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SYSLEMNS dNU SEIVICES ULEd 1N applances, realing, air

conditioning/cooling, refrigeration and safety products Sales (Em) 921 1,023
as well as building systems across a wide range of - — -
industries in residential and commercial markets. Operating profit’ (km) 89 127
Controls has more than 15,000 employees and over Operating margin? (%) 9.7 124
40 manufacturing locations worldwide.

Process Systems provides products, services and 2005 2004
solutions for the automation and optimisation of plant

operation in the process industries, such as hydrocarbons Sales (Em) 709 746
(oil and gas), chemicals, power and utilities and metals . 2

and mining. Process Systems’ technologies, including Operating profit’ (m) 47 35
industry-leading brands such as Foxboro, Triconex, Operating margin® (%) 6.6 47
SimSci-Esscor and Wonderware, help to make plants

function more efficiently and safely.

Rail Systems is a multinational leader in the design, 2005 2004
manufacture, supply, installation, commissioning and

maintenance of safety-related rail signalling and Sales (£m) 412 442
control systems, as well as a complete range of rail - -

signalling products. Working directly for rail Operating profit’ (£m) 36 62
authorities or with partners or contractors who Operating margin? (%) 13.6 14.0
provide other elements of a complete solution, Rail

Systems’ businesses have established market-leading

positions in the USA, UK and Spain.

APY'’s knowledge and expertise in the food, beverage, 2005 2004
personal care, pharmaceutical and chemical industries

has made it a leading supplier of process equipment, Sales (£m) 360 387
turnkey plant solutions and value-increasing services. : -2

APV has 2,700 employees, with 1,000 dedicated to Operating profit’ (m) 6 18
manufacturing and the remainder in engineering, sales,  Operating margin?® (%) 1.7 47
service and other support activities, working to offer

improved and cost-effective performance to customers.

Eurotherm is a leading global supplier of control, 2005 2004
data and measurement solutions and services to

industrial and process customers. Eurotherm helps Sales (£m) 122 122
many industries, including plastics, pharmaceuticals, - 2

food and beverage and glassmaking, to measure and Operating profit* (Em) v L
control variables such as pressure and temperature Operating margin? (%) 13.9 13.9

and record vital data.
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During the year we have consistently
produced earnings that have been in line
with expectations and, more importantly,
we have delivered positive free cash flow
before legacy items.

o Sales for retained’ businesses at
£2,524 million (2004: £2,720 million)

o QOperating profit’ of retained businesses
at £169 million (2004: £193 million)

o Operating margin® of retained businesses
6.7% after corporate costs (2004: 7.1%)

o Corporate costs reduced to £46 million
(2004: £66 million)

> Free cash inflow (before legacy items)
of £38 million (2004: £40 million outflow)

o Substantial progress in the reduction
of legacy liabilities

- 2005 2004
Sales (£m) 2,923 3,891
Operating profit? (Em) 175 217
Operating margin? (%) 6.0 5.6

1 Retained businesses are Controls, Process Systems, Rail Systems, APV and Eurotherm
2 All references to operating profit and operating margin are stated before exceptional
items, goodwill amortisation and goodwill impairment, unless otherwise stated
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Aﬂﬁth-b'@gh' much remains to be done, the

Board is confident that we have the clear
plans in place to achieve a sustainable
improvement in performance.

02

| am pleased to report that Invensys has made
considerable progress during the past year. Building
upon the financial stability created by the refinancing
in March 2004, we have focussed upon dealing with
the key issues needed to improve the operational
performance of each of our businesses, improving
our free cash flow generation and managing
prudently our legacy liabilities. Although much
remains to be done, the Board is confident that we
have the clear plans in place to achieve a sustainable
improvement in performance.

Summary of results

Our overall performance last year was in line with
expectations. Good operational progress has been
made across the Group.

Sales for the retained businesses were £2,524 million
(2004: £2,720 million), down 3% at constant exchange
rates (CER). Operating profit was £169 million (2004:
£193 million), including a negative currency translation
adjustment of £14 million, resulting in an operating
margin of 6.7%.

Overall, Group sales for the year were £2,923 million,
down 25% compared with last year. Group operating
profit was £175 million, compared with £217 million
last year.

Sales and operating profit were adversely impacted
both by disposals of businesses and currency
translation adjustments stemming from weakness in
the US dollar and the euro. At CER, operating profit
for continuing operations improved on prior year by
£8 million, with strong performances at Process
Systems and Businesses for sale together with a
reduction in corporate costs. This was partially offset
by weaker results at Controls and APV.
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Operating cash flow for the Group (before
restructuring and payment of legacy liabilities)

was an inflow of £231 million. Free cash flow before
the payment of legacy liabilities was an inflow of
£38 million compared with an outflow of £40 million
in the prior year.

Overall, net debt reduced by £194 million to

£792 million at 31 March 2005 with a positive free
cash flow and the receipt of sale proceeds from
business disposals, partially offset by legacy liability
payments of £181 million. Gross debt fell by £121
million during the year.

The Board is recommending that no dividend be paid
for the year (2004: nil).

The Board

Rick Haythornthwaite will be stepping down as Chief
Executive on 22 July 2005. He has signalled for some
while that he would hand over the reins at Invensys
when the Group had turned the corner. Following the
successful completion of the refinancing last year and
the progress we have made since then with our
business recovery programmes, that time has arrived.
On behalf of the Board, | would like to thank Rick for
his leadership of the Group through difficult and
demanding times and we wish him well with the next
stage of his career.

He will be succeeded as Chief Executive by Ulf
Henriksson, who joined the Group in May last year as
Chief Operating Officer having previously held senior
roles at Eaton Corporation, Honeywell/Allied Signal
and Volvo. During the past year, Ulf has demonstrated
to the Board that he has the skills, the commitment
and the tremendous enthusiasm needed to lead
Invensys. We all look forward to working with him
and his executive team on the next stage of the
Group’s development.

Simon Robertson resigned from the Board on

19 January 2005 following his appointment as
Chairman of Rolls Royce plc. We are extremely
grateful to Simon whose financial and business
experience has underpinned his valuable advice
and contribution to the Invensys Board since 1999,

ciant




Bay Green joined the Board as a non-executive
director on 1 January 2005. He is a Vice Chairman

of Dresdner Kleinwort Wasserstein and also serves

as a non-executive director of RPC Group plc and
Axis-Shield plc. He has become a member of the
Group’s Audit and Nominating Committees and will
also become the Senior Independent Director at the
close of the Annual General Meeting on 21 July 2005.

Corporate social responsibility

Invensys is strongly committed to its corporate
responsibilities in relation to the communities within
which it operates and to the environmental
consequences of its activities. We believe our
prospects of successfully achieving our business goals
and a fair return to our investors are increased by
fulfilment of our corporate responsibilities at large.

In the last year, we have given particular priority

to improving the health and safety of our employees
and, in the current year, we will be focussing upon
the Group-wide implementation of a revised Code of
Conduct and Ethics. A full explanation of the actions
we are taking can be found on page 20.

Employees, customers and investors

} thank all our employees for their hard work and
steadfastness over the past year and hope that they
feel proud, as | do, that we are now beginning to see
the fruits of our labour. This again has been a
demanding year but, with the support of not only
our employees but also our customers, suppliers and
business partners, | feel that we have turned the
corner and, with continued effort, can forge a path
to profitable growth.

I would also like to thank you, our investors, for your
continued support over the year and look forward to
your continuing commitment to Invensys over the
next 12 months.

Martin Jay
Chairman

You may have noticed that we chose to place

an advertisement in the national press instead of the
printed Interim report of previous years. This is due
not only to our more frequent quarterly reporting
cycle but also to our commitment to keep corporate
costs low.

Outlook

The outlook for the major economies in which we
operate is unclear. Assuming only modest growth in
our markets, the considerable work being undertaken
within our businesses to meet operational challenges
should ensure that we make overall progress in the
current year.

n—"

Martin Jay
Chairman
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Going forward, Invensys will comprise five businesses,
each with opportunities to grow sales, profits and
cash generation.

The refinancing in March 2004 created the financial
stability that enabled Invensys to move forward with
confidence and following a further minor refinancing
of our remaining shorter term maturities during the
year, the Group now has no significant debt maturities
until March 2009. This stability in our financial
position has allowed us to make good progress across
a broad range of fronts.

Once the current disposal programme is completed,
Invensys will comprise five businesses, each with
opportunities to grow sales, profits and cash
generation. Longer term, our aim remains to create
the opportunity whereby an improved financial
position would enable us to replace costly inflexible
debt with cheaper flexible debt.

Improving performance

During the past year, the focus of our activities has
been on addressing the operational performance
of each of our businesses and building a solid
foundation for growth. In particular, the businesses
have been challenged to:

= convert a greater proportion of their operating
profits into cash;

 achieve return on sales at least in line with their
peer group; and

- invest in the capabilities required to grow
market share.

Each business has clear, detailed plans in place and
progress is reviewed on a monthly basis with their
management teams.

On cash, the critical litmus test of our improving
operational capabilities is demonstrated by our cash
performance. We reached an important milestone of
free cash inflow of £38 million before legacy items,
mainly due to good working capital management
compared with an outflow of £40 million last year.
This was a good performance showing a clear linkage
between profits and cash but we still need to reduce
further the self generated quarter on quarter volatility
that has been a feature of Invensys.

On return on sales, we improved our performance
overall but not for the retained businesses. We have
already addressed overheads by reducing the sales,
general and administration costs of the continuing
operations by £18 million during the year and we are
now focussing upon improving gross margin, especially
through the use of low cost country sourcing.




On capabilities, we are building up our portfolio

of new products and services across the Group and
recruiting and training the talent we need to lead
our businesses going forward.

Looking at the individual businesses
Controls, which was formed in October 2004 by the
merger of the former Appliance and Climate Controls
businesses, has had a difficult year. These operations
had been up for sale ahead of the refinancing in
March last year but we decided to retain them given
the potential that they have. However, in the short
term we have had to deal with several operational
issues, of which the recall of a substantial number of
gas valves was a symptom. Its financial performance
was affected in the year but we expect that the
considerable efforts of the management team to
resolve these issues will show through in the coming
year. The merger is already showing some of the cost
benefits which we planned and we should see more
as the current year progresses.

Pracess Systems has made good progress in restoring
its position as a leader in the global market for
process automation. The investment in its technology
portfolio is leading to significant improvements in
sales to its larger accounts. Its challenge now is to
extend this improvement to the rest of its customer
base and we have reorganised our selling capabilities
to facilitate this ambition. Its major performance
improvement programme is coming to an end and we
believe that the business is building up a momentum
that will lead to a much improved financial
performance.

Rail Systems is an excellent business that is coping
well with changes in its markets. The UK business is
adapting to the new pattern of business with Network
Rail. We believe that we can achieve a good balance
between this customer’s requirement for cost and
financial risk reduction and our requirement for an
adequate financial return through improvement to
project management procedures. Although the
resultant slowdown in orders as these new procedures
are put in place is placing a short-term strain on the
business, elsewhere it is making good advances in
growing its international business with particular
success in |beria and China.

APV is undergoing the most radical of the
reorganisations across the Group. Every aspect of its
structure and operations has been affected and we
are pleased with the progress that has been made

Left Rick Haythornthwaite

Chief Executive

Right UIf Henriksson
Chief Operating Officer

to date. There is more to be done before it becomes
a consistent performer but its recent results are
encouraging.

Eurotherm is a solid business which must now aim
to take advantage of the opportunities available to
it to grow its sales, particularly in the Far East.

Disposals

During the year, we sold several businesses for a gross
consideration of £414 million, including Powerware,
Hansen and Marcam. The sales of Lambda and Baker
are progressing and we expect completion on both
transactions during calendar 2005.

Looking ahead

On 22 july, the change in Chief Executive will take
place. We have enjoyed working together and have
ensured that the passing of the management baton
is as smooth as possible.

Invensys has come a long way in the past year and
we believe that the outlook is brighter now than it
has been since the merger that created it in 1999.
Each of our businesses knows what is required of

it and has clear operational plans in place. We are
carefully and prudently managing our legacy issues to
a conclusion. We have for the first time in many years
produced positive free cash flow before legacy
payments.

The goal for the current year has to be about
continuing to improve performance of our businesses
and deliver the necessary earnings and cash that will
deliver value to shareholders.

V4L L
/

Rick Haythornthwaite
Chief Executive

Ulf Henriksson
Chief Operating Officer
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Financial review

Accounting policies

The 2005 accounts of the Group have been prepared
in accordance with all applicable accounting standards
in the UK and on a consistent basis to the prior year.
No new accounting standards have been adopted in
the year,

Results overview

The trading results of the continuing businesses are
discussed in more detail within the relevant sections
that follow. Corporate costs significantly reduced from
£66 million to £46 million in line with plans for the
year. Discontinued operations, which principally
comprise Powerware, Hansen and Marcam, reported
sales of £120 million (2004: £891 million) and
operating losses of £3 million (2004: operating profits
of £35 million).

Earnings

The Group has recorded a loss for the year of

£473 million compared with a loss of £328 million
last year, mostly due to an increase in corporate
exceptional charges. Basic loss per share was 8.3p
(2004: loss 9.0p). Earnings per share before exceptional
items, goodwill amortisation and goodwill impairment
were 0.1p (2004: 1.2p).

Invensys plc Annual report & accounts 2005

Goodwill impairment and goodwill amortisation
In accordance with FRS 11, Impairment of Fixed
Assets and Goodwill, goodwill capitalised on the
balance sheet has been reviewed for impairment.
This review has led to a charge of £27 million (2004:
£25 million), relating to the Meterpoint business
within IMServ.

The annual charge for goodwill amortisation fell from
£53 million in 2004 to £28 million following business
disposals and the goodwill impairment.

Operating exceptional items

Operating exceptional items in the year totalled

£168 million (2004: £236 millicn). Restructuring costs
of £58 million (2004: £76 million) principally relate

to employee severance and represented 2% of sales
(2004: 2%). Transition costs of £17 million (2004:

£98 million) incurred in reshaping the Group comprise
£12 million of personnel costs and £5 million of costs
for professional fees and 1T-related costs, with all costs
remaining within earlier estimates. Fixed asset
impairments of £63 million (2004: £48 million) relate
predominantly to the Controls business. In addition,
£30 million of product recall costs have been
provided in respect of two ranges of valve products
within the Controls business. This was announced in
the October trading update. The 2004 comparative
also includes £14 million of costs in connection with
the refinancing.

Corporate exceptional items

The corporate exceptional charge for the year was
£301 million (2004: £136 million), resulting from the
sale of fixed assets and sale of businesses. The largest
component of this is £298 million on the loss on sale
of businesses, comprising a profit on net assets of
£162 million, settlement and curtailment credits
under FRS 17 of £8 million and a write-off of
associated goodwill of £468 million. Of this goodwill,
£333 million had previously been eliminated against
reserves on acquisition.




Net interest expense and taxation

Interest for the year was £136 mitlion (2004:

£112 million). The rise in the interest charge
compared to the prior year reflects the increased
cost of borrowing under facilities agreed as part of

the refinancing agreement established in March 2004.

The tax credit for the year was £16 million (2004:
credit of £35 million) which comprises a charge for
taxation on ordinary activities of £25 million (2004
£41 million) and a prior year net tax credit of

£41 million relating to settlements reached with
the tax authorities in a number of territories (2004:
credit of £65 million). The prior year also included
a £12 million deferred tax credit in respect of prior
years and a £1 million charge relating to corporate
exceptional items.

Cash flow

The year produced a total free cash outflow

of £143 million (2004: outflow of £482 million).

This comprised an operating free cash inflow of

£38 mitlion and payments totalling £181 million in
respect of legacy liabilities. Net capital expenditure
reduced to £58 million (2004: £115 million) mostly
following the disposal of Hansen where there was a
significant investment in a factory in the prior year.
The legacy payments included £83 million of pension
payments, £24 million of transition costs, £34 million
of litigation and environmental settlements and

£40 million of legacy tax settlements.

Net disposal proceeds for the year were £381 million.

This included proceeds from the sale of Powerware
(£307 million), Hansen (£31 million) and Marcam
(£11 million), offset by cash costs of disposal.

Adrian Hennah
Chief Financial Officer

Funding

The Group continues to enjoy the financing and bank
facilities arranged in March 2004. The bank facilities
now comprise a term loan of £363 million, a revolving
credit facility of £197 million and a partially revolving
bonding facility of £389 million, allowing the issue of
bank guarantees, letters of credit, or the finance or
refinancing of cash collateral. Undrawn facilities total
£348 million across both of the revolving facilities.

During the year two tenders were held for
outstanding Notes maturing in January 2007. In July
2004, Notes amounting to US$153 million (£84 million)
were redeemed and in February 2005, Notes
amounting to US$96 million (£50 million) were
redeemed. An amount of £1 million now remains
outstanding for maturity in January 2007.

In addition, a tender was made for the outstanding
Notes maturing in April 2005. Notes amounting to
€6 million (£4 million) were redeemed in February
2005 and paid for from cash set aside at the time
of the refinancing.




A further issue of Notes maturing in March 2011,
under similar terms to the existing Notes, in the
amount of €65 million (£45 million) was made

in January 2005 to partially finance the tenders
described above.

The effect of these activities is that no further
material financing falls due for repayment before
March 2009 and the facilities provide the Group with
adequate headroom for cash advances and bonding
over the life of the facilities.

A feature of the credit facilities is that funding for
legacy liabilities such as transition costs, litigation
costs and pensian contributions was made at the
outset of the refinancing and is invested, pending
disbursement, in an escrow account. At March 2005
this amount stood at £309 million.

Uncommitted funding methods are restricted to a
very few local arrangements and to those subsidiaries
with significant minority shareholders.

Asset management

Net operating assets in continuing operations reduced
by £195 million during the year. The main influences
of this were the impairment charges for capitalised
goodwill and fixed assets totalling £90 million along
with a £51 million improvement in working capital.

Pensions and other legacy liabilities

The Group’s pension service cost charge to operating
profit for the year was £48 million (2004: £52 million)
and other finance charges were £15 million (2004:
£23 million). Settlement and curtailment credits were
£9 million (2004: £9 million) and contributions of
£131 million were made (2004: £183 million).
Actuarial assessments of pension assets and liabilities
have been updated as at 31 March 2005, resulting

in an actuarial loss of £50 million for the year (2004:
gain of £169 million). Overall the FRS 17 pension
liability of £574 million (2004: £606 million) has
reduced by £32 million since 31 March 2004.
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In the UK, the Pensions Act 2004 is being

brought into force in stages. The Act’s requirements
in regard to scheme funding are subject to transitional
provisions. These are not yet finalised but draft
regulations provide that the Act’s requirements

in regard to funding will take effect from the first
triennial valuation due after 23 September 2005.

In the case of the main UK pension scheme, we
expect that this will take place based on data as at

1 April 2006. Under the Act’s requirements, Invensys
will be required to agree contributions to the scheme
with the Trustee, including contributions to make
good any deficit in the scheme.

We understand that the Trustee is looking to achieve
an increase in diversity in the investment portfolio.
The trust deed currently contains certain restrictions
which impact on diversification. Clarification regarding
the status of these constraints may well require the
Company and the Trustee to make an application to
the Court. We do not, given current circumstances,
expect any change in the deed to have a material
impact on scheme funding.

Other legacy liabilities reduced by £136 million during
the year. This included £24 million of planned spend
against transition costs and a tax credit of £29 million
in respect of legacy tax liabilities.

Treasury policy
The Group’s treasury policy seeks to ensure that:

= adequate financial resources are available for the
development of the Group’s businesses, ensuring
also long-term security in support of our products
for the benefit of customers. This includes the
provision of funding for capital expenditure,
working capital and the bonding requirements
of our contract businesses; and

e financial risk of currency, interest rate and
counterparty exposure is minimised as far as
possible, as set out in the following sections, and
that no speculative transactions are undertaken.

Group Treasury operates as a service centre from
locations in the UK and the US within clearly defined
guidelines.

Policy in respect of the major areas of treasury
management is set out in the following section.




Interest rate risk

The Group's policy is to set the proportion of fixed
and floating rate debt taking into account factors
such as the interest rate, the business cycle and the
Group’s level of financial leverage. The Group has
undertaken to ensure various ratios of fixed rate debt
to total debt in the period up to March 2007 in
respect of US dollars and euros.

The Group uses fixed rate borrowings, interest rate
swaps, forward rate agreements and currency swaps
to manage its interest rate exposure.

As at 31 March 2005, £916 million was in fixed rate
form, representing 116% of net debt and 64% of gross
debt (2004: £994 million, representing 100% of net
debt and 64% of gross debt).

Currency risk

Translation exposure In common with other
companies operating with many international
subsidiaries, a currency risk arises on the translation
of the results of foreign subsidiaries into sterling.
This risk is not hedged.

Similarly a currency risk arises on the translation of
the balance sheets of foreign subsidiaries into sterling.
Any such gains or losses resulting from this translation
are recorded in reserves where they are matched with
the gains and losses on liabilities in those currencies
to hedge this risk. The Group targets several ratios in
the management of this risk, including liabilities to net
assets and earnings.

Transaction exposure Currency transaction exposure
arises where actual sales and purchases are made by
the Group’s businesses in a currency other than their
own functional currency. The incidence of this risk
varies across the different businesses of the Group
although the majority of sales and purchases will
usually be in the local markets and in functional
currency. Where this is not the case, the Group’s
businesses are required to hedge 100% of their
known exposures.

Policy also requires businesses to assess their forecast
exposure and hedge an agreed percentage of non-
functional currency cash flow and also to take action
to protect any exposure where a bid is made which
involves cash flows in non-functional currencies.

The Group uses forward currency contracts and
currency options to manage transaction exposure.

Counterparty risk

The Group monitors the identity of the counterparties
with whom it deposits cash and transacts other financial
instruments so as to control exposure to any territory
or institution.

Deposits

Surplus funds are placed for short periods with
highly-rated institutions in investments that are readily
realisable.

Funds placed in escrow arrangements are invested
in US dollars, euros or sterling in highly-rated money
market funds pending their requirement to meet
legacy liabilities.

Derivatives

Derivatives are used to manage the risks described
above and further detail is provided in note 27 to
the accounts.

Implementation of International Financial
Reporting Standards

The Group will adopt International Financial
Reporting Standards (IFRS), also known as
International Accounting Standards, in the next fiscal
year, as required under European legislation. The
transition date for adoption of IFRS is 1 April 2004,
determined in accordance with IFRS 1, First-time
Adoption of International Financial Reporting
Standards. Key changes in accounting under IFRS for
the Group compared to accounting under UK GAAP
as currently applied by the Group are detailed in the
Transition to International Financial Reporting
Standards part of this Annual report.

Adrian Hennah
Chief Financial Officer
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Thermo King, part of the Ingersoll-Rand
group, is the wertd leader in providing
climate control solutions for global
transportation industries.

As a result of a long-term relationship
with Eliwell, part of Invensys Controls,
Thermo King contracted Invensys to
develop a new electronic controller

microprocessor for the automotive market:

the Vehicle Power Refrigeration Systern.

diibide WU U

It took more than one year to analyse and
implement the system, but now Invensys
Controls provides 15,000 complete systems
a year to equip and control refrigeration
systems on board Thermo King small trucks
and lorries.

The VPRS forms part of Thermo King’s
strategy of standardising as many
components as possible across their
product ranges.

Thanks to new flash technology, an add-on
expansion board and standard automotive
connectivity protocol, the can-8US, the VPRS
is fully scalable and flexible for the future.

10 Invensys plc Annual report & accounts 2095
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providing electronic controllers
Tor the worldwide vehicle
refrigeration

markef

At the heart of Thermo [King’s
products is our Vehicle
Power Refrigeration System
(VPRS).

The VPRS includes a
base-board that regulates
both the intelligence and

the power control system to
manage the refrigerated loads.
This combined with an in-cab
keyboard interface represents
a real innovation for the
mobile refrigeration market.

The long-term relationship between Eliwell
and Thermo King started in 1999 when
Eliwell began manufacturing electronic
equipment for Thermo King’s internal
production. Now Invensys Controls serves
seven different Thermo King plants around
the world and is their sole supplier for the
VPRS product range.
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As a result of the merger, we have
reduced cur overheads and are now
focussing on sales efficiency, supply
chain and factory efficiency.

o) “WEIER
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Controls was formed on 1 October 2004 with the
merger of the former Appliance and Climate Controls
businesses, recognising the considerable overlap of
brands, customers and manufacturing facilities. Whilst
the process of merger integration has progressed well
with some 300 indirect and overhead positions
eliminated, it has been accompanied by some
significant operational issues in North America that
have affected its performance during the second half
of the year.

In particular, poorly executed manufacturing

process changes arose at certain manufacturing
plants, particularly the large facility in Mexicali.

A symptom of these changes was the recall of a large
number of gas valves, for which we have made a
provision of £30 million to cover the cost. Additional
strain on these manufacturing plants arose as they
were required to increase output significantly to
supply products for both the recall and existing
customers. This created additional costs, supply chain
problems and an order backlog with several
customers. These issues have received urgent
management attention and the actions taken have
now largely diffused the immediate issues. Production
levels are now adequate to meet the recall and the
order backlog has been reduced. Our operational
attention is now on completing the integration of
the two businesses and obtaining the merger benefits
identified at the start of the process.

2005 2004
Sales (Em) 921 1,023
Operating profit (Em) 89 127
Operating margin (%) 9.7 12.4

Sales by sector

Appliance 40%

Residential property 19%
General industries 12%
Discrete manufacturing 12%
Commercial property 16%
Other 1%

bl (- B o Rl o T o al V]

Sales by geography

UK 10%

Europe 28%

North America 51%
South America 4%
Asia Pacific 7%

mao ow

Alongside the merger, Controls is investing in its
technology roadmap intended to maintain its position
as a technological leader in the supply of components
and, increasingly, systems to its global customer base.
It is also building relationships with a broader range
of original equipment manufacturers, especially in
Asia, recognising the changing competitive
environment particularly in the white goods sector.

Orders for the year closed at £900 million, down 5%
at CER mainly due to the weakness in North America
including the exit from North American contracting
businesses.

Sales for the year of £321 million (2004: £31,023 million)
were 5% lower at CER compared to last year. The fall
in sales was due to the exit of North American
contracting businesses, the loss of specific contracts
and global price reductions for reversing valves.

Operating profit for the year fell 26% at CER to

£89 million, with an operating margin of 9.7%, mainly
due to a reduction in sales volume, operational
performance issues at the Mexicali plant and higher
insurance costs.
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Orders from our seven key global
accounts increased by 54% in the last
quarter of the year and by 39% for the
year as a whole.

Process Systems is reaching the end of its 70-week
performance improvement programme that, together
with a three-year investment programme, has
addressed all aspects of its business but in particular
the strengthening of its leadership team, the
reorganisation of the way it interfaces with its

major customers, the enhancement of its technology
portfolic and the reduction in the complexity of

its overhead structure. These actions have restored
its position as a leader in the global market for
process automation.

This success in updating its technology is demonstrated
by the significant increases in orders from its seven
key global accounts, up by 54% in the fourth quarter
of the year and by 39% for the year as a whole. This
endorsement of our technology by these major
customers, which currently account for 16% of its
orders, provides confidence that Process Systems has
the capability to grow its overall market share and
achieve an operating performance at least in line with
its peer group.

Excluding IMServ, orders for the year were up 5% at
CER, primarily driven by strong order intake in Asia
Pacific, Latin America, the solutions business and the
measurement and instrumentation business, only
partially offset by declines in North America and
EMEA. Major orders included several large power
projects in China as well as orders from Formosa
Petrochemical Corporation, Exxon Mobil, Tesoro
Petroleum and Reliance.

Sales, excluding IMSery, for the year were up 4% at
CER. The increase was mainly due to higher sales in
EMEA, Asia Pacific and Latin America as well as an
improvement in the solutions business, which offset
declines in North America.
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2005 2004
Sales (£m) 709 746
Operating profit (£m) 47 35
Operating margin (%) 6.6 47

Sales by sector

Oil & gas upstream 35%
Qil & gas downstream 4%
Utilities & power 19%
Petrochemicals 9%
General industries 24%
Other 9%
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Sales by geography

UK 12%

Europe 23%

North America 44%
South America 4%

Asia Pacific 13%

Africa & Middle East 4%
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Sales at IMServ were down 26% at CER compared
to last year, primarily reflecting the disposal of the
FieldTech operations during the prior year.

Operating profit at £47 million, up 49% at CER,
improved considerably and resulted in an operating
margin of 6.6%, compared to a margin of 4.7% last
year. Much of the improvement came from higher
product sales across all regions and an improvement
in the sales mix with continued strength in the
solutions business, Asia Pacific and Latin America.
The 70-week performance improvement programme
continued to deliver, with the costs of the programme
now starting to fall from the fourth quarter onwards
and are expected to end by the second quarter of
next year; external consulting costs amounted to
£10 million for the year.




technology for the LNG industry.

When the Ras Laffan Liquefied Natural Gas
Company [l (RasGas-l) in Qatar needed
automation services for its LNG Train 5
Production and Utilities units, Invensys was
the natural choice.

Gas turbines power
the compressors for
the refrigeration

cycles in LNG trains.

The compressor raises the
pressure of the refrigerant gas
(usually propane, a propane/
butane mix or nitrogen), then
it is cooled and allowed to
flash into the cryogenic
exchanger — the flashing takes
heat away from the product
gas. cooling it until it liquefies
at -160 degrees.

The latest US$8 million
automation contract at Ras
Laffan includes Foxboro-
brand I/A Series process
control systems, Triconex TMR
Safety Instrumented Systems
and Fire and Gas Protection
Systems, plus associated
project engineering services.

implemented the process control systems,
safety systems, and many additional systems
for Ras Laffan LNG Trains 1 and 2, and had
also been awarded the Expansion Project
for LNG Train 3, Train 4, and associated
projects.

Ras Laffan Liquefied Natural Gas Company
Limited was established in 1993 to produce
LNG and related products from a
designated area within the North Field of
Qatar, the largest offshore non-associated
natural gas fietd in the world.

are helping to ensure efficient and safe
operations at this, one of the world'’s largest
LNG liquefaction facilities; enabling the Ras
Laffan LNG complex to achieve a total
capacity of over 20 million tons per annum
by 2007.

The Invensys LNG Business and Technology
Centre leverages a network of satellite
centres located in Singapore, Houston,
Montreal, and elsewhere. These centres
focus on developing, deploying, and
supporting business and technology
solutions for liquefaction, marine, and
regasification. Additional resources are
drawn as needed from Invensys' other sates,
support, and technicat centres around the
world, thus enabling Invensys to deliver
consistently high-quality solutions and
responsive support to LNG customers
anywhere in the world.

inside Process Systems
ensuring the sate and
efficient operation of LNG
nlants anywhere in the world
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Expanding our technology
investment in China

With the Beijing Olympics just around the
corner, and the Shanghai world EXPO in
2010, the Chinese government is investing
heavily in its maintine and metro expansion
programme.

Such an ambitious project, currently the
biggest of its type in the world, requires the
best in terms of signalling and controt
suppliers.

Meeting this requirement, invensys Rail
Systems’ TBS100 Automatic Train Control
System leads the way in technical evolution
yet is designed for flexibility and tong-term
implementation.

The TBS100 system allows onboard or
remote instruments to determine the train’s
correct travelling speed based on a variety
of parameters, providing passengers with a
reliable, smooth and, most importantly, safe
journey.

TBS100 has been fitted on Beijing Urban
Line 13 and the Tianjin Metro Company has
chosen TBS100 for higher capacity on Line 1.

Suppliers must also meet Government
localisation requirements and very short
timescales set by major and prestigious
world events. Working successfully in China
for nearly 15 years, Invensys Rail Systems
has developed strong Chinese-partner
relationships, transferring its technology and
proving that we will deliver on time.
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! the heart of the system
are the cab mounted
Processor Modules.

TBS100 is a highly flexible
system of train control
providing Automatic Train
Protection (ATP) and
Automatic Train Operation
(ATO) for both new and
existing mainline and
metro railways.

Invensys is committed to major investment
and growth in China in the coming years.
The success of the Rail business in China to
date has provided the basis for substantial
new investment with challenging targets for
profitable growth in the next five years.

Supported by Invensys Rail Systems’
proven track record in China, we have the
resources necessary to supply China with
new technology solutions for today,
tomorrow and the long-term future of the
Chinese Railway.
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We are changing our procedures,
particularly in project management, to
better meet our custecmers’ requirements
and our performance goals.

In the UK, the pattern of business with Network

Rail has changed as they seek to reduce costs and
transfer more of the financial risks to suppliers. We
are changing our procedures, particularly in project
management, to enable us to meet both their
requirements and our performance goals. As a
consequence of the rigorous procedures now in place,
the flow of orders from Network Rail has slowed.

So far we have been able to manage our cost base to
deal with this reduced level of activity and anticipate
that the flow of orders will improve as the year
progresses. In the event that this does not happen,
we will be looking to make further savings in our cost
base to maintain the business’ financial performance.

Our other major operation in the UK is the upgrade
and renewal of signalling and train control systems
for the Metronet consortium that is responsible for
London Underground’s infrastructure renewal on the
Bakerloo, Victoria and Central tines, together with the
subsurface Metropolitan, Circle and District lines.

2005 2004
Sales (£m) 412 442
Operating profit (£m) 56 62
Operating margin (%) 13.6 14.0
G Sales by geography
d a UK 39%

b Europe 25%
¢ North America 30%
d Asia Pacific 6%

In the USA, the delayed Transportation Bill is now
expected to be signed into law later this year. The

Bill confirms federal funding for highways, railroad
and other transportation investment and provides the
major source of funds for railroad/highway crossings,
which is our major product offering in this market
and we anticipate that we will see increased activity
once the Bill is enacted. In Iberia, we are participating
in several of the new high speed line projects in
Spain, incorporating the latest European Rail Traffic
Management System technology. Elsewhere our long-
standing presence in China continues with projects
underway on the Beijing and Tianjin subway systems.

Orders for the year (excluding the effect of the
PPP contracts for the upgrade of the London
Underground which amounted to £917 miltion in
2003/04 and £21 million in 2004/05) increased by
6% at CER. The order delays in the UK were more
than offset by strong growth in Spain where, for
example, we were part of the winning consortium
for the High Speed Line from Cordoba to Malaga.

Rail Systems’ sales at £412 million were down 4%

at CER compared to the last financial year. This was
mainly due to the early termination of a large North
American logistics contract and lower sales in the UK.
This was somewhat offset by stronger sales in Spain.

Operating profit was £56 million, a decrease of 7%
at CER compared to last year, while the operating
margin fell 0.4% to 13.6%. An improved sales mix, a
number of favourable contract completions and an
effective control of overheads were offset by higher
insurance costs.

Invensys plc Annual report & accounts 2005




# W4V

The success of our 50-week performance
improvement pregramme is beginning
to be reflected in our performance.

APV is undergoing a substantial 50-week performance
improvement programme and the success of this
approach is now beginning to be reflected in its
performance. The management structure has been
flattened with the elimination of several tiers of
executives and its former country based managers.
New project tendering procedures are in place to
minimise the risks associated with longer term
contracts and the sales force has been reorganised to
increase sales of aftermarket products into APV’s large
global installed base. The depth of the restructuring
being undertaken is significant but the business is
dealing with this well with the continued support of
its customers.

Orders for the year were flat at CER; this was mainly
due to turning away from some higher risk project
orders, which offset growth in Asia Pacific, Latin
America and strength in the heat transfer business.
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2005 2004
Sales (£m) 360 387
Operating profit (Em) 6 18
Operating margin (%) 1.7 4.7

@D; Sales by sector

de Food & beverage 62%
Dairy 12%
General industries 19%
Pharmaceuticals 3%
Other 4%
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Sales by geography

UK 3%

Europe 46%

North America 17%
South America 4%

Asia Pacific 23%

Africa & Middle East 7%
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Sales at £360 million were 4% lower at CER, primarily
due to lower project sales in EMEA as a result of a
slow-down in capital spending in this consolidating
market. However, the aftermarket business in EMEA
has shown good growth over the last 12 months and
strength in industrial markets has driven strong
growth in the heat exchangers business. Asia Pacific
is also growing with continued investment in local
APV teams.

Operating profit at £6 million fell considerably
(2004: £18 million) compared to the prior year.

The fall was mainly due to lower project volume

and lower margins in EMEA. In addition, the current
year includes a £4 million adverse adjustment relating
to prior years. However, the 50-week performance
improvement programme has started to deliver and
led to a marked improvement in performance in the
second half of the year by reducing overheads and
continuing to increase the focus on aftermarket sales
across all regions.




Carlton and United Beverages (CUB), part
of the Foster’s Group, the premium global
multi-beverage company, has made
substantial gains by increasing the level

of automation at its largest facility in
Melbourne, Australia.

APV played a major part in the
transformation, integrating APV’s latest
valve technology with innovative process
design concepts to achieve the project
requirements.

Valves with an
intelligent interface

APV's double seat valve
manifolds are used to direct
the flow of drink or food
products around process
plants where the requirement
is for an absolutely hygienic it
environment.

The valves give continuous
feedback on their status
including informaticn on
number of operations, time
of operation and maintenance
requirements.

Skl

brewery in Melbourne from a mainly
manual operation to an automated one,
whilst keeping the amber nectar flowing,
was a demanding task. APV, working closely
with CUB in both the design and
implementation phases, ensured that this
was completed with minimum disruption.

The outcome is a plant with increased
productivity, lower losses, improved quality
and reduced running costs.

After the completion of the Melbourne
plant APV worked closely with Foster’s
to help it doubte the capacity of its plant
south of Brisbane. The new plant, with
state-of-the-art brewing and processing
facilities, will supply the full range of
CUB's products to the Eastern seaboard
of Australia.
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with an intelligent interface, which reduce [
installation costs and considerably
shortened the time for commissioning.

«




international ferry port and one
of the busiest roll on/roll off ports
in the weorld.

At its 330 hectare Eastern and Western
Dock sites, the Port of Dover must monitor
its 1,000 taps and shower fittings, as well as
hot water storage tanks, for potentially
lethal Legionella bacteria to meet strict
legal obligations.

of Eurotherm’s sopnisticated targe scale
monitoring and data storage system. The
electronic system, based on a number of
Eurotherm 50008 data recorders, monitors
water temperatures. While ‘real-time’
temperature values can be monitored
on line, the collected data can be stored
in a tamper proof format for up to six
years, far exceeding the requirements of
current UK and international health and
safety guidelines.
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and five mitlion venicies annually,
engineering staff at Dover realised some
years ago that to meet legal health and
safety obligations would require a
significant investment in monitoring and
control technology.

Apart from challenges of scale, the overalt
distance across both Eastern and Western
parts of the docks exceeds 2km, there are
around 150 separate small scale water
heating and storage systems on the site,
which have been installed over time in
passenger facilities, customs and police
offices, port operation areas and other
buildings. The challenge was to engineer
an easily managed localised monitoring
solution with central monitoring, secure
data transfer and verifiabte long term
archiving of data.

Colin Dobson, Building Manager for the
Port of Dover, believes that this type of
remote monitoring system will become an
‘industry standard’ for Legionella protection
in the future.

Sensing points througheut

a system provide cata to the
Eurother:m 58228 recorders
and ceontrellers.

Temperature values are
continuously monitored
in ‘real time’.
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We are working on addressing an
imbalance in our supply chain by
increasingly concentrating on
Asia Pacific.

Eurotherm has been a steady performer in

recent years with good operating margins and cash
generation and we intend to use this platform to
grow sales, particularly in the fast growing economies
of Asia. The business is also addressing an imbalance
in its supply chain which has created transaction
exchange exposures with manufacturing currently
concentrated in western economies.

Orders for the year increased by 5% at CER driven
by growth in Asia Pacific, North America and systems
orders in EMEA.

Sales for the year at £122 million were 4% higher
at CER compared with last year, driven by the same
factors underpinning orders.

Businesses for sale

Businesses for sale relate to Lambda and Baker.

For the year as a whole, sales of these businesses rose
at CER and operating profit was significantly higher,
driven by the benefits from restructuring activities.
Although there remains some volatility in earnings on
a quarter on quarter basis, overall there has been a
substantial improvement in performance.

2005 2004
Sales (Em) 122 122
Operating profit (£m) 17 17
Operating margin (%) 13.9 13.9

Sales by sector

P
b C

b Pharmaceuticals 3%
¢ Utilities & power 3%
d Other 4%

Sales by geography

UK 15%

Europe 43%

North America 20%
South America 1%
Asia Pacific 20%
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Operating profit was stable at £17 million with an
operating margin of 13.9%. The margin improved
through pricing initiatives and better supply chain
management, despite adverse transactional currency
impacts due to increased sales volume in Asia Pacific
and North America.

Eurotherm currently distributes around £15 million

of product manufactured by its former electric motor
Drives business which was sold in 2002. This agreement
is now subject to renegotiation. In the event that this
arrangement ceases, we aim to minimise the impact
on operating performance due to the loss of revenue.

As reported in August this year, the sales processes
for both businesses are underway and it is anticipated
that both will be completed during this calendar year.
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a General industries 90%

Africa & Middle East 1%
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Invensys is strongly committed to its corporate
responsibilities in reiation to the communities

within which it operates and to the
environmental consequences of its activities.

20

We believe our prospects of
successfully achieving our business
goals and a fair return to our
Investors are increased by fulfilment
of our corporate responsiilities

at large.

Our guiding principles were formulated in 2002

in the Invensys Intent which set out the foundations
of our Group’s approach to sustainability and the
environment, health and safety in our workplaces,
diversity and equality of opportunity, the recognition
of human rights and our programmes of community
involvement and corporate giving.

Our intention was that we would, following
consultation and involvement with our staff in many
countries, enshrine those principles over time in our
everyday activities and conduct of business. We have,
for example, recently developed our new worldwide
Invensys Code of Conduct that is in the course of
being introduced to our employees in nine languages
and over 50 countries together with training
programmes tailored to employee needs.

In the last year we have given particular priority to
improving the health and safety of our employees.
We have also appointed a new Vice President of Risk
Management, Insurance and Corporate Responsibility
who is responsible for working with each business
group to address corporate responsibility issues and
reporting on overall performance.
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Environment, heaith and safety (EHS)
Policy and organisation

