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The revenue and profit numbers included in this presentation are shown in round millions. Margin calculations included in this presentation are calculated using unrounded numbers.
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Highlights - Group 
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 Melrose is trading in line with expectations for 2019, with the three main divisions of GKN on track to achieve

previously announced targets

 Adjusted1 operating profit was £539 million, which excluding the uplift from loss-making contracts was £494 million.

The statutory operating loss was £11 million; of the £550 million adjusting items, only £79 million are cash

 Net debt leverage at 2.3x EBITDA is better than expectations due to stronger cash generation

 Adjusted free cash inflow2 from continuing operations of £256 million

 A new target to improve GKN’s working capital efficiency, releasing additional future free cash of £400 million within

our ownership period

 An interim dividend of 1.7 pence per share (2018: 1.55 pence) is declared, up 10%

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Adjusted free cash inflow excludes the one-off pension contributions, restructuring spend and cash used in discontinued operations

Continuing operations

Adjusted1 results Statutory results

2019

£m

2018

£m

2019

£m

2018

£m

Revenue 6,002 2,971 5,700 2,847

Operating profit/(loss) 539 284 (11) (325)

Profit/(loss) before tax 429 244 (128) (372)

Profit/(loss) after tax 330 188 (150) (330)

Diluted earnings per share 6.7p 6.0p (3.1)p (10.6)p
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Highlights - Divisions  

 Aerospace performance is significantly better than prior year period; adjusted1 operating profit growth2 of 37% and adjusted1

operating margin improvement of 2.0 percentage points

 Aerospace increasing to 34% of Group adjusted1 profits, becoming the largest division and profit driver in Melrose

 Record year of investment in Aerospace technology and a major new announcement to create the ‘One GKN Aerospace’

organisation, to improve performance further

 Automotive and Powder Metallurgy are maintaining profit well in an automotive industry downturn, due to decisive cost

reductions

 Significant investment made into class leading eDrive technology

 Nortek businesses’ adjusted1 operating profit has grown by approximately 40% during our ownership

 Nortek Air & Security has strong fundamentals, HVAC has signed a significant new contract for its industry leading new

proprietary StatePoint Technology®

 Security & Smart Technology is challenged by US tariffs and market headwinds

 Many operational improvement programmes and capital investment projects are underway to help improve performance further,

while good progress is being made on resolving the GKN loss-making contracts

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Growth is calculated at constant currency against 2018 results, excluding the impact of loss-making contracts in both periods for consistency

Justin Dowley, Chairman of Melrose Industries PLC, today said:

“These results show the initial fruits of the ‘improve’ stage of Melrose’s ownership of GKN and, with the overall GKN margin

increasing positively, we are excited about what is possible. The performance is in line with expectations and leverage is better

than expected. At the same time, this has been a year of record investment in Aerospace technology and substantial eDrive

development. The Melrose Board is confident that our businesses will deliver significant upside for shareholders.”
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Reconciliation between statutory and adjusted results
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Statutory result

 The IFRS measure of results including certain items which are

significant in size or volatility or by nature are non-trading or non-

recurring, or are items released to the Income Statement that were

previously a fair value item booked on an acquisition

Adjusted1 results

 The Melrose Board considers the adjusted results to be an important

measure to monitor how the businesses are performing because they

achieve consistency and comparability when all businesses are held

for the complete reporting periods

Restructuring costs

£m

Income 

Statement 

charge

Cash 

costs

Aerospace 26 26

Automotive 14 14

Powder Metallurgy 5 5

Nortek Air & Security 21 14

Other Industrial 5 5

Corporate 4 4

Total 75 68

£m

Statutory revenue 5,700

Share of equity accounted investments 302

Adjusted1 revenue 6,002

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

£m Total

Cash 

items

Statutory operating loss (11)

Amortisation of intangible assets acquired in business combinations 269 -

Impairment of goodwill 179 -

Restructuring costs 75 68

Exchange movements not hedge accounted 13 -

Acquisition and disposal related costs 11 11

Other 3 -

Adjusted1 operating profit 539 79
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Cash flow

£m

Group

2019

Adjusted operating cash flow (pre capex)1 599

Net capital expenditure (235)

Net interest and tax paid (148)

Defined benefit pension contributions2 (111)

Restructuring (91)

Dividend income from equity accounted investments 67

Trading net other (including discontinued operations) (21)

Free cash inflow1 60

Adjusted free cash inflow 256

Reconciliation of net debt

£m

Group

2019

Net debt brought forward (3,482)

Net cash flow from disposals 172

Acquisition related costs (15)

Free cash inflow in the period 60

Dividend paid to shareholders (148)

Foreign exchange and other (41)

Net debt1 at 30 June 2019 (3,454)

Free cash flow Reconciliation of opening to closing net debt

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Includes £94 million of one-off payments, being the balance of the £150 million upfront commitment

3. Calculated using net capital expenditure and depreciation for non-leased assets only

 Net debt of £3,454 million at closing exchange rates of US $1.27 and €1.12, including an exchange hit of £29 million in the period

 Leverage1 of 2.3x EBITDA is better than expectations due to stronger cash generation

 Adjusted free cash inflow of £256 million excludes the one-off pension contribution, restructuring spend and discontinued

operations

 Capital expenditure to depreciation ratio3 of 1.1x

 New trade working capital targets set in each of the three main GKN divisions
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GKN working capital – cash release of £400 million 

Pre-Melrose situation New approach
Opportunity for 

improvement

Inventory • Not centrally reviewed previously

• Excess stock due to quality issues

• High work in progress due to inefficient 

production flows

• Inaccurate demand forecasting

• Build to order

• Supply chain fulfilment driven by 

demand ‘pull’

Receivables • Inconsistent terms 

• Unstructured approach to cash 

collection

• Invoice disputes

• Terms embedded into commercial 

negotiations

• Collections rigour throughout year,

reduced past dues

Payables • Creditor squeezes at period close • Structural procurement negotiations

• Paying on time

Targeting £400 million of additional future free cash within our ownership period

 Represents c.10% of GKN gross trade working capital1 balances

 Largest opportunity from reducing GKN net inventory of £1.2 billion

1. Inventory plus trade receivables plus trade payables
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£m Revenue

Operating 

profit/(loss)

pre-positive 

impact of 

loss-making 

contracts

Positive

impact of 

loss-making 

contracts

Operating 

profit/(loss)

post-positive 

impact of 

loss-making

contracts

Operating margin

Pre-positive 

impact of 

loss-making 

contracts

Post-positive 

impact of 

loss-making 

contracts

Aerospace 1,904 168 24 192 8.8% 10.1%

Automotive 2,450 171 15 186 7.0% 7.6%

Powder Metallurgy 581 61 5 66 10.5% 11.4%

Nortek Air & Security 732 92 - 92 12.5% 12.5%

Other Industrial 335 30 1 31 8.7% 9.0%

Central - (28) - (28) - -

Total 6,002 494 45 539 8.2% 9.0%

Adjusted1 results

 Group adjusted1 operating profit was £539 million; excluding the positive impact from the required IFRS accounting for

loss-making contracts in GKN it would have been £494 million

 Aerospace margin increased significantly, with a major operational improvement programme recently announced to

create ‘One GKN Aerospace’ and benefit performance further

 Automotive and Powder Metallurgy margins are holding up well given automotive industry downturn

 Good progress being made on the resolution of loss-making contracts inherited with GKN

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019
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GKN Aerospace
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34% of Melrose1

1. Based on adjusted first half 2019 operating profit for all businesses

1

2

Revenue by market

1 Commercial (72%)

2 Military (28%)

4 RoW (1%)

1

2

3

Revenue by destination

1 North America (60%)

2 Europe (36%)

3 Asia (3%)

4

1

2

3

Revenue by product type

1 Civil Air Frame (45%)

3 Engines (34%)

2 Defence Air Frame (21%)

4 RoW (1%)
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Aerospace – trading

Highlights

 Outstanding performance; adjusted1 operating profit growth of 37%, adjusted1 operating margin improvement of 2.0 percentage

points

 Aerospace is the largest division in Melrose; 34% of Group profits

 Major new operational improvement programme recently announced to focus the business into ‘One GKN Aerospace’; to better

serve customers and generate further efficiencies

 North America Aerostructures business generated a small profit

 Record year of investment in technology, work has started on the new Global Technology Centre in Bristol, UK

Growth / Markets

 Commercial aerospace market positive and GKN has good positions on major platforms

 Global military market is strong and is expected to increase the balance of military versus commercial sales over the coming

years

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Growth is calculated at constant currency against 2018 results, excluding the impact of loss-making contracts and IFRS 16 in both periods for consistency

£m

2019 

Adjusted1 results Growth2

Revenue 1,904 7%

EBITDA 276 24%

EBITDA margin % 14.5% +1.7 ppts

Operating profit 192 37%

Operating margin % 10.1% +2.0 ppts
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Aerospace – trading

Investment and restructuring

 Creation of ‘One GKN Aerospace’; major new operational improvement programme announced:

− Business refocused to better serve customers

− Operational excellence – many initiatives underway, supported by the recently announced new operating model

 Continued investment in new facilities:

− Fan blade repair centre in Malaysia

− Wiring facility in India

− State-of-the-art advanced composites manufacturing facility in Florida, USA

 Record investment in technology:

− Work has started on the new Global Technology Centre in Bristol, UK

− World leading additive manufacturing pilot production cell at Oak Ridge National Laboratory, US

− Technology centre in the Netherlands to focus on thermoplastic components

− Manufactured first components for the Wing of Tomorrow programme

 Delivery, quality and customer relationships all improving

 New target to improve trade working capital, particularly inventory

 Good progress being made on resolving loss-making contracts

 Direct and indirect procurement improvements

 Significant capital investment to previously underinvested parts of the business and to new growth areas
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GKN Automotive
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33% of Melrose1

1. Based on adjusted first half 2019 operating profit for all businesses

Revenue by product type

1

2

34

1 Driveline (72%)

3 eDrive (2%)

2 All Wheel Drive (25%)

4 Cylinder Liners (1%)

Revenue by destination

1

2

3

4

1 Europe (35%)

3 Asia (25%)

2 North America (35%)

4 RoW (5%)
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Automotive – trading

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Growth is calculated at constant currency against 2018 results, excluding the impact of loss-making contracts and IFRS 16 in both periods for consistency

£m

2019 

Adjusted1 results Growth2

Revenue 2,450 (7%)

EBITDA 298 (3%)

EBITDA margin % 12.1% +0.4 ppts

Operating profit 186 (10%)

Operating margin % 7.6% -0.2 ppts

Highlights

 Structural cost reductions enabling margin to hold up well despite 7% revenue decline

 Many restructuring initiatives underway to reduce cost base and ensure a more flexible structure

 Second half operating margin expected to hold up well despite continued tough market conditions

Markets

 Automotive market remains uncertain resulting in a 7% decline split: Europe 6%, Asia 17%, North America flat

 China trading conditions tough but business remains significantly profitable

H1
15

H2
15

H1
16

H2
16

H1
17

H2
17

H1
18

H2
18

H1
19

Revenue by half year

(First half 2019 4% higher than second half 2018)



Buy

Improve

Sell 16

Automotive – first half margin maintained despite tough market

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

 Significant structural cost reduction actions underway, business better placed

 Cost reduction actions showing first half year impact only, further benefits expected in second half

2018 H1 Volume
(excl. China)

China Cost inflation Cost reduction
actions

2019 H1

A
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d
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p
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n

g
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a
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Automotive – trading

Investments and restructuring

 Significant restructuring programmes underway:

− Layers of management removed

− Structural reductions in fixed costs

− Early retirement programmes initiated at several plants

− Footprint reduction taking place

 Focus on improving production flows

 Direct and indirect procurement improvements

 eDrive continues to grow:

− Development of market leading technology 

− Capital investments to increase specific eDrive manufacturing capacity

 Good progress being made on resolving loss-making contracts
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GKN Powder Metallurgy
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12% of Melrose1

1. Based on adjusted first half 2019 operating profit for all businesses

Revenue by market type

1

2

3

1 Automotive (67%)

3 Hoeganaes Metal 

Powder (16%)

2 Industrial (17%)

Revenue by destination

1

2

3
4

1 North America (48%)

3 Asia (15%)

2 Europe (32%)

4 RoW (5%)
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Powder Metallurgy – trading

Investment and restructuring

 Continued investment in additive manufacturing technologies

 Footprint consolidation underway

 Focus on increasing market share based on leading positions and service offerings

 Targeted cost reduction actions 

 New plant in Guanajuato, Mexico opening October 2019

Markets

 Revenue reduction of 7% with approximately two thirds of the business impacted by Automotive market decline

£m

2019 

Adjusted1 results Growth2

Revenue 581 (7%)

EBITDA 100 (4%)

EBITDA margin % 17.1% +0.5 ppts

Operating profit 66 (10%)

Operating margin % 11.4% -0.3 ppts

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Growth is calculated at constant currency against 2018 results, excluding the impact of loss-making contracts and IFRS 16 in both periods for consistency



Nortek Air & Security
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16% of Melrose1

1. Based on adjusted first half 2019 operating profit for all businesses

1

2 3

1 North America (95%)

2 Europe (4%)

Revenue by destination

3 Asia (1%)

Revenue by market

1

2

3
4 5

1 Home (67%)

3 Health (6%)

2 Work (22%)

4 Education (3%)

5 Aftermarket (2%)

1

2

3

Revenue by business

1 AQH (32%)

2 HVAC (47%)

3 Security & Smart  

Technology (21%)
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Nortek Air & Security - trading

Investment and restructuring

 Significant investment in StatePoint Technology® liquid cooling system and accompanying factory footprint expansion;

margin headwind due to expensing initial investment in StatePoint Technology® which accounts for a quarter of the

profit decline

 Footprint consolidation within the core Air Management business

 Impairment on Security & Smart Technology business of £179 million due to increasing US tariffs on imports from China,

increased competition and technological changes in the market

 Security & Smart Technology production location moving to mitigate the impact of US tariffs

Markets

 Significant new contract signed for HVAC’s industry leading new propriety StatePoint Technology®

 Security market remains challenging partly due to the impact of US tariffs

£m

2019 

Adjusted1 results Growth2

Revenue 732 (4%)

EBITDA 112 (14%)

EBITDA margin % 15.3% -1.8 ppts

Operating profit 92 (17%)

Operating margin % 12.5% -2.0 ppts

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Growth is calculated at constant currency against 2018 results, excluding the impact of loss-making contracts and IFRS 16 in both periods for consistency
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Perfect storm of headwinds has eroded benefits:

− Maturing of low margin customer sales contract, contributing revenue of $110

million and loading the factory, absorbing costs

− Disruptive influence from tariffs and low price competitors in a challenging

market

− Transitioning production away from China for long-term benefits

− Unsuccessful launch of a product aimed at DIY market by key customer

− Some product launch delays

Security & Smart Technology – first half performance

First half 2016

Revenue $311 million 

Operating margin 10.3%

First half 2018 

Revenue $229 million

Operating margin 15.2%

First half 2019 

Revenue $200 million

Operating margin 8.8%

Improvement initiatives underway, built on foundations of earlier actions

 Changing leadership team

 Change in manufacturing strategy, closure of China factory

 Tariff mitigation actions

 Technology investment – acquisition of IntelliVision, enabling the application of data analytics across the product range

 New product launches

 Cost control actions and further consolidation

 Impairment on Security & Smart Technology business value from $720 million to $500 million due to increasing US tariffs on

imports from China, increased competition and technological changes in the market

Benefits of initial actions:

− Consolidation of Security & Smart Technology, Core Brands, and GTO 

businesses

− Back office consolidation, move to Carlsbad 

− Warehousing and distribution brought in-house

− Closure of Hong Kong office and reorganisation of engineering department

22
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1

2

3
4

1 Europe (43%)

3 Asia (9%)

2 North America (42%)

4 RoW (6%)

Revenue by destinationRevenue by business

1

2

3

1 Ergotron (36%)

3 Wheels &  

Structures (38%)

2 Brush (26%)

5% of Melrose1

1. Based on adjusted first half 2019 operating profit for all businesses
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Other Industrial - trading

£m

2019 

Adjusted1 results Growth2

Revenue 335 (5%)

EBITDA 39 (16%)

EBITDA margin % 11.4% -1.4 ppts

Operating profit 31 (16%)

Operating margin % 9.0% -1.2 ppts

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. Growth is calculated at constant currency against 2018 results, excluding the impact of loss-making contracts and IFRS 16 in both periods for consistency

Investment and restructuring

 Ergotron market impacted by US tariffs on Chinese goods. New product launches underway

 Revenue and operating profit decline in Wheels & Structures from the challenges created by significant over investment prior to

acquisition, which heavily disrupted the business

 Management change in Wheels & Structures enacted to improve operational efficiencies in the UK and bed-in the new

investment, good upside potential

 Brush smaller but profitable, restructuring substantially completed to plan

 Walterscheid Powertrain Group sold on 25 June 2019, shown as discontinued operation
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Pensions

26

 Initial one-off contribution of £150 million fully paid (£94 million paid in this period) and UK pension plan re-organisation

completed

 The GKN 2012 pension scheme was split on 1 July 2019; 64% Aerospace and 36% Automotive

Group defined benefit schemes

 The accounting deficit of £1,326 million has reduced by c.6% since the last year end

 Actions to reduce Group gross pension liabilities by over £400 million including the disposal of Walterscheid Powertrain

Group and the buyout of a US pension plan previously acquired with FKI

 Remaining accounting deficit split US (£165 million), Europe (£592 million), and RoW (£14 million)

 European plans predominantly relate to German unfunded pension schemes which are closed to new entrants. There is no

funding requirement on these schemes so payments to retirees are made from company funds as they fall due

UK defined benefit schemes – accounting surplus/(deficit)

30 June 2019

£m Assets Liabilities

Surplus/ 

(deficit)

GKN 2016 558 (521) 37

GKN 2012 2,191 (2,774) (583)

GKN post retirement medical - (9) (9)

Nortek Air & Security 20 (32) (12)

Brush 270 (258) 12

Total UK defined benefit schemes 3,039 (3,594) (555)
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Aerospace future potential cash profile

 Over $14 billion of cash expected from existing RRSP1 arrangements

1. Revenue risk sharing partnership

0
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Indicative cash flows from RRSP1 portfolio
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Interest and tax
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Interest

£m
Facility 

size

At 

30 June 

2019

Income

Statement

rate Cash rate

Bonds

2019 6.75% unsecured bond 350 350 1.9% 6.8%

2022 5.375% unsecured bond 450 450 2.9% 5.4%

2032 4.625% unsecured bond 300 300 4.4% 4.6%

Cross-currency swaps (2019 & 2022 bonds) 209

1,100 1,309

Bank debt1

3.5 year term loan 856 856 3.7% 3.5%

5 year revolving credit facility 3,123 1,581 3.7% 3.3%

3,979 2,437

Other facilities 48 48

Total facilities / Gross debt 5,127 3,794 3.5% 4.0%

Cash (340)

Net debt2 3,454

1. Bank debt is presented net of £36 million of unamortised arrangement fees. Headroom on the Group’s committed bank facility at 30 June 2019 was £1,506 million, which 

includes an amount available to replace the 2019 bond 

2. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

Interest

 Approximately 70% of interest exposure

fixed on projected gross debt

 Significant committed facility headroom

 Effective average Income Statement interest

rate of 3.5% on gross debt and cash rate of

4.0%

 2019 bond to be repaid in October 2019

using committed bank debt

Tax

 The expected full year effective Income

Statement tax rate is expected to be 23%
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Foreign exchange  forward looking

 Transactional FX hedges updated quarterly, providing appropriate short and medium term cover:

− Next 12 months: c.90% coverage

− 12 to 24 months: c.65% coverage

 Debt drawn in USD, EUR and Sterling to protect leverage

H1 2019 H1 2018

Exchange rates USD EUR USD EUR

Average rates 1.29 1.15 1.38 1.14

Closing rates 1.27 1.12 1.32 1.13

Income Statement volatility – Translational impact

Impact on adjusted1 operating profit of a 10% strengthening2 of:

£m USD EUR CNY Other3

Movement in adjusted1 operating profit 71 22 9 16

% impact on adjusted1 operating profit 6% 2% 1% 1%

Balance Sheet volatility

Impact on net debt of a 10% strengthening2 of: 

£m USD EUR

Increase in debt 233 82

1. Described in the glossary to the 2019 Interim Financial Statements, released on 5 September 2019

2. 10% strengthening against all currencies

3. Other reflects a basket of 18 currencies, assuming all strengthen against Sterling by 10% at the same time

2018

USD EUR

1.33 1.13

1.27 1.11


