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RENOLD

Renold plcis an international group delivering
high precision engineered and power transmission
products to our customers worldwide.

Our market-leading products can be seen in diverse
applications from cement making to chocolate
manufacturing, subway trains to power stations,
escalators to quarries; in fact, anywhere something
needs to be lifted, moved, rotated or conveyed.

Our areas of key focus

Our objective at Renold is to deliver mid-teens operating margins.
We are delivering this objective through the execution of our
STEP 2020 Strategic Plan. STEP 2020 is built on a bedrock of
continuous improvement that is applied to add value in all of our
business processes. Through STEP 2020 and our strategic goals,
we will re-engineer everything that we do.

Navigating the report

For further information within
this document and relevant page
numbers

Operate with integrity Additional information
available online

Value our people

Work together to
achieve excellence

Accept accountability

Be open-minded

@ Read more about our Values Visit us online at
on page 60
pag www.renold.com



Welcome to our Report

We present our Annual Report
and Accounts for the year ended
31March 2016.

An overview of who we are and what

we do can be found in the introductory
pages of our Annual Report, including our
Chairman’s letter.

In our Strategic Report, we outline

our strategy and how we are taking

the business forward. We then give
details of our operational and financial
performance across the Group. We also
set out our approach to corporate social
responsibility and talk about our people
and why they are fundamental to our
success.

Read more about our new acquisition

@) See pages 08-09

STEP 2020

RENOLD

For an update on our STEP 2020 Strategy

@ See pages 20-31

The Governance section follows the
Strategic Report and includes our
Corporate Governance Report, Audit
and Nomination Committee Reports and
our Directors’ Remuneration Report.
The Directors’ Report provides other
statutory and regulatory information.

The financial statements for the Group
and the Company can be found at pages
110 to 169 towards the end of the Annual
Report and Accounts.

We use a number of technical terms

and abbreviations within this document.
Please refer to the Glossary on page 171
for the definitions and other explanatory
information.

Knowledge Q Skills &
facilities

L

Service Q Logistics

Read more about our Business Model

@ See pages 18-19

To read a Q&A with Chief Executive Robert Purcell

@) See pages 24-25
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Highlights

Significant progress was made on a number of the key objectives
underpinning our STEP 2020 Strategic Plan. We have delivered step changes
In our health and safety KPIs following a number of years of hard work. We
made further reductions in our breakeven point allowing us to maintain our
operating margins while at the same time improving a number of our core
business processes. The benefits from our efforts to bring new products to
market and enhancements to customer service were offset by challenging
and volatile market conditions but will generate upside value when market
conditions moderate.

Financial highlights

Adjusted' earnings per share
pence

5.0

d—ap ————

2012 2013 2014 2015

Adjusted Return on Sales
%

2016

8 85

3.8

2012 2013 2014 2015

2016

Underlying’ revenue
£m

200

193.8
180.3 1777 181.4

2012 2013 2014 2015 2016

2012 2013 2014 2015 2016

" Adjusted results exclude the impact of exceptional items, pension financing charges, pension administration
costs and the amortisation of acquired intangible assets and any tax thereon

2 Underlying results are retranslated to current year exchange rates.

Adjusted
return on sales %

8 . 6% up 0.1%

Cash generated

Total operating

from operations assets

£11.8m

£85.9m

Average working capital
% of sales

20.3%
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Operational highlights

- Over 50% improvement in health and safety
accident rate KPIs. All major manufacturing sites
now certified to OHSAS 18001.

- The Group's breakeven point further reduced by
widespread re-engineering of business processes
and hence our cost base across all units. This is
illustrated in the chart below.

- Significant increase in the Group’s capital
investment programme in the year to £9.5m. Key
projects supported the reduction of costs, the
enhancement of service and the further lowering
of our breakeven point.

Breakeven point
£m

15

Pictured: The new Mazak machine
at our Couplings facility in Cardiff
will be used to produce larger and

bespoke couplings.

- Successful transaction and integration firmly
underway of the Group’s first acquisition in
Phase 3 of STEP 2020. The newly named
Renold Tooth Chain is an excellent strategic fit
with a high specification product range whose
addressable market can be actively expanded
through Renold'’s international footprint.

- Fully de-risked 50% of current UK pension
liabilities. Major de-risking also delivered through
closing German scheme to future accrual and
liquidating the Australian scheme.

- Benefits delivered in our financing charges as a

result of the amended refinancing agreed in the
first quarter of the financial year.

The chart shows an estimate of the average monthly sales required for the Group to
deliver a breakeven adjusted operating profit. The estimate is based on the actual
variable margin in the years in question so that when the actual fixed costs are
deducted the resulting adjusted operating profit is £nil. The resulting sales figure is
then divided by 12 calendar months to arrive at the level of monthly sales required
to breakeven. The reduction in breakeven point since March 2013 reflects a 5.1%
123 improvement in our variable margins (operational gearing) combined with a £6.1m
reduction in overheads.

14

2012 2013 2014 2015 2016

Pension liabilities fully
de-risked

c.£50.0m

Biggest customer
% of sales

5%

Total employees
at 31 March 2016

2,187

3 year CAGR Adjusted EPS
growth

50%

" Compound Annual Growth Rate
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Group at a Glance

Renold plc is an international group delivering high precision engineered
products and solutions to our customers waorldwide.

S

Chain

A global market leading supplier of chain for many applications.
Heavy duty, high precision, indoor or outdoor, high or low
temperature and in clean or contaminated environments;
these are all in a day’'s work. This year we have added high
specification tooth chain (sometimes known as silent chain)

to our offering following the acquisition of a market leading
business in Germany.

We have manufacturing sites across the world including the
USA, Germany, India, China, Malaysia and Australia in addition
to local service capabilities in a number of other markets. We
operate at the leading edge of technology, with innovative
products designed to meet customers' exacting standards.

Our vast range of roller chains means that for most
requirements there is a Renold solution. Our premier

brand, Renold Synergy, offers unbeatable wear and fatigue
performance, whilst our all-purpose range of standard

chain provides affordable reliability. Continuous research,
development, innovation and ingenuity has led to the
production of more specialised solutions such as Hydro-Service
with its superior corrosion-resistant coating and the Syno range
which sets a new benchmark for chains requiring little or no
lubrication.

Conveyor chain applications including theme park rides, water
treatment plants, cement mills, agricultural machinery, mining
and sugar production all rely on the high-specification materials
and processes used by Renold. Renold is also a market leader
in leaf chain used in many of the forklift trucks produced
worldwide.

Read more about the performance of our
Chain division on pages 32 to 35

Adjusted
operating profit

£15.4m

Return on
sales

12.1%

Employees at
31March 2016

1,752

@
Torque Transmission

A global market leading manufacturer and developer of
coupling and gearbox solutions, from fluid couplings to
rubber-in-compression and rubber-in-shear couplings, and a
complete range of worm gears, helical and bevel helical worm
drives.

We also manufacture custom gear spindles and gear
couplings for the primary metals industry and we are
experts in providing bespoke gear solutions across industries
worldwide such as power generation, rail and escalator
transit systems, metals and materials handling.

We have manufacturing sites across the world including

the USA, the UK, South Africa and China. We work closely
alongside our customers to design and manufacture a
solution to specific application needs. Our design capability
and innovation is recognised by customers around the world
and is utilised in customising our gearboxes and couplings to
meet our customers’ specific requirements.

Our solutions deliver durability, reliability and long life
for demanding industrial applications. Renold Torque
Transmission also provides a range of freewheel clutches
featuring both sprag and roller ramp technology. Sprag
clutches are used in a wide range of safety-critical
applications such as keeping riders safe on some of the
world’'s most thrilling rollercoasters.

In a number of locations we also offer service and
maintenance from our own teams of engineers. These
services can be provided in our own facilities or in the field.

Read more about the performance of our
TT division on pages 36 to 39

Return on
sales

13.0%

Adjusted
operating profit

£5.0m

Employees at
31March 2016

398

Renold plc Annual-Report and Accounts 2016.for the year ended 31 March.2016
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Renold employed an average of

2,232 people around the world in

the last year, with 56% of our staff
engaged in direct production activities.

Our international network includes
nine countries where we both
manufacture and sell and a further
nine countries where we have sales
only companies, strategically located to
support our customers within our two
operating divisions.

North America

36%

Europe

39%

Asia Pacific

1%

High growth economies

of global sales

Renold Jeffrey and Renold
Ajax have been well known
participants in the North
American markets for
many years.

Renold Jeffrey
manufactures conveyor
(engineering) chain and sells
transmission chain sourced
elsewhere in the Group.

Renold Ajax focuses on gear
spindles and other Hi-Tec
products.

of global sales

Renold Chain and Renold
Tooth Chain operate

from our two European
manufacturing locations in
Germany. Renold Chain, our
largest facility in Europe,
exports transmission chain
all over the world.

Renold Torque Transmission
operates three plants in
the UK exporting a range
of gears and couplings
products all over the world.

RENOLD www.renold.com Stock-code: RNO

of global sales

We operate manufacturing
plants in Australia, Malaysia
and New Zealand. These are
supplemented by additional
sales centres in Malaysia,
Singapore, Indonesia and
Thailand.

We also operate our own
distribution networks in
Australia and Malaysia. We
sell a wide range of chain
and torque transmission
products.

Map key:

¢
of global sales

Our Chinese chain plant
primarily serves sister
companies with a range of
transmission chains and has
a smaller but growing local
focus.

Our Indian business was
acquired in 2007 and
manufactures a broad range
of transmission and conveyor
chain with 72% of output
destined for the local market.

Q Manufacturing and sales company

Q Sales only location




Our Customer Journey

Our activities range from diagnosing our customers' specific power
transmission application challenges, to proposing the right material solutions,
to formulating their often complex properties, then to cutting and heat
treating the components and finally to assembling the finished product,

We have deep knowledge of the
engineering capability to performance characteristics of a number
deS/gn customer solut/ons of metals and surface treatments
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We add value during our customer journey from our unrivalled
engineering capability, 100+ years of know-how on solving power
transmission challenges and enhanced after sales service.
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Deploying over 100 years
of manufacturing know-how
to create superior products

Heat treatment expertise
is a key competency in
many locations
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Growing Through Acquisitions
Introducing Renold Tooth Chain

STEP 2020

RENOLD

The purchase of the Tooth Chain business is an excellent fit with Phase 3

of our STEP 2020 Strategic Plan: Structural Activities. Renold Tooth Chain
manufactures a specialist, high quality product range which will expand our
existing product offering whilst Renold's international footprint will give the
Tooth Chain business access to new customers and geographies.

KEY
FACTS

> Market leading manufacturer
of tooth chain products in
terms of design, engineering
and performance

Sales of approximately €9.0m,
double digit margins

Based in a self contained
factory in Gronau, Hanover
(40km from Einbeck) with 62
employees

Sold into a variety of industrial
markets with more than 80%
of sales in Germany

High value added product,
ideally suited to high
speed, high load and high
temperature applications

Very limited crossover with
our traditional customer base
and applications

Opportunity to extend
geographic footprint by
leveraging Renold global
supply chain

Opportunities to share
manufacturing knowledge and
process capabilities

Opportunities for supply chain
and back office synergies

As a niche chain business, will
benefit from joining a wider
chain group

Overview

Renold acquired the business and trading
assets of Aventics Tooth Chain in January
2016, an operating division of Aventics
GmbH based in Germany and the market
leader in the manufacture of inverted
tooth chain for industrial applications.
Tooth chain is a specialist product which
was not being manufactured by Renold
at the time of the acquisition and is
typically seen in applications such as
bottling plants and other manufacturing
facilities and equipment.

Renold Tooth Chain employs 62 people
and operates from a self-contained
rented facility in Gronau, Lower Saxony
with its own dedicated manufacturing,
engineering and sales teams. Over 80%
of sales are currently made in Germany
with the balance of sales being made in
a wide range of international territories
including other western European
countries, the USA and China.

Renold plc Annual Report and Accounts 2016.for the yearended 31 March.2016

Benefits of the acquisition

The acquisition completed smoothly

in January 2016. Initial integration
activities to bring on board the new
employees and rebrand the business all
completed according to plan. Planning
for the transfer of all back office support
functions and systems to Renold is well
underway. Customer relationships with
the Vendor's wider group are being
successfully transferred to Renold and
we are already seeing some additional,
unprompted sales pull through in our
existing commercial network.

In addition, the proximity of the factory
to our existing plant in Einbeck, Germany,
is already allowing the business to share
resources and expertise as well as some
infrastructure services ahead of plan
within the more substantial Renold
Group.




Opportunity to exploit Renold's sales presence

£0.2m £0.4m
(2.9%) % (5.8%)

Salesin
Germany

£5.6m

(81.2%)

£0.3m 69 { >> £0.4m

(4.3%) (5.8%)

Pictured: Our new Gronau
colleagues joining the
Renold family.

RENOLD www.renold.com Stock code;: RNO
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Pictured: Our new Gronau
facility is already part of
the Renold brand.

The graphic shows the geographical
split of sales by Renold Tooth Chain
in the year ended 31 December
2015. Renold has significant sales
presence and resources in the
broader European market and also
in the Americas. There is a clear
opportunity to pull more tooth chain
product sales through Renold's
existing channels to market. One of
the key integration activities, which
is progressing well, is the transfer
of £1.5m of sales activity that was
delivered by other companies within
the Aventics Group (the seller of the
business).
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Chairman’s Letter
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"We remain committed to modem/smg
and improving everything we do as we
re-engineér the business to deliver our

N

E

STEP 2020 Strategic Plan.”

Mark Harper
Chairman
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Overview

The Group has continued to make
excellent progress in delivering the
self-help measures that underpin our
STEP 2020 Strategic Plan and its core
objectives. Our acquisition of the Tooth
Chain business in Gronau, Germany, has
been a particular highlight as we see the
first activity in the Acquisitions phase of
STEP 2020.

STEP 2020 has also delivered many
continuous improvements in our business
processes and manufacturing facilities,
significantly reducing the adverse
financial impact of market driven falls

in our revenue. Against a backdrop of a
8.9% (£16.2m) fall in sales, the impact on
our adjusted operating profit was limited
to £1.3m. This is clear evidence of the
success of STEP 2020 in lowering our
breakeven point and also in starting to
break away from the extreme cyclicality
of the past. Even at the current reduced
levels of revenue, we remain confident
that double digit operating margins

are achievable over the short term

as demonstrated by the continuing
improvement in the Chain division this
year. Mid-teens margins remain our
medium term STEP 2020 goal based

on a return to GDP+ levels of growth
supplemented by potential acquisitions.

Read more about our Tooth Chain business
on pages 08 and 09

STEP 2020 Strategic Plan

| reported last year on the successful
delivery of key projects in Phase One
of our Step 2020 Strategic Plan, the
Restructuring Phase. Our work in this
area has continued and we have also
commenced Phases Two (Organic
Growth) and Three (Acquisitions) of the
Strategic Plan.

Deliverables in Phase One last year
included the closure of our Bredbury
manufacturing facility ahead of time and
budget, the full annual benefits of which
have been realised this year. During

the past year we have also continued

to progress and complete other
Restructuring activities, most notably
the ongoing project to implement a new
ERP system throughout the business
with the first facility to go live being our
Cardiff plantin March 2016. This is a key
strategic objective and we expect that it
will be successfully completed in a rolling
programme over the next three years.

We also continue to invest in modern
manufacturing which includes new ‘state
of the art’ machines installed in our US
Chain facility and Couplings facility in
Cardiff. Our total investment in the year
was £9.5m, reflecting continued scope
for self-help measures to deliver further
margin gains.

The strengthening of our management
team is another continuing element of
Phase One with recruitment to additional
senior posts. We have appointed a new
Managing Director for the Chain division,
which has allowed Robert Purcell to

take a more active role in the Torque
Transmission division. We also appointed
new MDs for our Chain business in the
Americas and our Torque Transmission
business in South Africa. Other new hires
in the year have been focused around
commercial and marketing activities as
we entered the Organic Growth Phase. |
am pleased to report that the acquisition
of the Tooth Chain business in Gronau,
Germany, was completed on time and
the integration into the business was
well planned and is proceeding smoothly.
Tooth Chain business performance has
also been in line with expectations.

Renold plc Annual Report and Accounts 2016.for the yearended 31 March.2016

Importantly, we have also seen further
improvements in our health and safety
culture and performance, and I am
pleased that our hard work in the last
three years is now being rewarded with
strong improvement in the accident
statistics. Health and safety rightly
remains the number one priority for
the Board and the Group and we
remain confident that ongoing and new
initiatives in this area will keep driving
further improvements.

Read more about our Health and Safety
performance on pages 56 and 57

Our people

[ wish to express my sincere gratitude to
everyone who works for Renold for their
continued hard work during the year.

In these extremely challenging market
conditions your ongoing commitment to
support the changes required by STEP
2020 is much appreciated.

A highlight in our commitment to investing
in our people now and in the future has
been the welcoming of the first recruits
under our Graduate Programme. Five
graduates have joined the Group in its
commercial, engineering and finance
functions this year.

We are also committed to our Values,
rolled out across all of our units in the

past year, and these continue to become
embedded throughout the Group. As

| reported last year, our aim is to set
standards of behaviour and expectations
for all of our employees that will shape and
inform the manner in which we implement
STEP 2020 now and in the future.

An important part of our commitment to
a new Group culture and one element in
the Restructuring phase of STEP 2020
was the completion of our head office
move in July 2015. Our head office is
now located in new local premises in




Manchester which are not only more
suited to the size of our business today
and reduce our fixed overhead base but
also better reflect the more modern
and agile culture that we are seeking to
create in Renold.

®@

The Board

The Board continues to support the
Executive team in reviewing and
monitoring all activities under STEP
2020. The Board remains closely involved
in the oversight of the major project
deliverables. All Board members have
continued to give additional time and
support on a wide range of issues during
the year.

Dividend

The Board fully recognises the
importance of dividends to shareholders.
However, given the need to balance this
with our continuing focus on planned
capital investments to improve the longer
term performance of the business, the
Board has decided not to recommend
the payment of a dividend in the current
financial year. This will remain under
active review as market conditions
stabilise and performance improves
further.

Outlook

Externally, most of our end markets
remain volatile. Undoubtedly,

much of this is due to broad based
macroeconomic uncertainty in a
number of regions. This in turn has led
to significant fluctuations in capital and
foreign currency markets.

Read more about our Graduate
Programme on page 59

In these turbulent times, the strategic
objectives set out in our STEP 2020
Strategic Plan remain wholly relevant and
critical to the long term delivery of value
to all of our stakeholders. The business
will continue to identify and deliver

on the wealth of internal efficiencies

and growth initiatives available to us.
Significant opportunities for continuous

Pictured: The addition of the Sinico
machine in our US Chain facility allows
quick and precise production of pins
with many customised features such as
cut-ins, off-sets, extensions, shoulders
and threading.

Board Committees

Remuneration
Committee

Audit
Committee

Executive Risk
Management and
Monitoring Committee

Nomination
Committee

Group management team

Chief Executive

Executive Committee

!

!

Business unit teams

improvement remain in all aspects of
our business, in our sales and service
offering, our manufacturing facilities and
our supporting functions.

We are also devoting more resources

to Organic Growth activities with a
particular emphasis on our commercial,
product development and marketing
functions. This work will position us well
to exploit opportunities to grow our top
line when market conditions stabilise.
Our progress in STEP 2020 Restructuring
activities is also now freeing up
management bandwidth to consider
future acquisition opportunities which
can support business growth.

Our ability to draw on our self-help
initiatives gives confidence that we
remain well placed to deliver sustainable
gains in adjusted operating profit and

RENDLD www.renold.com Stock-code; RNO
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Functional teams

Read more about our Governance Structure

@ on pages 72 to 74

adjusted earnings per share. As a result
of the recent improvements in operating
margins, supported by our long term
re-financing of the business to 2020,

we retain the resources and operating
flexibility to maintain our expanded
capital investment programme and
resource allocation to initiatives that will
ultimately enable the business to grow
when market conditions improve.

Mark Harper
Chairman
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STEP 2020 in Action

Commercial Positioning

Our high quality engineering solutions can and should be positioned towards
the top of the value chain. Matching the quality of our products with superior
lead times and customer service will produce a compelling value proposition
and competitive advantage.
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Chief Executive's Review

A T T H i,

__

Robert Purcell
Chief Executive
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“We chose the name STEP 2020 for
our Strategic Plan to reflect that each

N

.

and every part of our business has the
opportunity to take a significant number of
value enhandng ‘steps’ as we re-engineer

everything that we do”

STEP 2020 strategy overview
Underpinning STEP 2020 is the concept of driving shareholder value by the sum of multiple incremental gains. It is this
continuous improvement philosophy that we are instilling in all aspects of our business. Ultimately, the increase in shareholder
value is greater than the sum of the individual steps as improvements in one area lead directly or indirectly to improvements

in others.

The table below sets out the different parts of our STEP 2020 Strategic Plan and how they fit together.

Strategic Plan Component

Medium Term Goal

Strategic Objectives

Business Model

Market Overview

Staircases

Timeline

o

Our goal by 2020: Page 21

To deliver mid-teens net operating margins

Key objectives that in aggregate underpin delivery of our Medium Term Goal Pages 20-21
and 28-31

How we organise ourselves to deliver our Medium Term Goal and Strategic Pages 18-19

Objectives

How we add value to our customers

The locations and environments we operate in and the factors influencing Pages 22-23

them.

Commonly themed groups of ‘'steps’ or individual business improvement plans Pages 20-21

that when delivered will secure our Strategic Objectives

The timeframe for the delivery of our Medium Term Goal. STEP 2020 has three Page 17

overlapping phases: Phase 1: 'Restructuring’ focusing on; internal self-help;

Phase 2: 'Organic Growth' also focused on self-help activities targeting growth;

and Phase 3:'Acquisitions' where Renold will aim to act as a consolidator.

1 4 Renold plc Annual Report and Accounts 2016.for the yearended 31 March.2016




Three Phases of STEP 2020

Our initial focus was very much on
internally focused self-help initiatives to
improve many of our business processes,
structures, cost base and underinvested
manufacturing facilities. We refer to this
as Phase 1 or the ‘Restructuring’ phase of
STEP 2020. At its heart, the scale of the
challenge required a major change in the
culture of our business to one based on a
professional ‘can do’ attitude that seeks
to continuously find smarter, faster, safer
and more efficient ways of delivering
better service and higher quality products
and solutions to our customers.

As Phase 1improvements took hold and
we were sure that volume growth would
not simply dilute margins and expand
working capital needs, our focus would
then expand to activities to generate
organic growth in Phase 2 of STEP
2020. This would include geographical,
market sector and product expansion as
well as improving the capability of our
commercial teams to seek out, and win
new business.

Finally, having established a robust and
replicable operating platform and organic
growth having taken root, we would turn
our attention to Phase 3 of STEP 2020,
‘Acquisitions’ where we would exploit our
position to be a consolidator in the Chain
division and expand our product niches in
Torque Transmission.

Strategic Report -

Pictured: The DMG Mori-Seiki machines will be used to
manufacture components for a number of couplings ranges.

Itis worth noting that the three Phases
would be layered on top of each other
and not in sequence so that even when

in the Acquisition Phase, we would still
be implementing ‘Restructuring’ activities
and also pursuing 'Organic Growth'
opportunities.

See our Three Phase Plan Diagram
on page 17

Our place in the market

Renold often operates in invisible but
mission or safety critical applications in
a whole host of industries and market
sectors. Our Market Overview on pages
22 and 23 illustrates the extremely
diverse and the low sales concentration
of our business, whether by market
sector, geography, or product. The nature
of our markets is such that any supplier
who wants to be a major player needs
both extensive geographical reach and
a very broad range of the products
demanded by the customers.

Therefore a key part of our strategy is
to ensure the widest range of customer
requirements are met and to do this
active product management and new
product launches are essential additions
to our commercial proposition. It also
flows from the market dynamics that
we will ultimately need to expand
further our geographic footprint into
territories where we are currently under-
represented.
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They will not only streamline the production process, but
also ensure that components are manufactured more
accurately and to a higher quality.

STEP 2020 progress

The first two years of STEP 2020 to
March 2015 saw us deliver significant
progress in the Restructuring Phase. The
biggest achievement was the successful
delivery of an 18 month project to close a
major chain manufacturing facility in the
UK and to transfer its production to other
Renold factories without any significant
loss of business. This delivered the goals
of eliminating surplus capacity, reducing
our fixed overheads and lowering our
breakeven point, reducing our working
capital and allowing more concentrated
value enhancing capital spend in a
smaller number of facilities.

During those twao years our adjusted net
operating margin increased by 4.7% to
8.5%, closing much of the gap between
our starting point and our intermediate
objective of a 10.0% margin. Towards the
end of the financial year 2015 we started
to transition into the second phase of
STEP 2020, Organic Growth, by switching
some management time and resource to
enhance our commercial process.

Unfortunately, volatility increased
significantly in most global industrial
markets and geographies over the last
year and the timing of the development
of this strong headwind has not helped
our progress on our organic sales.
However, given the robust improvements
in our operating margin and ongoing
efficiency improvements in our factories
and overheads, we were able to protect
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and grow early investments in additional
costs in support of our longer term
growth goals. So while the top line has
contracted in response to lower demand
in the market, we have maintained our
adjusted net operating margin at 8.6%
while supporting additional expenditure
on growth activities and a 73% higher
capital expenditure programme to

generate further efficiencies in the future.

Acquisitions

Acquisitions were due to be the key
defining feature of Phase 3 of STEP
2020. In Phase 3 we would consciously
and pro-actively go in search of the right
acquisition opportunities to significantly
increase our scale.

We group our acquisition opportunities
into three broad categories based on the
main drivers:

- New product niche or range expansion
- Geographical expansion

- Consolidation and synergy

Product or range expansion was more
likely to be a shorter term proposition
with geographical expansion and

consolidation both more medium term

prospects, with the latter dependent on
the recipient businesses being ready to
absorb the target.

Acquisitions and their timing, however,
are not always under the control of
management. We have said in the

past that if an interesting opportunity
presented itself then we would consider
it pragmatically, even if we did not see
ourselves as being in Phase 3 of our
Plan. So, when an excellent strategic fit
small bolt-on opportunity arose in the
Tooth Chain business we assessed it
carefully and then made the acquisition,
completing on 4 January 2016. The
transaction is described in more detail on
page 08.

Outlook

Ongoing success in implementing our
STEP 2020 Strategic Plan has enabled us
to maintain our operating margins. This
was achieved despite external market
challenges which resulted in a fall in
revenue as we expected. At the same
time, we have improved a number of our
core business processes, developed new
products ready for market launch, and
enhanced customer service.

Renold plc Annual-Report and Accounts 2016.for the year ended 31 March.2016

Our first STEP 2020 acquisition of the
Tooth Chain business is an excellent
strategic fit. The integration process

is proceeding well with customer
relationships being successfully
transferred to Renold Group companies.
Management bandwidth is now available
for further acquisitions in the highly
fragmented chain market.

Looking ahead, we are hopeful that
market headwinds will moderate

around the end of the first half of the
new financial year. All three phases

of STEP 2020 are now in progress.

We are confident that the sum of the
individual steps we are taking to improve
our business will generate significant
shareholder value when market
conditions improve.

Robert Purcell
Chief Executive
31 May 2016
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Renold has the underlying characteristics to make the
Group a natural consolidator in the industrial chain

Phase llI
@ Acquisitions : \
Acquisitions é /

market. As the Number 2 by sales we have the January
reputation, scale and product range to operate as a 2016
strong foundation for integration.
By delivering the changes and benefits identified in the
Restructuring and Organic Growth Phases of STEP 2020
we increase the scope of value enhancing acquisitions.
These can be built around market or product expansion,
geographical expansion, or simple consolidation to
deliver significant cost savings.
Acquisition of the
Phase Il A Groqnau based Tooth
O Organlc Growth Chain business. \
2
Product capability Enhanced customer service
We will leverage superior products in Chain and We intend to reduce our lead times and also

Torque Transmission. We will also re-invigorate the  improve our stock holding profile to match
development and speed to market of a new range of  customer expectations for improved service.

products in both divisions. We will leverage our We have launched new services in a number of
product reputation to add value to our customers as  locations offering 24, 48 and 72 hour response
we solve their complex power transmission times on a range of standard configured chains.
problems. This offering will be expanded upon. Through
Improved sales and marketing opening a number of small offices in various
The Renold brand is extremely well known and locations to focus on local customer service and
respected as standing for high performance responsiveness we will improve the growth
products and quality of engineering solutions. opportunities for the Group.
Historically we have not been as active as we should We now offer SMX gear
have in targeted marketing and communication with boxes ‘off the shelf"
our end markets. We aim to remedy this to capture
Phase | more of our accessible market.
@ Restructuring \
(J
Right size capacity Fix product margins : /
Historically the business suffered from excess and We aim to achieve appropriate value for the highly :
inflexible capacity. We aim to significantly improve technical products we offer to the market. August
in this area by eliminating excess capacity and Optimise business processes 2015
enhancing the flexibility of existing capacity through  \we aim to deliver support function business
increased automation. This will lead to a direct processes with the same degree of flexibility that New Head Office
improvement in variable and net margins. we are targeting in our operations. By implementing A simple but valuable incremental gain of
Right size cost base simple repeatable and standardised business £0.1m p.a. was delivered by re-locating our
Much of our manufacturing capacity depends on processes we will lower our breakeven point. Head Office. This also allowed us to move to a
manual processes that inevitably reduce any volume  Make the right hires to drive growth more modern and collaborative working
benefits due to disproportionate increases in costs. e will invest in our people to enable them to environment.
We ailm to deliver flexible capacity with very low match the performance of our enhanced
marginal costs. manufacturing and business processes. In some

cases this will involve new talent and ideas being
brought into the business.

R N R R A RO N R RN Strong EPS growth as plan progresses ---------------------------------------5»
EPS 1.4 pence 3.2 pence 5.0 pence 4.7 pence
@ . . . . . . . >
March March March March Double digit margins and Achieve Mid teens % margins
2013 2014 2015 2016 boost in shareholder value. streamlined deliverable by 2020
Deliverable in the short term  business fit for
Three Phase NS

Find out more:
www.renold.com

Plan Commences

RENOLD www.renold.com Stock code;: RNO




Our Business Model

The Renold business model is focused on leveraging the unique knowledge
and capabilities of our people and facilities, to generate value for our
stakeholders. The continuous value generation cycle that underpins STEP
2020 is shown below.

Knowledge N ) Skills & facilities
of customer problems, / the ability to conceive

products and solutions and deliver these solutions

@

©

Service @ Logistics
unique after-sales service the right product in the
means we continue to right place at the right time

learn and deliver

Endusers AN\ A

> Expert knowledge
- Bespoke solutions

- Unique problems
understood
and solved

- The Renold name

O %) of sales

\ OEMs QA

- Access to facilities
and capabilities

- Bespoke solutions

- Meeting their own
customer needs

- The Renold name

3 8 /O of sales
\\\\\\\\\

\ Distribution \\\\\\\\\\

- Trust
- Reliability

> Access to broad
product range

- The Renold name

4%
\ O of sales
N\ NI
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Skills & facilities

- Bringing our unparalleled engineering
capability to design customer solutions

- Deploying over 100 years of manufacturing
know-how to create superior products

- Manufacturing capability in most
major regions

@) See page 34

See how our expertise in heat
treatment is used to create
premium products

Knowledge

- Reviewing after-sales service means we
continue to learn and deliver

- Deep understanding of metallurgy and
chemistry in real world scenarios

- Practical application of engineering
excellence

@) See page 38

See how our engineering knowledge
helps meet customer requirements in
hostile environments

Service

- After sales service centres and product
performance monitoring

- Rapid response offering on standard
configured chain and standard
transmission chain

- Getting closer to customers in more locations

@) See page 35

See our service in
action case study

Logistics

- Wide range of stocked products can
reduce supply chain complexity

- Daily shipment options respond to
customer specific needs
- Rapid response cells geared up
for swift deliveries

@) See page 33

Read more about
service improvement to drive
future growth

Underpinned by our:

NN \ N\ People NN\

We are building a strong,
highly skilled team with
a clear set of values and
stretching targets. Our
approach combines new
skills for existing staff
and new capabilities
from recruits.

Y Assets AN

N Partners NN\

We work in long term
collaboration with a
wide range of general
and specialist suppliers.
This supports our ability
to source complex
materials for our leading
edge solutions.

We are upgrading our
infrastructure and
process capability to be
an appropriate match
for our strategic goals.
This will support better
quality and service

and also lower our
breakeven point.

&\\\\\\\\\\\\\\\\\
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|
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Our Five
'Staircases’

STEP 2020

RENOLD

STEP 2020 is fundamentally concerned with
continuous improvement. Each initiative,

no matter how small, is a step in a series of
commonly themed staircases aimed at re-
engineering everything we do.
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Our Strategic Objectives
We aim to deliver consistently improving returns to shareholders
through the delivery of a number of strategic objectives as set out below.

G Significantly improving our health
and safety performance

e Generating margin enhancing growth
from our superior product capability

e Enhancing customer service
e Optimising business processes
9 Lowering our breakeven point
G Enhancing customer service

0 Strengthening and de-risking
our balance sheet

These objectives will be delivered through a significant number of
individual projects or 'staircases' as described below.

N A A AR
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The Staircases of STEP 2020

Our STEP 2020 Strategic Plan is built around three overlapping phases:
Restructuring in Phase 1, Organic Growth in Phase 2 and Acquisitions
in Phase 3. Phase 1is based on self-help and continuous improvement
activities with a particular focus on manufacturing efficiency and
business process improvement. Phase 2, Organic Growth, sees
management time and resource being directed towards growing our
business with a focus on matters within our own control. Each of our
business units has developed an action plan covering the period to
2020. The individual actions make up the many steps that build to
deliver our overall strategic goal of mid-teens operating margins by
2020 and are grouped into what we call our ‘Staircases.

We set out on these pages an overview of each of our Staircases and
their relevance to each of our Strategic Objectives.

Phase 3, Acquisitions, will focus on expanding the Group through
geographical, market or product, and consolidation based acquisitions.

@ Read more about our Strategic Objectives and the
progress we have made on pages 28 and 31

Renold plc Annual-Report and Accounts 2016.for the year ended 31 March.2016

STEP 2020

RENOLD

STEP 2020

RENOLD

STEP 2020

RENOLD

STEP 2020

RENOLD

STEP 2020

RENOLD

Business
process
efficiency

Commercial
positioning

Corporate
efficiency

Growth
activities



Strategic Report -

Overview Medium term goals Relevant Strategic Objective
We operate a varied and wide ranging set of business Our intention is to create one global, integrated, oo ee
processes which differ in almost all locations. All of them ERP system.

inter-link in different ways with multiple different users and

computer systems. Alongside this, all of our units will operate to

efficient and standardised business processes.
Our aim is to implement one global standard operating
model. This will unify our people, processes and systems.
Each of our business processes is being designed to be
simple and effective while being robust and as automated
as possible. That will free up management time to focus
on value added activities. It will also reduce the cost and
simplify support for our information systems.

Our cost to serve will be reduced and this work
will also feed into the KPIs for customer service.

Our manufacturing facilities have been underinvested in Our aim is to increase the operational gearing
previous years. This has led to inefficient manufacturing in the business to ensure full value is extracted
processes, long lead times, excess waste and waiting time from volume growth. This will involve reducing
as products pass between multiple work centres. the marginal cost and response times to volume

. : ) . fluctuations. Average variable margins in excess
Our aim is to modernise our manufacturing capability to .

: . \ ; of 50% should result.

match our leading edge engineering and production know-
how. Better equipped facilities will shorten lead times to Our medium term annual capital expenditure

enhance customer service, reduce stock holdings to improve will rise to approximately £10.0m.
the balance sheet, and contribute strongly towards our goal
of mid-teens operating margins by 2020.

Our commercial business processes are focused on Our aim is to show a steady and regular
improving customer service and enhancing our service improvement in all commercial metrics.
offering. Like many of our diverse business processes, there

is much scope for Us to standardise and simplify. A number of consistent quantitative metrics will

be capable of measurement when the new ERP
We are working hard to improve our customer service. We system is implemented.

know we have a long way to go as this is an area that has

been weak in the past. Through improved management of

our commercial teams and resources and by re-connecting

with customers in their own local markets we aim to make

our reputation for service as strong as that for our superior

products.

Put simply, we want to make the best use of the spaces We will work to eliminate all of the Group's ee
we occupy. Where we have too much space, we will aim to surplus properties and to mitigate or exit excess

reduce it. Where we overpay for space we will renegotiate leasehold space.

lower rents or move to better priced premises. Where we
have surplus assets or facilities we will aim to realise value
and avoid unnecessary costs.

The medium term focus for pension schemes
is on managing down the larger exposures in
the UK and Germany, delivering stable and
We will over time de-risk the Group's balance sheet predictable annual cash costs.

exposure to legacy defined benefit pension schemes. At the
same time, we will maximise the latent value in the Group's
recognised and unrecognised tax assets.

We want to optimise working capital to support
the business while minimising the cash tied up.

Our diversity of markets is a major opportunity for the We are aiming to deliver steady improvement eee
Group. By bringing greater focus to our sales activities, we in RoS % each year. This will feed directly into
can deliver steady and sustainable growth and eliminate growth in adjusted EPS.

h of our histarical cyclicality.
R e RS A e S0 Our medium term goal, as part of our STEP

Our markets typically grow in line with GDP. Because we 2020 programme, is to deliver mid-teens
are under-represented in a number of geographies, markets operating margins by 2020.

and industry sectors, we are aiming to deliver annual

growth of GDP plus in the period to 2020. At the same time,

we will leverage superior product capability to enhance our

operating margins and retain value for our shareholders.
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Market Review

Renald is a leading manufacturer and distributor of power transmission
products and operates as two separate divisions: Chain and Torque
Transmission. The Chain division has nine production facilities and a local
commercial presence in 17 countries, strategically placed to serve our
customers on a global basis. In Torgue Transmission we operate a number
of specialised niche businesses that produce and sell a range of specialist
products in both the industrial couplings and industrial gear markets.

The key elements of our go to market strategy are common across both
divisions: technical excellence, value adding innovative product ranges and

exceptional service.

Global presence - local support
Renold continues to benefit from its
presence in a wide spread of geographic
markets and even wider range of diverse
end user applications across a myriad of
industry sectors.

Our global manufacturing footprint not
only enables the business to control
product specification and quality, but also
positions us well to service customers
with a rapid response in both our
traditional geographic territories and
within emerging markets. For example,
our facilities in India, China and Malaysia
combine to offer an excellent platform for
growth within Asia whilst also supporting
established markets in Europe, the
Americas and Australia.

Our global sales and distribution
network is designed to offer local
commercial support and rapid delivery,
ensuring that we meet our customers’
exacting expectations. It also enables
the aggregation of overall demand to
drive economies of scale within our
factories. Whilst engineering and product
development is coordinated globally,
local support teams are there to ensure
that we are able to rapidly understand
and provide solutions for our customers’
often technically challenging power
transmission and conveying applications.

Go to market strategy

With a very diverse and numerically large
customer base, reliance on any single
customer is relatively low. Similarly,

the business enjoys little reliance on

any one particular industry with sales
spread across most general industrial
markets such as construction machinery,
material handling, transportation, mining
and quarrying, food processing, energy,
agriculture, leisure and many more.

In order to successfully target these
diverse sectors, Renold goes to market
through three main channels: OEMs,
distribution and end users. This combined
approach is all about fulfilling the
requirements of the users of our products
in the optimum way that aligns with their

N N NN NN
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This chart shows the extremely diverse markets for the approximate (58%) of our
sales where we serve end users and OEMs directly. Distribution sales are excluded
from this analysis as visibility of the final market is limited.

Renold currently sells products in over 100 countries. The key regions and
territories are represented in this chart.
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STEP 2020 Strategic Plan

Whilst progress has been made, there
is a need to further improve the overall
mix of business to protect the Company
from the impact of the cyclical industries
where we have historically been strong.
Investing in new growth territories and
the development of brand, sector and
product initiatives are all part of our
strategy in relation to sustainable
organic growth.

own business model. Approximately 38%
of sales go into the OEMs. Customers

in this segment typically value the
technical expertise that Renold can

bring to bear in providing solutions to
increasingly demanding applications as
their own products are developed. 42%
of our sales are channelled through our
distribution partners. Customers in this
segment typically value rapid product
availability, the Renold 'brand' and the
breadth of the Renold product range,
which enables them to easily service
their own customers' requirements

from one supplier. The remaining 20%

of sales go direct to end users, typically
into larger and more complex service
and MRO (maintenance, repair and
overhaul) applications where customers
gain value dealing direct. Not only are

all three channels important to the
business, they are heavily interdependent
with success in the OEMs driving
downstream replacement orders and end
user marketing pulling demand for the
Renold product through the distribution
channels.

Going right back to when Hans Renold
first invented roller chain in the late
1800s, the Company has a longstanding
reputation for innovation and product
excellence. This remains a core element
of the go to market strategy and a
number of initiatives are underway to
better understand the evolving needs of
our customers and translating those into
the next generation of Renold products.
The Product Management teams in both
Chain and Torque Transmission have
been strengthened in the last 12 months,

A good example of this is in Malaysia
with recent business wins in market
sectors where Renold had previously
not been active.

Investments in additional commercial
resource in China, India and South East
Asia over the last six to twelve months
will further accelerate progress in these
higher growth markets where we have
traditionally been under strength.

bringing a sharper focus to our NPI (New
Product Introduction) pipeline which will
improve both the quality and speed to
market on future introductions.

Delivering exceptional service to our
customers is a key and growing element
of our commercial strategy. Whether
itisin a drive system or a conveying
application, reducing downtime and
thus cost is vital to our customers.

We continue to drive internal process
improvements and investment in the
right component and finished goods
inventory in order to support our
customers on a global basis with more
rapid response times.

The competitive landscapes in our
markets remain highly fragmented with
a large number of small and medium
sized manufacturers and specialist
distributors. However, few have the
capability to match Renold in terms of
coverage, capability and product range.
Harnessing these strengths and building
a globally integrated business model is a
key strategic objective.

Outlook

Performance in the year was against

a backdrop of poor macroeconomic
conditions within our main geographic
markets and market specific issues

in some core sectors such as oil and
mineral extraction. This has particularly
impacted the OEM market for heavy
plant with a number of major customers
suffering from dramatically reduced
demand for their own products, thus
impacting orders on us. This has been
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Pictured: Rubber plantation
used in the latex industry in
Malaysia.

Elsewhere, our commercial efforts will
be focused in identified market sectors
which not only offer good market
potential but also are best suited to the
strengths of the Renold offering.

Success in the growth phase of our

STEP 2020 Strategic Plan will be as
much driven by how well we execute

the various elements of the plan rather
than external factors over which we have
limited control.

further exacerbated by levels of finished
inventory at customers and in the supply
chain that is being destocked.

Our End User markets have held up
better as can be seen by the overall share
of our sales increasing to 20% (2015:
18%). Whilst there has been a slight trend
towards MRO type work, this has been
at the expense of lower capital spending
on new projects or replacement projects.
Sales into the distributor channel have
been impacted by destocking by some

of our major partners, particularly in
Europe and the Americas, in the face of
uncertainty and difficult trading in their
markets.

The macroeconomic outlook for the
coming year remains difficult in most
geographic markets. However, the
business now has a much more stable
and improving platform on which to
build. The overall market is large, in
excess of £1.5 billion in industrial chain
applications alone and larger for torque
transmission. We can target increases
in market share despite the difficult
economic background. We remain
very positive about the potential in
our business.
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Q&A with Chief Executive

Robert Purcell discusses the strategy
and development of the business
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Robert Purcell
Chief Executive
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The external economic picture is
challenging. How is this affecting you?
It has been widely reported that global
industrial markets are challenging

in many different sectors. Demand

is volatile and also reflects broader
macroeconomic and geopolitical
uncertainty. We are focused on self-help
measures the results of which give us
the space and capability to continue to
develop the business.

Our focus is in the longer term
development of the business whilst
handling the short term market
conditions.

What new STEP 2020 initiatives were
implemented during the year and
what will the benefits be?

The three phases of STEP 2020 are

made up of a number of staircases.

Each staircase represents a series of
individual initiatives or projects that
share a common theme. These themes,
or staircases, are: Business Process
Efficiency; Manufacturing Efficiency;
Commercial Positioning; Corporate
Efficiency and Growth Activities. There

is also a separate staircase of its own

for Health and Safety. This remains,
rightly, the number one priority for the
business. All of our staircases have seen
delivery of projects and benefits as well
as the identification of new projects to be
brought on stream.

"The importance and relevance of the self-
help measures in our STEP 2020 Strategic
Plan is emphasised by current challenging

o

market conditions. We continue to lower
our breakeven point whilst we invest for the
future in capital and revenue terms to build
the required platforms for growth”

In our Health and Safety performance
I'am very pleased to report that a
number of years of hard work are now
manifesting themselves in improved
KPIs. Three more major sites have gained
OHSAS 18001 accreditation in the year.
The two remaining sites should achieve
this in the next two years. We also
continue to drive initiatives to win the
“hearts and minds” of all our employees
concerning health and safety with the
second year of the Chief Executive’s
Health and Safety Awards providing an
extra incentive.

The Manufacturing Efficiency staircase
has given rise to significant increases

in capital investment in our facilities,
with projects delivered or significantly
advanced in the period. Capital
expenditure in the financial year ended
31 March 2016 increased by over 70%
from £5.5m to £9.5m as we maintained
our determination to invest in the future
of the business despite the difficult
trading environment. In Business Process
Efficiency an important milestone was
achieved with the implementation of our
new ERP system and suite of business
process changes in our Cardiff facility, the
first site to ‘Go Live' This is a critical step
in the medium term re-engineering of
our business across all our sites with the
goal of standardised and optimised ways
of working delivering significant savings
to the Group over the next three years of
the roll out programme.
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On a smaller scale, the relocation of

our head office to new premises in
Manchester has created multiple benefits
including a more effective working
environment, £0.1m annual cost savings
and a step change in the robustness of
our IT infrastructure.

Self-help is not limited to cost reductions
and business process effectiveness.
There are also many initiatives included
in our Growth Staircase. During the

year we opened new sales offices

in South East Asia and our new
customer service offices in a number

of key European territories are also
progressing well and we have plans

to expand our local presence further.
Furthermore, we continue to develop
our service and product offering and to
drive new product management ideas.
Both Chain and TT businesses have
rolled out new offerings, Gears service
and maintenance offering and Chains
geographical expansion of its excellent
24 hour configured chain offering are
good examples. As | have outlined before,
these activities proceed in parallel with
the continuous improvement activities
that are now a permanent feature of our
business.

@ Read more about the progress on our Staircases
and Strategic Objectives on pages 20 and 21



How far can self-help continue to
drive margins / performance if top
line growth does not pick up?

When we launched STEP 2020 we set
ourselves the goal of delivering double
digit operating margins even if revenues
remained flat. We also stated that

with modest, ‘GDP Plus’ type growth,

we could deliver mid-teens operating
margins. Self-help is therefore clearly
one key element of the STEP 2020
Strategic Plan, but it is only one element.
This is not a short-term project with

a definitive end date - that is not the
nature of continuous improvement. We
are implementing major improvements in
the way we do business that are ongoing
and will stand us in good stead for years.
Our focus is on doing the right things to
protect capital and revenue investment
in projects to support the delivery of
shareholder value. We are aware that
our ultimate goal includes sales growth
and as markets stabilise we will see the
benefits of all the commercial work we
have and continue to do.

You acquired the Tooth Chain business
this year. What is your acquisition
strategy?

As we noted in our half year results, the
active pursuit of acquisition opportunities
was not a priority for management in

the year. Three types of acquisition will
ultimately be considered in the third
phase of STEP 2020:

- Geographical expansion into a market
where we have limited or no presence.
This sort of acquisition is likely to be
further in the future given the current
level of initiatives and difficulty in
executing such a transaction. South
America would be one region where
this could be considered.

©

- A consolidation play where we can
absorb a business into our own
facilities and hence realise significant
cost savings and other synergies.
This type of acquisition is best
done when our own processes and
relevant facility are upgraded to ease
the integration process and also to
optimise the acquisition benefits.

- A product range or market expansion
acquisition. In this case we would be
adding to our existing extensive range
of products or gaining access to new
market sectors. This would allow us to
accelerate our growth.

Clearly some acquisitions could be a
combination of one or more of the above
features. Equally, we have always said
that if an attractive acquisition arose on
an opportunistic basis then we would
consider it, particularly if the business
could be run as a stand alone entity and
hence not require significant short term
integration activity.

The Tooth Chain business fell into the
third type of acquisition category and is
an excellent strategic fit for the Group.
We have gained access to a high value-
added product not previously part of
the Renold offering and we expect to
expand sales through Renold's existing

international sales presence and network.

In addition, as the factory is close to
Renold's plantin Einbeck, Germany, the
business will be able to share expertise
and some management services within
the more substantial Renold Group while
being run on a stand alone basis.

@ Read more about our Tooth Chain acquisition
on pages 08 and 09

RENDLD www.renold.com Stock code;: RNO

Pictured: The Trumpf laser cutter at

our US Chain facility is used to create
speciality Chain sidebars and attachments
with precision and speed.

Images courtesy of TRUMPF

What is the outlook for Renold over
the next year?

Trading conditions took a clear step
down in the second half of the financial
year. Volatility remains and therefore we
expect the first half of the new financial
year to be challenging and similar in
outcome to the second half of the current
year with some support from the Tooth
Chain acquisition. If it becomes clear that
the level of sales seen in the second half
is the new norm then the comparators
will level off in the Autumn of 2016.

Against the backdrop of a 8.9% reduction
in underlying sales, the Group is pleased
to have maintained the same level of
operating margin as last year. The Group
is still able to continue to grow capital
and revenue investment to support the
development of the business. The recent
improvements in the robustness of the
business allowed the Group to take
advantage of the opportunity to purchase
the Aventics Tooth Chain business when
itarose.

STEP 2020 actions already delivered

and those now underway will continue
to allow the Group to cope better with
the impact of the weaker demand. The
limited impact of the £16.2m sales fall on
operating profit is testimony to the new
resilience we have developed within the
Renold business and of the progress that
has been made, and will continue to be
made, in re-engineering our future.

Robert Purcell
Chief Executive
31 May 2016




26

Key Performance Indicators

Put simply, health and safety is our top priority. At Renold we make the connection
between personal safety and sustainable value creation. A robust system of
control for health and safety is the bedrock of a manufacturing business such

dsS ours.

KPI

Non-Financial KPIs

Accident frequency
ratest

Reportable injury
rates

Lost time days

Safety improvements

Financial KPIs

Adjusted EPST

Sales per employee

Total overheads

Cash cost of servicing

legacy pensions

Average working
capital ratio

Leverage ratio

Net Debt

T KPI used in determining remuneration

Definition

The four health and safety KPIs below are taken from a suite of aligned measures that our sites review on a continuous
basis. The Board reviews these at every meeting.

Over a 12 month period this contrasts the total number of lost time accidents, irrespective of severity, against the
hours worked. An internationally recognised standard measure

Over a 12 month period this contrasts the number of accidents greater than 3 lost days, against the average
number of employees in the same period. We also monitor accidents greater than 7 lost days in the same way. Both
are internationally recognised standard measures.

The total number of lost days attributable to all accidents in the 12 month period. An internationally recognised
standard measure.

As part of our annual Health and Safety Awards Scheme we drive our sites to capture and implement safety
improvements. These are generated by, for example, employee suggested improvements and investigations into
any reported near misses or accidents. An internationally recognised concept with different business measuring
and capturing in different ways.

KPIs selected as either important to our external stakeholders or because they accurately represent an area of
management focus, often where we are trying to improve historically weaker performance.

Adjusted operating profit divided by sales. STEP 2020 medium term goal is a mid teens RoS%.

Earnings per share before exceptional or adjusting items. This is a key metric used by capital markets and
stakeholders in assessing performance improvement and value generation in Renold.

Total sales divided by the average number of employees. A simple way to assess the efficiency of our business
processes. Historically we have ranked in the lower quartile and have an important metric to improve.

Costs that are, in theory, fixed or very inflexible. Driving these down is one way to lower our breakeven point and to
enhance our operational gearing. This therefore has a direct impact on our RoS% target.

Annual cash contributions to closed legacy defined benefit pension schemes including associated administrative
costs. Relatively large sum but adding little or no value to the business. Hence the goal to keep it stable or reduce

Working capital as a ratio of rolling 12 month sales. Calculated as the simple average of the previous 12
months. Based on an average to prevent short-termism and reflects the need to improve upon historically poor
performance.

Ratio of Net Debt to Adjusted EBITDA. '‘Banking' leverage means the figure reflects our banking agreements which
differ from IFRS figures (e.g. preference shares are debt in IFRS but ignored in our banking agreement). Historically
Renold had a poor record of cash generation and hence this is an area of focus.

Total borrowing less cash balances.

@ Read more about Remuneration on
pages 86 to 104
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Pictured: At our Gears facility
in the UK, preheater units
being prepared for despatch to

customers for use in air preheater
drives in coal fired power stations.

Strategic TR Change Our Strategic Objectives:

0 Significantly improving our health
and safety performance

e Generating margin enhancing growth
70 (V] from our superior product capability

e Enhancing customer service
887 /] o Optimising business processes
e Lowering our breakeven point

308 o @ Enhancing customer service

o Strengthening and de-risking

1 233 (%) our balance sheet

8.6%
4.7p
£74.0k

Red