentives are aligned to encourage acquisitions which are value-enhancing
from day one.
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Principal Risks and Uncertainties

continued

Strategic objective

Risk description

Potential impact

o innovate

Laws and regulations

Group operations are subject to wide-
ranging laws and regulations including
business conduct, employment, export
controls/sanctions, environmental and
health and safety legislation. There is
also exposure to product litigation and
contractual risk. The laws and regulations
we are exposed to as our businesses
expand around the world increase
each year.

Talent and diversity

Group performance is dependent on
having high-quality talent and diversity
at all levels of the organisation allowing
us to continue to grow through acquisition
as well as driving organic growth.

Research & Development and
Intellectual Property strategy

New, high-quality products are critical
to our organic growth and underpin
our ability to earn high margins and
high returns over the long term.

Product quality

The quality and reliability of our products
is vital to meet the needs of our customers
and ensure compliance with regulations.

Unfavourable changes in laws and regulations
that restrict the export of our products.
Reputational damage and/or loss arising from
non-compliance.

Diversion of management resources resulting
in lost opportunities.

Penalties arising from breach of laws and
regulations.

Loss of revenue and profit associated with
contractual disputes.

Failure to recruit and to retain key staff
leading to reduced innovation and progress
in the business.

Acquisition growth limited due to our
organisation's and leaders’ inability to
effectively manage acquisition integration.
International growth increasing the need
for high-quality local talent.

Loss of market share resulting from product
obsolescence and failure to innovate to meet
customer needs.

Loss of market share resulting from a failure
to protect key intellectual property.

Diversion of resources to address related matters.

Loss of market share resulting from product
quality issues including the necessity to recall/
replace product.

Reputational damage and financial loss due to
unexpected liability for injuries, fatalities and/
or damage to property.



Movements indicate management's perception
of how the pre-mitigation risk has moved year on year.

Low ° Increased risk
Medium 0 No change to risk
Q High ° Decreased risk
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Risk Risk
Mitigation appetite rating Movement

— The Group's emphasis on excellent internal controls, high ethical standards,
the deployment of high-quality management resources and the strong focus
on quality control over products and processes in each operating business
help to protect us from product failure, litigation, fraudulent activities and
contractual issues.

— Each operating company has a health and safety manager responsible for
compliance and our performance in this area is good. Health and Safety
policies, guidance and monthly reporting requirements are updated to
reflect changing reporting and governance requirements and to enhance
compliance. Our well-established policies on anti-bribery and corruption
have been maintained during the year to ensure continued compliance with
best practice internally, via the Group Code of Conduct and externally,
via appropriate clauses included in third-party agreements.

— Comprehensive insurance covers all standard categories of insurable
risk. Contract review and approval processes mitigate exposure to
contractual liability.

— The Group's whistleblowing policy and externally facilitated hotline assist
the timely identification of potential problem areas.

— Continued investment in international markets may introduce additional
risk while we develop the appropriate commercial infrastructure necessary
to build a direct presence.
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— Group development programmes are under continuous review to ensure
they deliver enhanced skills for executives and middle managers as needed
in their current and future roles.

— Comprehensive recruitment and ongoing evaluation processes assist
high-quality hiring and development.

— The Group regularly surveys staff to assess the alignment of individuals
with Group values.

— The Group Talent Director assists the identification and development of
Group executives.

— Ongoing focus on increasing the diversity of our employees worldwide to
better meet our markets' needs and provide sufficient opportunities for
advancement as well as clear succession planning.

— Considerable time spent assessing senior management talent
and establishing better processes to improve the talent pipeline
has advanced our succession planning and talent quality.

— Devolving control of product development to the autonomous operating
businesses spreads risk and ensures that the people best placed to service
the customers' needs are driving innovation.

— New product development 'best practice’ is shared between Group
companies and return on investment of past and future innovation projects
is tracked monthly. This ensures that the collective experience and expertise
of the Group can be utilised to maximum effect.

— Large R&D projects, especially those which are capitalised, require Head
Office approval, ensuring that the Group's significant projects are aligned
to overall strategy.

— Workforce quality and retention is a central objective. This focus ensures
that intangible resources stay and grow within the business.

— Operating businesses are actively encouraged to develop and protect
know-how in local jurisdictions.

— Innovation is encouraged and fostered throughout the Group and recognised
at Halma's Annual Innovation Awards.

— Strict product development and testing procedures in place to ensure
quality of products and compliance with appropriate regulations.

— Rigorous testing of products during development and also during the
manufacturing process.

— Terms and conditions of sale limit liability as much as practically possible.
Insurance is in place.
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The global expectation of
improvements in workplace
health and safety is backed
by government occupational
programmes and continually
increasing regulation.

Key trends:

— increasing and more stringent global health,
safety and environmental regulations

— population growth and economic
development stimulating rising
energy demand

— increasing development, complexity and
geographic spread of energy resources
and their safety requirements

— automation and digitalisation, requiring
connected safety controls systems

— increasing development, complexity and
geographic spread of energy resources
and their safety requirements

— investment in new products to diversify our
end markets and meet local requirements

— geographic market expansion via shared
regional sector hubs

— acquisition of businesses that will reinforce
our diversification, accelerate our digital
transformation and contribute to
geographic expansion

— operating efficiency improvement

Business Review
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Keeping Chinese workers
safe from hazardous gases

Hazardous gases can be problematic in industries as
diverse as water treatment, oil and gas, construction,
food processing and manufacturing. In addition to
portable gas detectors, which are worn by workers
to keep them safe, we also manufacture fixed gas
detectors for installation in confined spaces such

as utility tunnels. You may also see these installed

in underground car parks to keep you safe.

In response to different requirements, standards and
specifications, Crowcon's development team in China
specifically tailored the company's fixed gas detector
range for the Chinese market. The team identified
that the range needed to evolve and added the
additional features now expected in the fastest
growing sectors of the gas detection market.

Crowcon's development
team in China specifically
tailored the company's
fixed gas detector range
for the Chinese market
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Strategic Report

Business Review
Process Safety

Halma plc Annual Report and Accounts 2017

Our Process Safety
sector makes
products which
protect assets and
people at work.

Philippe Felten

Sector Chief Executive, Process Safety

Revenue % of Group Profit % of sector total

17% 19%

Performance

Group
KPlIs 2017 target
Revenue growth' 7.4% -
Organic revenue growth' (constant currency) 0.8% >5%
Profit growth' 1.7% -
Organic profit growth' (constant currency) (4.3%) >5%
Return on Sales? 24.1% >18%
R&D % of Revenue? 3.6% >4%
Contribution to Group
£m 2017 2016 2015 2014 2013
Revenue 167 155 159 127 126
Profit 40 40 45 35 32

1 Sector revenue and adjusted* sector profit before finance expense are compared to the equivalent prior

year figures.

2 Return on Sales is defined as adjusted* sector profit before finance expense and taxation expressed as a

percentage of sector revenue.

»~w

(see note 1to the Accounts).

Sector research and development expenditure expressed as a percentage of sector revenue.
Adjusted to remove the amortisation and impairment of acquired intangible assets and acquisition items

The areas in which we operate

Gas detection
Instruments and systems
that detect flammable
and hazardous gases.

Safety interlocks

Specialised Interlocks which
prevent accidents and ensure
that critical processes
operate safely.

® &

Pressure relief

Explosion protection devices
to protect pressurised
vessels and pipework in
process industries.

®

Pipeline management

Valve interlocking and pipeline
corrosion monitoring systems
that safeguard processes

and personnel.

®



Sector progress summary
The sector has delivered both
revenue and profit growth in
difficult market conditions.

In the first half of the year our major
market, energy, was still impacted by
low oil prices. The second half saw
improvements with a combination

of stabilised oil prices and positive
progress in our diversification strategy.

These factors and investment made
during the year have positioned the
sector to continue to grow in 2017/18.

Market trends and growth drivers
Population growth and economic
development drive demand for
life-critical resources. The industrial
processes supporting this
development are at risk from
accidents caused by explosions,
radiation, fire, corrosion and other
hazards. Workers and assets

are exposed to these dangers.

Every year, industrial accidents have
significant human, environmental

and economic consequences. These
accidents have many cause