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Melrose Industries PLC

Acquiring good quality manufacturing businesses,
making operational improvements, realising
shareholder value at the appropriate time and
then returning this value to shareholders, continue
to be the fundamentals of the “Buy, Improve, Sell”
business strategy that Melrose has followed since
being founded in 2003.
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Cautionary statement

The Strategic Report and certain other sections of this Annual Report and financial
statements contain forward-looking statements. These statements are made by the
Directors in good faith based on the information available to them up to the time of their
approval of this Annual Report and financial statements and such statements should be
treated with caution due to the inherent uncertainties, including both economic and
business risk factors, underlying any such forward-looking information. Accordingly, readers
are cautioned not to place undue reliance on any such forward-looking statements. Subject
to compliance with applicable laws and regulations, Melrose does not undertake any
obligation to update any forward-looking statement to reflect events or circumstances after
the date of this Annual Report and financial statements. The Strategic Report has been
prepared solely to provide additional information to shareholders to assess the Company’s
strategies and the potential for those strategies to succeed. Some financial and other
numerical data in this Annual Report and financial statements have been rounded and,

as a result, the numerical figures shown as totals may vary slightly from the exact arithmetic
aggregation of the figures that precede them.

Highlights
for 2021

' : diusted™
' Trlpled gpjgr?ateing profit

At constant currency, despite global supply
challenges, sales were up 2% year-on-year and,
notably, Group adjusted™ operating profit tripled
to £375 million, showing the substantial benefit of
restructuring actions increasingly coming through.

Significant
restructuring

The Group statutory operating loss was

£451 million; of the £826 million adjusting items,
only £200 million were cash items, almost all
relating to restructuring projects.

1.3x leverage’

Melrose generated free cash flow!" of £125 million in
the year, prior to disposal proceeds, with net debt”
reduced to £0.95 billion and leverage to 1.3x
adjusted” EBITDA. All businesses continued to

be cash positive, therefore fully funding all their
improvement and restructuring costs, with their cash
generation qualities transformed since acquisition.

Reduction in o
. . 03%
Worklng Capltal of sales

Working capital in the GKN businesses has reduced
to 3% of sales from 5% at the GKN acquisition, with
further opportunities existing to improve Aerospace

inventory levels.

For more information visit
www.melroseplc.net

Justin Dowley
Non-executive Chairman

‘It has been another good year
for Melrose, with results ahead

of expectations with better cash
generation and a bigger reduction
N net debt and leverage.”

£1in every £3

The GKN UK pension schemes are now in surplus
helped by £1 in every £3 of free cash flow!" since
acquisition being paid into the Group’s pension
schemes, thereby freeing up more free cash flow™
in the future.

Return to growth

All' businesses returned to growth with further benefits
coming from restructuring actions. The Melrose
businesses are actively working to mitigate the current
inflationary pressures through all necessary means
and remain fully committed to achieving their
previously stated operating margin targets.

£3.4bn repaid

Ahead of plan, the opening net debt® of £3.4 billion
at the GKN acquisition has been fully repaid, in less
than four years, save cash returned to shareholders
over the period, helping to protect shareholder value
and de-risking the GKN transformation during some
of the most challenging trading conditions.

Sustainable
technology

Melrose has improved its ESG positioning and reporting
in the year, including highlighting the substantial benefits

delivered by its proprietary sustainable technology. A new
standalone Melrose Sustainability Report will be published,

for the first time, alongside the 2021 Annual Report.

1 pence per share

A final dividend of 1 pence per share is proposed,
up by one third on last year, giving a full year dividend
of 1.75 pence per share.

(1) Described in the glossary to the financial statements on pages 203 to 210.

Adjusted revenue

& /.5hbn

Adjusted™ operating profit

3/5mM

Statutory revenue

~0.90

Statutory operating loss

SA5Tm

Divisional performance summary results
(for the year ended 31 December 2021)

Adjusted™ Statutory
Adjusted® operating Statutory operating
revenue profit/(loss) revenue profit/(loss)

£m £m £m
Aerospace

£m

Automotive

Powder Metallurgy

Other Industrial

Corporate
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Our strategy and business model

Melrose was founded in 2003 to empower businesses to unlock
their full potential for the collective benefit of stakeholders, whilst
providing shareholders with a superior return on their investment.

Our purpose:

Sustainability

The Melrose “Buy, Improve, Sell” model
necessarily means that we inherit businesses that
are underperforming in a number of different
areas, including from a sustainability perspective.

We have achieved this through the implementation of our
“Buy, Improve, Sell” strategy.

poday oi6ajea1s
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Our strategy:

Buy

e Good manufacturing businesses whose performance
can be improved.

® Use low (public market) leverage.

* Melrose management are substantial equity investors.

Improve

* Free management from bureaucratic central structures.
e Change management focus, incentivise well.

e Encourage and implement sustainable business
practices.

e Set strategy and targets and sign off investments.

* Drive operational improvements and sustainable
production.

¢ Invest in the business and support research and
development, particularly sustainable products.

e Focus on profitability, sustainability, and operating
cash generation — not growth for the sake of growth.

® Improve products and customer relationships.

¢ Invest in research and development capabilities,
to enable our businesses to develop products that
are more sustainable and safer.

* Enable our businesses to help their customers and
wider industries transition to a net zero economy
by 2050.

e Engage closely and often with key external stakeholders.

¢ Invest in the workforce, closely monitor health and
safety, and secure the financial health of workplace
pension schemes.

Sell

e Commercially choose the right time to sell to good
homes for the next stage of their development,
often between three and five years, but flexible.

¢ Return value to shareholders from significant disposals.

e Equip businesses with sustainability strategies
and strong sustainability targets to drive long-term
ESG performance.

Inputs

Value creation

Outputs

Industry expertise Highly experienced

Core management group has management team

operated in the UK and the
international manufacturing
arena for over two decades.

Melrose in 2003 with a view

to buying and improving
underperforming businesses.
Since then it has overseen
transactions with a total market
value of over £10 billion.

¢ Long-term value creation
Pages 6 and 7

¢ Long-term value creation
Page 6 and 7

Value creation model

Value
creation

/

4. 3.
Multiple Cash
expansion generation

Businesses under improvement
+* Read more
Aerospace sheed

+* Read more

Automotive fheed

+* Read more
Page 24

Powder Metallurgy

+* Read more
Page 28

Other Industrial

Shareholder investment and gain
(figures up to 31 December 2021):

Cash return to shareholders
since establishment.

£5.5bn

Average return on equity
across all businesses sold.

2.5x

The current team founded

Strong track record

Melrose has generated
significant financial returns
for its shareholders,
achieving an average return
on equity of 2.5x across the
businesses sold to date and
returned over £5.5 billion of
cash to shareholders.

+¢ Our strong track record
Pages 4 and 5

Operational efficiency

Our businesses benefit from
substantial investment and
changed management
focusin order to drive
growth. Melrose increased
the operating margins of
businesses sold by
between five and nine
percentage points.

o Long-term value creation
Page 6 and 7

How has Melrose created value?®

1. Margin growth

48%

2. Sales

4%

3. Cash generation

16%

4. Multiple expansion

32%

(1) Inrespect of the McKechnie,

g track record suggesting growth at least in line

A key focus is to make significant improvement to cash

Multiple expansion is never assumed, but has been

Effective governance

The Board maintains high
standards of corporate
governance to ensure that
Melrose achieves success
for the benefit of the
businesses we manage
and our shareholders over
the long term.

+* Governance report
Page 78

Good but underperforming manufacturing businesses
whose potential is unrealised.

heir market.

flows in the businesses we acquire.

achieved on all previous deals (on average +30%)
as the businesses have been improved.

Dynacast, FKl and Elster acquisitions

Follow-on investment during Melrose ownership for businesses sold

100%

Equity raised to
acquire businesses

(1) In respect of the McKechnie, Dynacast,

FKI, Elster and Nortek acquisitions

Reinvestment

Spent on research and development
for Nortek, Elster and GKN acquisitions.

c.£1.2bn

33%

Further
investment in the
businesses to
improve
operations!”

N

Spent on climate-related research and
development in the last two years.

£2300m

The manufacturing businesses that we acquire often
operate in industries that are some of the most difficult to

decarbonise. By the very nature of our model, (a) we provide

the focus and investment that our businesses need to
deliver significant financial returns and sustainability

improvements; and (b) our Group sustainability performance

and ratings will fluctuate during our investment cycle as we
acquire new businesses in need of improvement, and sell
businesses that we have improved.

Implementing Melrose Sustainability principles

- our decentralised approach

We encourage, support and invest in our businesses to
implement the following Melrose Sustainability principles
and contribute to a sustainable future for the benefit of our
stakeholders, as further detailed in our Sustainability report
on pages 54 to 77:

i. Respect and protect the environment.

ii. Continue to invest in and support our businesses
as they develop products and services aligned
with a net zero future.

iii. Promote diversity, prioritise and nurture the
wellbeing and skills development of employees,
and support the communities that we are part of.

iv. Exercise robust governance, risk management
and compliance.

We invest in our businesses to bolster their research and
development capabilities, to enable them to make
products that are more sustainable and safer, with a focus
on helping their customers and their wider industries to
transition to a net zero economy by 2050. We encourage
our businesses to champion the interests, safety and skills
development of their employees. We implement secure
pension scheme funding, operational and financial best
practice, and lead in promoting diversity. We instil strong
ethical values supported by high governance standards,
through our Melrose Code of Ethics and Group policies,
together with training and internal controls, supported by
renewed management and governance structures.

We set meaningful Group sustainability targets, alongside
financial metrics, and we provide the strategic investment
to achieve them.

Sustained, positive sustainability performance
The success of our “Buy, Improve, Sell” model relies on
building better businesses that are positioned to prosper
over the longer-term. The sustainability improvements that
we promote and encourage among our businesses benefit
from our long-term view, and are underpinned by our focus
on conducting business with the highest standards of
integrity, honesty and transparency.

By implementing a stronger culture of operational and
financial improvement, we rebuild our businesses’
resources and capabilities, and enable them to pursue
commercially attuned sustainability improvement initiatives.

+* Sustainability report
Pages 54 to 77

Melrose Industries PLC  Annual Report 2021



Melrose Industries PLC  Annual Report 2021

five and nine percentage points across businesses sold to date. We have also addressed

Our strong track record

Shareholder value creation

Total shareholder return (TSR)"@

Melrose has delivered significant returns to shareholders since floating on AIM in 2003. 1,706%

Since making its first acquisition in 2005, Melrose has achieved an average annualised
return on equity investment of 19%, with an increase in operating margins of between

higher by

c.10x

chronic underfunding in pension schemes we have inherited, securing the future for
scheme members.

Shareholder investment and gain (figures up to 31 December 2021)

Track record for £1 invested in Melrose — As at 31 December 2021

FTSE 100

Melrose

0.0bn 2.5x 19%

Cash return to shareholders
since establishment

Average return on equity
across all businesses sold

Average annual return on equity
investment since the first acquisition®

Gross return

Investment in May 2005 with all dividends reinvested since (Total shareholder return)®

on original £1 investment

Original investment

££1.00

2024

How Elster and Nortek operating margin improved®

Elster +6ppts +2ppts

+1ppt

© Returns on capex and restructuring
and other commercial actions.

e Central cost savings.
o Exit of low margin sales channels.

+9Oppts

Nortek +5ppts +1ppt +1ppt

+/ppts

(1) Source: Datastream Total Shareholder Return Index.
(2) Since Melrose’s first acquisition (May 2005).
(3) Nortek adjusted operating margin up to 31 December 2021.

Responsible approach to investing

Substantial improvements for all UK pension schemes under ownership

Responsible stewardship (figures up to 31 December 2021)

* GKN UK schemes now in accounting
surplus of £172 million®, equivalent funding
surplus of ¢.£100 million.

The GKN UK pension schemes are now in
surplus helped by £1 in every £3 of free cash
flow” since acquisition being paid into the
Group’s pensions schemes, thereby freeing
up more free cash flow!" in the future.

reduced by 25% during the year, including
£379 million of gross liabilities transferred
with businesses disposed and £366 million
following a successful buyout of the
pensioners of the GKN UK 2016 scheme.

Schemes for current businesses

The Melrose funding commitment made on acquisition of GKN has been fulfilled ahead of time.

Ongoing annual payments are halved to £30 million and no funding requirement from future
disposal proceeds.

At 31 December
2021

Acquisition
commitment

Significantly increased
contributions in
Melrose ownership

Improved
investment
strategy and other
‘Up to £1 billion’ -> £0.35 billion -> £0.75 billion => £0.1 billion surplus
For the GKN schemes, we were proactive, o Applied more secure funding targets of Gilts
transparent and constructive in agreeing +25 basis points (GKN 2016) and Gilts +75

commitments with pension trustees during the basis points (GKN 2012 schemes 1-4) to
acquisition of GKN. We committed to providing achieve more prudent funding targets.

up to £1 billion of funding contributions; to Rebalanced the GKN schemes across the
doubling annual contributions to £60 million; to GKN divisions, to avoid overburdening any
making £150 million upfront contributions; and one business and to provide stability and
to further contributions on sales of businesses. better security for members.

Having funded the GKN 2016 scheme to
115%, we arranged a buyout with an
appropriate insurer that secures the futures
of over 8,000 pensioners’ member benefits.

So far we have:
e Eliminated the GKN UK defined benefit
pension scheme accounting deficit.

GKN 2012 schemes 1-4

78%

Schemes for businesses sold

Whilst under Melrose ownership, we improve contributions and provide better security to

our businesses’ pension schemes towards fully funded upon departure from the Group.

122%

109%
Mo
— 99%

87% = 95%
60%

58%

® McKechnie FKI UK FKI Bridon Brush Nortek

Promoting strong sustainability principles

Our Sustainability report (see pages 54 to 77) highlights the investment, support and
encouragement we provide to our businesses, and the Group sustainable targets
we have set, to enable and drive them to pursue relevant improvements in relation to
environmental, social and governance (“ESG”) matters. We are publishing alongside
this Annual Report a standalone Sustainability Report to provide a full overview.

c.£1.2bn spent on research and development for Nortek, Elster and GKN
acquisitions, of which over £300m has been spent on climate-related research
and development in the last two years.

(1) Described in the glossary to the financial statements on pages 203 to 210.
(2) Includes a surplus of £179 million relating to the GKN UK Group Pension Schemes (numbers 1-4) and a deficit of £7 million
relating to the GKN UK Post Employment Medical Scheme.

* The Group’s gross pension plan liabilities have

Melrose Industries PLC  Annual Report 2021
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¢ | Long-term value creation

Adjusted™ operating margin improvement
Company Entry Exit

Melrose continues to build on its
18-year track record of increasing

Improvement

“Buy, Improve, Sell” -
A history of success

isi in ke wm e s oo
and realising the value in its owseme ww s o e
e o» 7R s

businesses and returning the ® Dynacast +5ppts

proceeds to its shareholders. ORI o 8% >50%  bppts.

poday oi6ajea1s

July 2007

Returned to shareholders
following the disposal of
McKechnie Aerospace

£220m

August 2011

Returned to shareholders
following the disposal
of Dynacast

£373m

CIRRSSSSEE i 7

February 2014

Returned to shareholders
following the disposal of
various FKI businesses
during 2013

£595m

T 2015
5 Returned to shareholders
following the disposal of
various FKI businesses
during 2014

£200m

[T \HH\\iHHHHH\i\HHHHHiHHH \H\‘\HHHHH‘HHHHH\‘HH\HHHMHHH H\iHHH\HHMHHH\H\iHHHH\Hi\HHH \H‘HHHHH\‘\H \HHHMHHHHHM\\HHHH‘HHHHHW
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

February 2016

Returned to shareholders
following the disposal
of Elster

£2.4bn

August 2021

Returned to shareholders
following the disposal of
Nortek Air Management

£729m

Acquisition ¢ May 2005 July 2008 August 2012 August 2016 April 2018

Melrose Industries PLC  Annual Report 2021

McKechnie/Dynacast

Company
details

Shareholder
return on
original equity

McKechnie/Dynacast

FKI

FKI

Elster

Elster

Bought for £0.4bn

Bought for £1.0bn

Bought for £1.8bn

Equity raised on acquisition £243m

Equity raised on acquisition £499m

Equity raised on acquisition £1.2bn

Follow-on investment £124m

Follow-on investment £391m

Sold for £0.8bn

Sold for £1.4bn

Follow-on investment £287m
Sold for £3.3bn

Investment in business 51%

Investment in business 78%

Investment in business 25%

Equity rate of return 30%

Equity rate of return 29%

Equity rate of return 33%

Cash generated during ownership ~ £934m

Cash generated during ownership £1.8bn

3.0X

20X

Cash generated during ownership £3.3bn

2.3X

Commentary

McKechnie was a global supplier of
specialist engineered components

to the global aerospace industry.

During our ownership we improved
operating margins from 18% to 24%

by optimising its cost base and focusing
on profitable business.

Dynacast was a global provider of
precision die cast components for a wide
variety of industries. During our ownership
we improved operating margins from 11%
10 16% by successfully aligning capacity
with customers and installing a
success-driven organisational culture.

Overall we generated over £700 million in
net cash proceeds from the businesses
versus an equity investment of
approximately £240 million, resulting

in a return of 3.0x on shareholders’
investment. This includes direct returns
to shareholders after disposals of £220
million in 2007 and £373 miillion in 2011.

FKI comprised a number of diverse
businesses, and our improvement
initiatives were centred around refocusing
the FKI conglomerate to allow each of its
businesses to stand alone, and making
necessary investments to strengthen their
market positions. We improved operating
margins from 10% to 15% under our
ownership and have since sold all of

the businesses.

Overall we generated over £1.3 billion in
net cash proceeds from the businesses
versus an equity investment of
approximately £500 million, resulting

in a return of 2.6x on shareholders’
investment. This includes direct returns
to shareholders after disposals of £595
million in 2014 and £200 million in 2015.

Elster was a US publicly-listed German-
manufacturer of meters operating through
three separate divisions with different
markets and drivers (Gas, Electricity, Water).

Under our ownership we oversaw
operating profit margins increase from 13%
to 22%, representing a 70% improvement
in just three years. This was achieved by
focusing each business on performance,
end-markets, customers and operations.
We significantly expanded on an
optimisation programme announced

by Elster before our acquisition and
significantly exceeded expectations.

Overall we generated over £2.5 billion in net
cash proceeds from Elster versus an equity
investment of approximately £1.2 billion,
resulting in a return of 2.3x on shareholders’
investment. This includes direct returns to
shareholders after a disposal of all three
businesses to Honeywell for £3.3 billion

in 2015.

Nortek

Nortek GKN

GKN

Bought for

£2.2bn

Bought for

Equity raised on acquisition

£1.6bn

Follow-on investment®?

£0.35bn

Sold for®

£3.1bn

Investment in businesses

22%

Equity rate of return

19%

Cash generated during ownership

£0.8bn

21X

Equity raised on acquisition

Follow-on investment®

Investment®as % of initial equity

Cash generated during ownership

Upon our acquisition, Nortek was a global
diversified group, manufacturing innovative
air management, security, home automation
and ergonomic and productivity solutions.
Suffering from fragmented operations and
operational underperformance, we identified
a range of world-class product ranges and
strong brands that were underperforming
their potential, but which through further
investment would become well placed

to address emerging market needs.

Under Melrose ownership, we almost
doubled operating profit margins from

9% to 16%. This was achieved by each
business undergoing a significant
transformation, freed from the restrictions
of the formerly centralised group structure,
and propelled by material, targeted
investment in research and development,
and productivity improvements.

We converted Nortek Control into a
technology business through a mix of
organic and acquisition actions, while we
refocused and completely revitalised the
product portfolio of Broan Nutone that
reawakened a sleeping giant previously
drifting into decline. Most notably, we were
instrumental in Nortek Air Management
developing and commercialising the
revolutionary Statepoint Liquid Cooling
technology, capable of delivering 90% water
and 30% energy savings for cooling systems
servicing the booming data centre market, it
quickly became a clear benchmark for the
industry. As a result, Nortek Air Management
enjoys an enviable and growing order book
and customer list that includes all the key
global technology companies.

During the year we sold Nortek Air
Management and Nortek Control, and
with Ergotron the only remaining business
within the Group from the Nortek
acquisition, we remain on the path to
doubling shareholders’ investment.

(1) Described in the glossary to the financial statements on pages 203 to 210.

(2) Up to 31 December 2021.
() Includes book value for businesses not yet sold.

GKN, upon our acquisition, was a
multinational group of businesses making
predominantly aerospace and automotive
components. Upon taking control we
immediately set about decentralising the
businesses, and refocusing them on
profitable sales rather than solely on growth.
The GKN businesses now make up three
distinct divisions within Melrose: Aerospace,
Automotive and Powder Metallurgy. Against
the backdrop of the ongoing market
recovery, with existing improvement
projects largely complete for Automotive
and Powder Metallurgy and well progressed
for Aerospace, there is strong belief in
significant further profit improvement as
they deliver their stated operating margin
targets. We are therefore in good shape

to deliver strong returns and realise
shareholder value.

See pages 12 to 29 to find out more
about our progress in improving the GKN
businesses so far, and our plans for 2022.

(4) Up to 31 December 2021.

Melrose Industries PLC  Annual Report 2021
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Chairman’s statement

Justin Dowley
Non-executive Chairman

2021 —

A year In review

Melrose is trading ahead of expectations, with
better profit margins, better earnings per share
and significantly lower net debt - building the
Group’s encouraging momentum

Calendar year 2021

Melrose performed well in 2021. Despite
COVID-19 and well-publicised industry supply
chain issues, sales for the Group grew by
2% year-on-year at constant currency!, and
the benefits from improvement actions are
increasingly evident in these results, which
are ahead of expectations. The statutory
revenue for the Melrose Group was

£6,883 million (2020: £7,132 million), with
adjusted® operating profit increasing to
£375 million (2020: £141 million), which

is triple prior year at constant currency®,
and is based on a statutory operating loss
of £451 million (2020: £487 million).

All businesses have returned to growth and
seen an increase in sales towards the end of
the year, with GKN Aerospace up 18% in the
second half year-on-year and GKN Automotive
sales up 12% from the third quarter to the
fourth. In tandem, improvement actions have
increased adjusted operating profit margins at
GKN Aerospace by 4 percentage points, while
more than doubling those at GKN Automotive
and GKN Powder Metallurgy, with plenty more

to come as the recovery continues and the
full benefits of current and completed projects
are delivered.

We have enjoyed another year of good

cash performance across the Group, while
continuing to invest heavily in sustainable
technology and restructuring improvements.
We achieved strong free cash flow® generation,
which has been a feature throughout our
ownership of the GKN businesses. Along with
disposal proceeds, it has enabled us to repay
all of the £3.4 billion of net debt? drawn to fund
the GKN acquisition. Thus year-end net debt
is broadly equivalent to the money refunded

to shareholders via dividend and the recent
return of capital. WWe have reduced net debt to
below £1 bilion, which has resulted in a very
comfortable level of leverage equal to 1.3x
adjusted EBITDA®, significantly below the
Group’s long-term average.

Further details of these results are contained
in the Chief Executive’s review and Finance
Director’s review and | would like to thank all
employees for their efforts this year.

M&A

It was a busy year from a transaction
perspective as well. We sold approximately

a fifth of the Group, including Brush, the last
piece of the FKI acquisition which has been a
great contributor to the Melrose track record,
achieving 2.6 times shareholders’ investment.
We also sold three of the four businesses
from the Nortek acquisition in 2016, putting
us firmly on the path to double shareholders’
investment again. In each case, the
businesses were sold to good homes which
are already building on the improvement
achieved under our ownership.

Pensions

Melrose is also rightly proud of its track
record in addressing pensions challenges

in the businesses we buy and GKN has
been no different. We have delivered on our
commitments to trustees early, overcoming
a large pension deficit we inherited of almost
£1 billion to bring the UK schemes to being
fully funded this year. This has been achieved
despite the challenges of COVID-19 and
without detracting from our investment in
the businesses and repayment of debt.

Mindful of our commitment and as a testament
to our responsible stewardship, the underlying
performance of the businesses has enabled us
to invest a third of the free cash flow produced
by the Group into the pension schemes under
our ownership, helping to secure the future for
pension scheme members and improving the
position of our shareholders. Given the secure
nature of these schemes this naturally frees up
more cash flow in the future.

Dividend

The Board is pleased to be able to return

to its progressive policy by proposing a final
dividend for 2021 of 1 pence per share (2020:
0.75 pence). Combined with the 2021 interim
dividend of 0.75 pence per share, this
represents a total dividend for the year

of 1.75 pence per share (2020: 0.75 pence).

(1) Adjusted results for the year ended 2020 at a constant currency showing adjusted revenue of £7,351 million and adjusted operating profit of £122 million.
(2) Described in the glossary to the financial statements on pages 203 to 210.

We have realised gains for shareholders by doubling the value of
Nortek and significantly outperforming all Group cash generation
targets, which has de-risked the route to value realisation from GKN.

We have transformed the GKN businesses to increase their full
potential including investing in sustainable technology and properly
funding their pension schemes. With the benefits of significant
restructuring increasingly coming through, combined with the strong
cash generation, Melrose is positioned to create, and realise,

significant value for shareholders.”

The final dividend will be paid on 20 May
2022 to those shareholders on the register
at 8 April 2022, subject to approval at

the Annual General Meeting (‘AGM”)

on 5 May 2022.

Return of capital

Following the Brush and Nortek sales, we
completed a £729 million return of capital

to shareholders in September last year. We
were clear at the time that, due to lingering
uncertainty in the market, we had been
conservative in determining the amount of
the return in order to ensure a strong balance
sheet in the event of further volatility.

We did indicate at that time that should these
conditions improve sufficiently, we would
move to make a second return of capital this
year to rebalance our capital structure more
in line with a traditional Melrose approach.
While the wider markets still remain below
their pre-pandemic levels, there is a visible
path to recovery. We have enjoyed a strong
performance during the year, with a
conservative balance sheet, reset cost bases
for each of the businesses and another
strong cash flow performance that further
reduced leverage, even with fully funding the
significant restructuring and improvement
plans and taking the UK pension scheme
funding to surplus.

In line with the Melrose model, to return
proceeds from disposals to shareholders,
your Board would have made a second
capital return to rebase our capital structure
alongside these results. However, the very
recent and tragic events unfolding in Ukraine,
with the knock on effects for the world
markets that at this stage are uncertain and
unqguantifiable, have led the Board to keep the
timing of this return under review at present.
Your Board recognises that this is a very
conservative position and hopes that the
situation will be resolved as quickly as
possible, in which case the intention would
be to make the return without further delay.

Board matters

In keeping with the Board’s succession
planning, co-founder and Executive Vice-
Chairman David Roper and Non-executive
Director Archie Kane retired last year and we
welcomed to the Board Heather Lawrence
and Victoria Jarman. This year, Liz Hewitt will
reach the end of her tenure with us and retire
from the Board at the close of the AGM in May.

Liz has been a valued member of the Board
and all Board committees at various stages
during her time with Melrose, most importantly
serving as chairman of the Audit Committee
for the past five years, as well as holding the
position of Senior Independent Director for
much of that time, which will be taken up by
David Lis on her departure. It has been a
period of success and change for the
Company and we are very grateful for her
tireless efforts. We will miss her and wish her
all the best for her continuing roles elsewhere.

Purpose, strategy and sustainability
Melrose was founded in 2003 to empower
businesses to unlock their full potential for
the collective benefit of stakeholders, whilst
providing shareholders with a superior return
on their investment. This has been delivered
through Melrose’s “Buy, Improve, Sell’
strategy, which means we buy good

quality manufacturing businesses that are
underperforming their potential and then
invest heavily to improve performance and
productivity as they become stronger, better
businesses under our stewardship. At the
appropriate time, we then find them good
owners for the next stage of their development
and return the proceeds to shareholders.

Sustainability has always been an important
part of this improvement strategy and
Melrose has welcomed the increased

focus it has received in recent years as an
opportunity to demonstrate its commitment
as an active participant across a range of
key areas. The Melrose centre is small with

a tiny carbon footprint, which we nonetheless
fully offset. The primary focus is on our
businesses under our decentralised model.

This year, we have published our targets
aligned to our materiality analysis, including
short, medium and long-term objectives for
the reduction of greenhouse gas emissions,
transition to renewable electricity and reduction
in waste that will help drive a transformation in
the sustainability of their own production.

We also recognise the place of our businesses
in the wider economy. Our strategy means
we inherit underperforming businesses.

We provide the focus and investment

which enables our businesses to be active
participants in addressing these issues,
whether it be through GKN Automotive’s
position at the heart of the electric vehicle
transition, or investing in the establishment

of the hydrogen economy through the UK
hydrogen production start up HiiROC and the
hydrogen storage business GKN Hydrogen.
GKN Aerospace is at the forefront of the
development of technologies to achieve

zero emissions aviation with projects like

the hydrogen propulsion system H2GEAR,

or electric aircraft currently in testing phases
like Eviation Alice, Joby and Vertical.

Melrose sees this as a key part of improving

a business during our ownership and
environmental, social and governance (“ESG”)
priorities are an important part of our “Buy,
Improve, Sell” strategy. We see no reason why
these improvements cannot be implemented
whilst improving returns for our shareholders.
It is a journey and there remains plenty of
improvement for us to deliver, but it has been
nonetheless pleasing to see our improvement
to date being recognised by several of the key
benchmarking agencies, including MSCI who
have given us an “A” rating and Sustainalytics
who have placed us in the top quartile of

our peers. This year we are publishing our
inaugural standalone Sustainability Report
alongside our Annual Report and | refer you
to that for further details.

_o-lil'
Justin Dowley

Non-executive Chairman
3 March 2022
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Chief Executive’s review

Simon Peckham
Chief Executive

Sell” model.

Against the backdrop of continued turbulence
in connection with the global pandemic,

2021 provided the opportunity to demonstrate
the strength of the Melrose “Buy, Improve,

Over the course of the year, we sold
approximately 20% of the Group. Having
overseen the complete reshaping of Brush,
the power generation and distribution
business, we sold it to a good home for the
next stage of its development. It was the
last business held from the FKI acquisition
and its sale caps a successful acquisition
for shareholders, who enjoyed a 2.6 times
return on their original FKI investment.

Except for Ergotron, all the businesses from
the Nortek acquisition were also sold during
the year, putting the Company on track to
double shareholders’ investment in that
acquisition. Under our ownership,

operating margins of these businesses
were approximately doubled while we
invested heavily in their transformation.

We converted Nortek Control into a
technology business through a mix of organic
and acquisition actions, while we refocused
and completely revitalised the product
portfolio of Broan Nutone that reawakened a
sleeping giant previously drifting into decline.
Most notably, we were instrumental in
Nortek Air Management developing and
commercialising the revolutionary Statepoint
Liquid Cooling technology, capable of
delivering 90% water and 30% energy
savings for cooling systems servicing

(1) Before capital expenditure and restructuring costs.

the booming data centre market, it quickly
became a clear benchmark for the industry.
As aresult, Nortek Air Management enjoys
an enviable and growing order book and
customer list that includes all the key global
technology companies.

These are examples of the strong targeted
investments we make in businesses under
our ownership during the “Improve” phase.
We are well progressed in this phase for the
GKN businesses with restructuring spend
during 2021 of over £190 million in addition
to investing £200 million in research and
development in the businesses and bringing
the GKN UK pension schemes to be fully
funded. Critical to this rate of investment has
been that each of the GKN businesses has
been cash generative throughout our
ownership and again this year, with cash
conversion equal to 110%". This has enabled
us to repay all the debt drawn down as part
of the GKN acquisition, net of the amount
used to fund dividends and last year’s return
of capital to shareholders.

This is a fantastic result achieved largely in
a severe global downturn and shows the
outperformance achievable under the
Melrose model as we move to realise

the potential of the GKN businesses.

For GKN Automotive and GKN Powder
Metallurgy, a healthy initial market recovery
from the pandemic in the first quarter of 2021
was soon overtaken by the impact of the
shortage of semiconductors on the entire
automotive sector. Alithough demand
indicators remained strong throughout,

supply constraints hampered production

until beginning to ease very late in the year. As
supply constraints continue to ease, we expect
sales growth in coming years to simultaneously
meet pent-up demand and support dealers as
they rebuild their inventory levels.

Despite these market challenges, GKN
Automotive business wins and GKN Powder
Metallurgy sales volumes for the year
increased ahead of the market growth of
3.4%. In GKN Powder Metallurgy’s case this
was by more than double as they increased
their market share. Alongside this growth,
both businesses more than doubled margins
as volumes began to return on a substantially
reduced cost base, which included some
initial benefits from major rationalisations.
There is still plenty of margin improvement to
come for both businesses as market recovery
continues and the full benefit of restructuring
projects flow through to results over the
course of the coming year. The impact of
rising global inflation is also being actively
managed through pricing, procurement and
productivity, and we remain confident in
achieving our margin targets as supply
constraints ease.

GKN Automotive is also seeing major benefits
from the accelerating transition to electric
vehicles, and is converting its decades’

long experience in the sector into significant
wins on e-Drive platforms for both its 3-in-1
solutions and core sideshaft products for
electric vehicles. It was a busy year for
production launches and included the

award of the first fully outsourced 3-in-1
system for a major German manufacturer.

This is a fantastic result achieved largely in a severe
global downturn and shows the outperformance
achievable under the Melrose model as we move to
realise the potential of the GKN businesses.”

Excluding China, GKN Automotive is now a
supplier on seven of the top ten global electric
vehicle platforms and has an order book
that is matching the market in the shift to
electric vehicles. This was part of
approximately £5 billion in life of programme
sales wins secured, of which over a third are
for pure battery electric vehicles, representing
a record for the business. This demonstrates
that GKN Automotive is both gaining market
share and keeping pace with the faster than
expected electric vehicle transition.

As highlighted in its Capital Markets Day

in May, GKN Powder Metallurgy has largely
completed its restructuring projects and has
spun out its hydrogen storage business, to
increase the focus on its core powder, sinter
and additive businesses. This has enabled
better clarity on its electric vehicle transition
strategy, which is well on the way to
execution. It has exited some low margin
ICE business and is developing a number
of exciting opportunities for e-motors and
magnet technology for electric vehicles. In
addition, its additive manufacturing business
continues to grow and explore opportunities
in serial component production.

For GKN Aerospace, the continued pandemic
related travel restrictions held back the pace
of the market recovery. This started to ease
toward the back half of the year, having a
positive impact on sales which grew 18%
year-on-year in the second half. Alongside
reorganising the business into Civil, Engines
and Defence segments, GKN Aerospace has
seen a rebalancing of its market exposure
towards the single aisle aircraft segment,
which now accounts for 39% of Civil sales
and is the segment of the aerospace sector
that is leading the recovery. Engines continues
to see the benefit of exceptionally strong
future cash flows from its key platforms.

We have not let the extended market volatility
distract GKN Aerospace from making further
progress on its improvement plans and it has
had another strong year of cash generation,
with a cash conversion rate of 124%0?.

All major restructuring projects from our
acquisition plan are now underway, with

a refreshed executive team driving hard

to deliver the stated 12% operating margin
target. While the full run rate benefits are
not expected until 2023 or beyond, the
business has already achieved an increase
of 4 percentage points in operating margins
for the year on flat sales.

Looking more broadly across the Group, we
have successfully reduced working capital,
which now sits at 3% of sales for the GKN
businesses, compared to 5% at the time of
acquisition. There remains more improvement
available, particularly in GKN Aerospace. We
continue to invest heavily in technology, with
a particular focus on sustainability. GKN
Aerospace’s network of Global Technology
Centres is key to this, with significant success
in the development of decarbonising
technology like the H2GEAR hydrogen
propulsion system and the creation of the
first prototype of emission free aircraft such
as the Eviation Alice.

Ergotron had another good year, with
sales growth of 15% and a return to
premium levels of operating margins of
25%. Finally, GKN Powder Metallurgy’s
hydrogen storage business was spun off
as a standalone business in the Group, in
order to maximise its potential within the
emerging hydrogen economy.

Outlook

GKN Automotive and GKN Powder
Metallurgy are both well progressed in their
Melrose improvement plans and saw the
start of some recovery momentum in the
final quarter of 2021, close to that seen in the
first half. Early signs in the new year show this
recovery continuing, and as the constraints
of the semiconductor shortage ease further,
focus will start to move towards realisation of
this value. The aviation market continues to
navigate pandemic travel restrictions with our
businesses expecting growth for the coming
year albeit still below pre-pandemic levels.

(1) References to electrified vehicle platforms refers to full hybrid or battery electric propulsion systems.

(2) Before capital expenditure and restructuring costs.

There is a heavy focus on improvement

in GKN Aerospace in 2022 and we are
confident this will position the business
for a strong future, which we will elaborate
on more fully at a Capital Markets Day to
be held on 8 June 2022.

For all businesses, the impact of rising global
inflation is a key focus for the year and our
management teams remain very focused

on ensuring inflation does not affect our
businesses’ performance, albeit with a
potential time lag this year. We are mindful of
the very recent events in Ukraine, which our
businesses are being proactive in addressing
to ensure minimal disruption. Against the
backdrop of the ongoing market recovery,
with existing improvement projects largely
complete for GKN Automotive and GKN
Powder Metallurgy and well progressed for
GKN Aerospace, there is strong belief in
significant further profit improvement as they
deliver their stated operating margin targets.
We are therefore in good shape to deliver
strong returns and realise shareholder value.

Further details of the trading performance of
the businesses are contained in the following
Divisional reviews.

r._'!m_____. .

Simon Peckham
Chief Executive
3 March 2022
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Continued

Revenue by business®

1 Civil® 32%
2 Engines 34%
3 Defence® 34%

Revenue by source?

1 OE 90%

2 Aftermarket 10%

Revenue by production

1 Europe 42%
2 UK 20%
3 North America 35%
4 Asia and rest of world 3%

(1) All growth metrics are collated at constant currency.

(2) Based on existing businesses at 31 December 2021.

(3) Civil and Defence relates to the airframes and components
businesses.

All major restructuring projects from our
acquisition plan are now underway and the
margin increase reflects the initial benefits

of a number of initiatives in line with its ‘One
Aerospace’ approach, including reducing
management layers, increasing its customer
focus and simplifying its operating structure as
it embedded its global Lean Operating Model,
to reduce process variation and improve
operational efficiency. This is now showing
benefits in quality and delivery performance,
with substantial further opportunities ahead.

Supply chain management has been a

strong focus, securing savings and delivery
improvements, as well as responsiveness to
ensure minimal disruption from situations such
as the recent events in Ukraine. There has been
some further progress on improving working
capital efficiency, which has contributed to the
strong cash generation during the year, but
again plenty more improvement is still to come.

GKN Aerospace also sharpened its focus
through a series of global footprint projects.

On the Civil side, it divested two non-core
businesses in the Netherlands, as well as
completing the planned closure of two subscale
sites. In Engines, initiatives to consolidate major
product families between the two Nordic sites
in Sweden and Norway are well advanced,
leveraging the expertise of each site and creating
advanced Centres of Excellence. Each of these
steps simplified and focused GKN Aerospace
during 2021, reducing costs and increasing
productivity. Further global footprint optimisation
projects are now underway and will be delivered
in 2022. This includes significant work required
to address profitability issues in the US Defence
business and we have recently announced

the closure of the St Louis, US site. This closure
will involve exiting approximately £140 million

of sales relating to less profitable contracts

by 2028.

Despite challenging markets, GKN Aerospace
made progress commercially, securing good
awards in Civil Airframes for electrical wiring
interconnection systems and complex structures
components such as empennage and wings.
Market dynamics have helped weight the mix of
Civil components further towards the single-aisle
aircraft market, which is seeing faster recovery
and preparing for a significant increase in
production rates. Engines further deepened

its exposure to core capabilities with key
customers, including additive manufacturing,

fan blade repair and composites. Focus

has been on higher margin, design to build
opportunities and growing its attractive
aftermarket business. Engines will also benefit
from the exceptionally strong future cash flows
generated by its key risk and revenue sharing
partnership (“RRSP”) platforms.

Technology case study

W - Advanced Engines technology
targets 25% efficiency improvement

GKN Aerospace’s world-leading Engines
business fulfilled a major milestone in 2021,
with the development of a range of brand
new technologies to optimise the next
generation of aircraft engines. GKN
Aerospace successfully delivered a ground-
breaking Intermediate Compressor Case
(“ICC”) to the Rolls-Royce UltraFan™ engine
demonstrator programme, which is aiming to
achieve a 25% improvement in fuel efficiency
over the first generation of Trent engines.

The ICC structure is situated between an
engine’s compressor cases, and carries

the rotor gas loads to the engine casing

and thrust mounts. The development,
manufacture and testing of GKN Aerospace’s
latest ICC will demonstrate and validate

a range of new technologies, including a
low-cost and robust ‘sectorised’ fabrication
concept with castings. This approach makes
use of an innovative welding method based
on computer simulations and model-based
design methods. It also incorporates
optimised bleed system aerodynamics

and acoustics, as well as shorter duct
design and 3D printing of attaching parts.

GKN Aerospace’s additive manufacturing
expertise in electron beam melting has
enabled it to efficiently create and incorporate
over 15 individual components into the ICC
duct design, optimising the ICC’s design
through cutting-edge manufacturing
technologies and methods.

GKN Aerospace is a Rolls-Royce Core Partner
in the European Clean Sky 2 programme,

with responsibility for design and manufacture
of the ICC. UltraFan™ is Rolls-Royce’s next
generation engine family and features a new
engine core architecture and introduces a
geared design. The aim is full engine ground
test during 2022, with flight-testing to follow.

Clean Sky 2 is the largest European
aeronautics research programme, developing
innovative, cutting-edge technology aimed

at reducing CO, emissions and noise levels
produced by aircraft. Funded by the EU’s
Horizon 2020 programme and Europe’s
aviation industry, Clean Sky 2 contributes

to strengthening European aero-industry
collaboration, global leadership and
competitiveness.
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Continued

During 2021, GKN Aerospace took a further
step forward in its sustainability strategy.
Investment was made in technology to
support and enable this strategy to both
achieve reductions in energy, material and
waste in our current factories, as well as
enable improvements in efficiency and
revolutionary capabilities in next generation
aircraft and engine platforms, which will
assist the future of zero emission flight. At
the forefront of this strategy is a new network
of Global Technology Centres (‘GTCs”), to
develop and demonstrate capability, drive
collaboration and accelerate technological
breakthroughs in each of its businesses. In
2021 GKN Aerospace opened its £32 million
UK GTC in Bristol, as well as its Dutch GTC
in Hoogeveen, to complement the Swedish
and US hubs that are already established.

GKN Aerospace is now developing the next
generation of lighter and more sustainable
aerostructures and engine products, as

well as lightweight additive manufacturing
solutions and future zero-emission propulsion
systems. Putting this technology strategy into
action, GKN Aerospace established its
position at the forefront of four major
European propulsion programmes during
2021. Two of these — the £54 million H2GEAR
project in the UK and H2JET in Sweden — are
groundbreaking hydrogen projects aiming to
develop propulsion systems to power aircraft
using liquid hydrogen, eliminating carbon
dioxide emissions.

(1) All growth metrics are collated at constant currency.

Civil airfframes and components

1 Narrowbody 39%
2 Widebody 24%
3 Regional 37%

Through collaboration in the European Clean
Sky 2 programme, GKN Aerospace also
delivered the first Intermediate Compressor
Case for the Rolls-Royce UltraFan™ engine
demonstrator, which is expected to achieve
significant fuel efficiency improvements
compared with current engines.

There were also notable achievements in
more sustainable aerostructures solutions.
During 2021, GKN Aerospace manufactured
and delivered the first fully integrated wings,
tail and wiring system for Eviation’s Alice
electric aircraft, as well as producing and
delivering the first composite fixed trailing
edge for Airbus’ “Wing of Tomorrow” project,
both from its new UK GTC. All of these
projects form important ingredients on the
sector’s path to achieve net zero greenhouse
gas emissions by 2050 and helped establish
GKN Aerospace’s position as a sustainability
leader in the aviation industry.

Outlook

Despite the recent unrest in Ukraine, GKN
Aerospace expects the recovery of the civil
aviation sector to continue in 2022, which will
benefit both the Civil and Engines businesses.
While uncertainty remains, and there is still
some way 1o go to reach pre-pandemic levels,
GKN Aerospace is well placed to support the
significant ramp-up of single-aisle aircraft
production which is already underway in 2022.
The defence market outlook remains solid,
which will support the Defence segment while
it implements its improvement programme.

Underpinned by the restructuring work already
undertaken and with its position on major
growth platforms and further optimisation to
come, GKN Aerospace is well placed to benefit
as the market recovery continues and remains
well on track to unlock its potential. The
business has already demonstrated positive
earnings momentum and it has a clear path to
achieving its targeted 12% operating margins
when sales return to pre-pandemic levels.
Looking further ahead, GKN Aerospace’s
technology investment and expertise wil
enable it to be a leader in the sustainable
transformation of civil aviation, creating market
opportunities and profitable growth for years
to come.

Market trends

GKN Aerospace GKN Aerospace has responded to these

trends, by:

e Enhancing and simplifying its ‘One
Aerospace’ model to drive increased
efficiency and accountability in the
business, and improve profitability at
reduced production rates. In addition,
the business focused on preparing key
sites to ensure they are well-placed to
meet growing customer demand in the
single-aisle market as and when current
market challenges begin to ease.

Maintaining and strengthening its
position on key Defence programmes,
while continuing to develop leading
technologies to secure positions on
next generation platforms. This includes
further progressing its collaboration
with Team Tempest in the UK, and
close customer partnerships in the

US around Future Vertical Lift.

e Continuing its focus on building a truly
sustainable business. In 2021 GKN
Aerospace set ambitious targets for
cutting Greenhouse gas emissions,
adopting renewable electricity and
cutting waste to landfill, in alignment
with the Melrose Group’s sustainability
targets. In addition, the business has
commenced major research and
development and collaboration
programmes focused on zero-emissions
aircraft, including both the Eviation Alice
and the Vertical VA-X4 electric aircraft,
as well as multiple GKN Aerospace-led
future propulsion system projects.

® Despite continued disruption from the
COVID-19 pandemic, flight hours steadily
improved throughout the year, rising 26%
compared to 2020. During 2021 the
market saw the first significant new orders
for single-aisle aircraft since the onset of
the pandemic, with plans for single-aisle
ramp-up also announced.

Defence-related spending remained
relatively stable in 2021, and this is
expected to continue within the US, UK
and EU over the coming years, with new
programmes expected to offer significant
opportunities. A close watch is being kept
on the developing situation in Ukraine.

Tackling climate change continued to
grow as a priority for policy makers,
investors and the aerospace industry,
with renewed focus on how to reach
net zero by 2050.

Narrowbody Forecast — Deliveries
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— Divisional highlights

"F & L

GKN Automotive ended the year positively with 2021 fourth quarter
sales up 12% on the third quarter, being almost back to levels seen
in the first half of the year. Sales in early 2022 have started similarly
positively, consistent with the most recent industry data.

In 2021, adjusted?® operating margins for GKN Automotive more
than doubled despite the well-publicised supply challenges.
During 2022, the full run rate benefits from the required
restructuring projects in GKN Automotive will materialise

giving the opportunity to realise this shareholder value.

Life of programme business wins of ¢.£5 billion in GKN
Automotive in 2021, of which more than one third are for pure
electric vehicles (“BEV”), confirm that GKN Automotive is both
gaining market share and keeping pace with the faster than
expected market conversion to electric vehicles. Importantly,
these share gains are being achieved at terms consistent with
its higher margin target.

Strong market positions

e #1 in Driveline with ICE, hybrid
and electric vehicle technology
leadership.

e Supplies 90% of OEMs, 50%
of global vehicles.

Growth underway
e Underlying demand strong but
constrained by supply chain.

e Electrification providing
increased growth.

Margins expanding
¢ Restructuring accelerated and
nearing completion. .

¢ Adjusted® operating margin:
2020:2.2% > 2021:4.6%
Target >10%.

Sustainable technology
e | eading electric vehicle drive
system technology.

e Significant investment into a
range of e-Drive capabilities.
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(1) All growth metrics are collated at constant ci Cy.
(2) Described in the glossary to the financial statem'el}nts on pages 203 to 210.
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« ) GKN AUTOMOTIVE

GKN Automotive is a leading supplier of driveline technologies
to the global automotive industry and a trusted partner to
over 90% of the world’s car manufacturers for electrification,
all-wheel drive programmes and new vehicle concepts.

gknautomotive.com

Proportion of Melrose!"

Adjusted® revenue

(1) Based on adjusted® 2021 revenue for continuing businesses.

(2) Described in the glossary to the financial statements on
pages 203 to 210.

GKN Automotive is the trusted partner
for most of the world’s automotive
OEMs, specialising in developing,
manufacturing, and supplying leading
drive systems for conventional and
electric vehicles through its Driveline and
ePowertrain divisions. Headquartered

in the UK and operating in 20 countries,
it also has a leading presence in China
thanks to its long-standing joint venture,
Shanghai GKN HUAYU Driveline Systems
Co Limited, with local partner HASCO.

GKN Automotive’s Driveline division is a global
leader that demonstrates strength in depth

and breadth, with an extensive portfolio of
drive system products that combine value

with technological leadership spanning all light
vehicle types, from high-volume low-cost to
premium models for both conventional and
electrified propulsion systems. The ePowertrain
division offers solutions for all electrified vehicles
and is a go-to technology partner for Global
OEMs with decades of experience. Its ability

to fully integrate e-Drive systems derives from
its all-wheel drive heritage and leadership.

The ongoing COVID-19 pandemic, global
supply chain disruption, and industry-wide
semiconductor shortage significantly stalled the
predicted market recovery in 2021. Even with
very robust underlying demand, global light
vehicle production grew just 3.4% compared
to last year, which was well below initial growth
projections of 13% at the start of the year and
that left production 13% below pre-pandemic
levels. Despite these market challenges, GKN
Automotive sales grew by 4% year-on-year due
to strong growth in its e-Drive business, which
both gained market share and kept pace with
the faster than anticipated transition to electric
vehicles and reflects the expansion of GKN
Automotive’s addressable content per vehicle
as a result of electrification.

In 2021, the Driveline division accelerated its
shift towards electrification by further adapting
its portfolio to match the changing demands
of new-energy vehicles. The business
completed 48 new programme launches and
continued to secure a significant share of new
business wins on electrified vehicle platforms,
reinforcing the division’s industry-leading
position through its premium core products.
The ePowertrain division is increasingly
benefitting from light vehicle electrification

and delivering impressive growth. In 2021, the
business saw the production launch of 12 new
programmes across 11 different global brands
powered by GKN Automotive technology.

Operational geographies

¢

LT =y

"l' S

Countries - Global production footprint
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Revenue by destination

1 Europe 35%
2 North America 31%
3 Asiaand rest of world 34%

Revenue by vehicle type

1 BEC & FCEV 6%
2 Full hybrid 9%
3 _Mild hybrid 10%
4 ICE 75%

c.£5bn life of programme business wins
in 2021

1 BEC & FCEV 35%
2 Full hybrid 15%
3 Mild hybrid 18%
4 ICE 32%

(1) All growth metrics are collated at constant currency.

(2) References to electrified vehicle platforms refers to full hybrid
or battery electric propulsion systems.

(3) Before capital expenditure and restructuring costs.

The next generation of e-Drive systems

is now in development with a focus on
reduced weight and increased efficiency
and power density. With deep expertise
across all elements of e-Drive, a heritage
of manufacturing excellence and a global
footprint, ePowertrain is a leading
development partner for major leading
electrified vehicle manufacturers, featuring
components on seven of the top ten global
platforms outside of China. New business
wins in 2021 included the award of the first
fully outsourced 3-in-1 system for one of
the major German manufacturers.

The total business being won also remains
strong, with approximately £5 billion of life

of programme revenue secured in new
contracts throughout 2021. The propulsion
split of those business awards reflects the
continuing focus on electrification, with
approximately 50% of the secured life of
programme revenues attributable to electrified
vehicle platforms®. A healthy proportion of
electric vehicle orders are for core Driveline
products, with an increased specification
due to the elevated torque requirements

of electrified vehicles. For e-Drive products,
the business has the flexibility to be able

to supply any part of the assembly, from
sub-components to full 3-in-1 systems, and is
selective in choosing programmes to develop
capabilities and scale. The business being
won on electric vehicle platforms is also on
terms consistent with GKN Automotive’s
higher margin target, partly as a result of its
premium core product becoming more in
demand as the transition accelerates.

Despite the ongoing COVID-19 challenges
and industrial inefficiencies related to sector
demand fluctuations and supply constraints,
GKN Automotive delivered an impressive
operating margin expansion. Partly in
response to the market challenges outlined
above, the business has strengthened its
supply chain, maintained close relationships
with customers and suppliers and streamlined
its operations, which also enables it to
minimise disruption from events such as the
recent unrest in Ukraine. Disciplined execution
of its full potential transformation programme
and continued strict cost control more than
doubled operating profit margins to 4.6% for
the full year. A continued focus on working
capital and rigorous cash management
throughout 2021 resulted in strong cash
generation for the business, that has enabled
it to be self-funding, with a cash conversion
rate of 96%°.

Technology case study

Cutting-edge Advanced Cooled
and Controlled high-speed e-Drive
system, in collaboration with Drive
System Design and Nottingham
University

Since the revolutionary GKN Automotive
constant velocity joint enabled a new
generation of front-wheel drive cars over
50 years ago, GKN Automotive has
continued as a pioneer of future mobility.
Over the last 20 years, GKN Automotive’s
technological advancements have evolved
1o drive systems to enable electric vehicle
technology, where it continues to lead the
field. In pursuit of developing the most
efficient electric drive unit possible, GKN
Automotive’s engineers based at its UK
Innovation Centre in Abingdon are developing
a cutting-edge Advanced Cooled and
Controlled high-speed e-Drive (‘“ACeDrive”)
system collaboration with Drive System
Design and Nottingham University. The
programme is partly funded by the Melrose
Skills Fund and GKN Automotive’s UK
Advanced Propulsion Centre. The goal is to
increase the e-Drive system’s power output
and improve system efficiency, whilst
reducing weight and material content.

Improving the efficiency of electric drive units
brings huge benefits for a battery electric
vehicle, enabling increased performance and
reduced system cost. Higher efficiency brings
increased vehicle range for a given battery
charge — range being a key obstacle for
consumers wanting to make the switch to

a battery electric vehicle. Equally, higher
efficiencies bring opportunities for car makers
to opt to use smaller batteries whilst still
achieving a desired vehicle range, hence
reducing vehicle cost, complexity and weight.

ACeDrive focuses on improvements to four
core elements of an electric drive system:

* Down-sized, high-speed motor with
cutting-edge efficiency
For a smaller, highly efficient unit requiring
less raw materials (reduced use of copper
and rare earth magnets) and as a result
offering cost as well as packaging benefits.

* 800V silicon carbide inverter with
variable switching frequency

Enables high system efficiency as well
as facilitating faster battery charging.

¢ Integrated advanced cooling
and lubrication

A real key for unlocking system
performance and efficiency.

* Enhanced motor control for highest
efficiency and lowest noise, vibrations
and harshness

Advanced software algorithms that
contribute significantly to differentiating
system performance.

To accelerate the advanced cooling element
of this programme, GKN Automotive is
sharing its expertise with the Jaguar Racing
Formula E team. In a sport centred around
efficiency, there is a distinct need for smaller,
lighter, more powerful e-Drive systems. It is
better directed, efficient, advanced cooling
that keeps component temperature under
control and protects the crucial system
efficiency that gives drivers an energy
advantage by the end of the race.

This ability to have smaller, lighter e-Drive
systems is not just essential for progression
on the racetrack but also on the road.
Advanced cooling on future road vehicles
will lead to increased range and enhanced
performance for electric vehicle drivers,

bringing weight, packaging and cost benefits.

During 2021, GKN Automotive further
signalled its intent to remain one of the
leading innovators of next generation
e-Drive systems by announcing the
launch of the Advanced Research Centre.
This world-class collaboration with the
University of Nottingham and Newcastle
University focuses on the development of
ultra-high efficiency electric drive units for
future electric vehicles. GKN Automotive’s
investment in its UK Advanced Research
Centre, which is co-located across three
leading engineering facilities, is supported
through the Melrose Skills Fund, aims to
develop and promote UK engineering
capability in automotive electrification

as well as help strengthen research and
development in the UK.

GKN Automotive has invested over

£200 million in advanced e-Drive
development since 2019. This investment
is delivering innovations that are essential,
not just for the growth of the business,
but for the decarbonisation of the
automotive industry.
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The improvement programme has made

a major contribution to this performance,
delivering approximately £60 million of cost
savings in 2021 through initiatives covering
procurement, operational efficiency, and
fixed cost optimisation. A major part of the
programme in 2021 was the continued
execution of the new industrial strategy, most
notably the conclusion of plant closures in
Korea, Germany and the US, the sale and
reindustrialisation of a facility in Italy, and the
agreement of terms to close the Birmingham
site in the UK in the first half of 2022. This
contributed to the strong operating results in
2021 and leaves the business well positioned
to benefit as the market continues its recovery.

Outlook

It is expected that the past two years of
supply restrictions will lead to sustained
demand for new light vehicles amongst
consumers. While some of last year’s market
headwinds are expected to continue into
2022, global light vehicle production volumes
are nonetheless expected to recover, with
increasing electric vehicle penetration. GKN
Automotive will benefit from this electrification
trend through higher content value and
technology differentiation opportunity for both
divisions. There is a strong pipeline of over
60 launches across both the divisions during
2022, with the focus for Driveline on margin
expansion and ePowertrain on growth and
next generation technology.

GKN Automotive’s robust operating
performance in 2021 provides a strong
platform for the business going into 2022.
The restructuring initiatives undertaken during
extremely volatile market conditions provide
every reason to be optimistic about further
operating margin expansion, healthy cash
generation and profitable order book growth
during the coming year. Inflationary pressures
look set to persevere across raw materials,
energy and labour, with the business fully
focused to offset their impact and being
proactive in addressing any potential
disruption caused by the recent unrest in
Ukraine. We are confident that the impact of
inflation can be overcome by management
actions so that, with its adjusted cost base
and as full run rate benefits unfold, GKN
Automotive’s 10% plus operating margin
target will be achieved.

(1) All growth metrics are collated at constant currency.
(2) Described in the glossary to the financial statements on
pages 203 to 210.

/of top10

Supplier on 7 of top 10 BEV and
PHEYV global programmes

c.£5bn

Life of programme business wins
in 2021, of which more than one
third are for BEVs

Doubled margin 4

Adjusted® operating margins
doubled in the year

—  Market trends

GKN Automotive ¢ Semi-conductor shortage and
in-month call offs: increased
demand for electronics throughout the
pandemic, coupled with other supply
chain complications, led to a global
shortage of semi-conductors in 2021,

The automotive industry is currently facing
continued volatility due to a combination of
factors impacting both OEMs and suppliers.
Some of the most significant impacts include:

* Pent up demand: GKN Automotive has which constrained the expected
a strong belief that there is a very healthy recovery in 2021 and is expected to
latent demand for new vehicles amongst continue to constrain the industry
consumers. Although supply constraints throughout 2022.

hampered production through most of the
year, it is expected that supply constraints
will continue to ease in 2022 and that

a subsequent return to sales growth

will emerge in the coming years in

order to meet pent-up demand and
support dealers as they rebuild their
inventory levels.

Accelerated BEV penetration:

Inflation: a combination of COVID-19
related industrial capacity reduction,
rebounding demand and ongoing
supply chain disruption is leading to a
dramatic rise in energy, labour, and raw
material prices. Ocean freight rates also
increased, with scarce capacity and
port congestion.

COP 26, government incentives, In response to the challenges outlined
legislative tightening and a continued above, the business strengthened

public sentiment shift have accelerated its supply chain, maintained close
the adoption of electrification and new relationships with customers and suppliers
mobility solutions, from which and streamlined its operations. This

GKN Automotive is set to benefit from delivered strong operating results in 2021
in both its core and e-Drive businesses. and leaves the business well positioned

to benefit as the recovery continues and
achieve its margin targets.

Residual COVID-19 disruption:
pockets of local lockdowns and flare-ups
from new variants causing global supply
chain and labour challenges.

Acceleration of light vehicle electrification

Global share of 2030 light vehicle propulsion types (IHS forecasts, % share of total LV production)
® ICE & mild hybrid e PHEV e BEV/FCEV

3%
5%

2020 Actual Dec ‘20 view of 2030 Dec ‘21 view of 2030
Source: IHS light vehicle production, (Dec ‘20 & Dec '21)

COVID-19 and semiconductor shortage impacting the industry during 2021

Light vehicle production volume forecasts (IHS monthly forecasts, million vehicles)

2019 2020 2021 2021 2021 2021 2021 2021 2021 2021 2021 2021 2021 2021
(Jan) (Feb) (Mar) (Apr) (May) (Jun) (Jul) (Aug) (Sep) (Oct) (Nov) (Dec)

Month-on-month

forecast change (%) -06% -07% -02% -02% -13% -1.5% -62% -1.3% 01% 0.8%  1.2%

;g;%ji/s;z‘m vs. 134% 128% 120% 11.7% 11.4% 99% 83% 1.6% 03% 04% 1.2% | 25%
o

Source: IHS light vehicle production forecasts
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Divisional highlights

GKN Powder Metallurgy sales volume grew at more than
double the rate of growth in car production in 2021 due to
continued significant market share gains.

In 2021, adjusted® operating profits for GKN Powder Metallurgy
more than doubled despite the well-publicised supply challenges.
During 2022, the full run rate benefits from the required
restructuring projects in GKN Powder Metallurgy will materialise
giving the opportunity to realise this shareholder value.

Strong market positions
e #1 in supply of precision
powder metal parts.

® #2 in global powder metal
production.

Growth underway
e Sustainable share gains
above market.

e Momentum in higher value-add
precision components.

Margins expanding
e Restructuring largely complete
and improving business mix.

¢ Adjusted® operating margin:
2020:4.3% > 2021:9.3%
Target 14%.

Sustainable technology
e Supporting electric vehicle
expansion.

e Commercialising additive
manufacturing.

rency.

enté on pages 203 to 210.

Melrose Industries PLC Annual R

Tl

« ) GKN POWDER METALLURGY

GKN Powder Metallurgy is a global leader in both precision
powder metal parts for the automotive and industrial
sectors, and the production of metal powder, through

its prized vertically integrated business platform.

gknpm.com

Proportion of Melrose!"

Adjusted® revenue

(1) Based on adjusted?® 2021 revenue for continuing businesses.

(2) Described in the glossary to the financial statements
on pages 203 to 210.

GKN Powder Metallurgy combines
the design and production of
advanced powder metals with
innovative sintering and additive
production technologies to create
unique metal and polymer products.

The year was marked by a strong
improvement in activity levels for GKN
Powder Metallurgy across all geographies.
The pent-up demand for vehicles and other
goods in general, combined with the need
by the industry to recover from the low stock
levels maintained during the previous year,
produced very high demand during the first
quarter of the year. This high activity level
registered in the first three months was
followed by lower and more erratic demand,
primarily from the automotive industry caused
by the semiconductors supply issue. For the
full year, GKN Powder Metallurgy achieved a
revenue growth of 13% compared with the
previous year. Although revenue levels remain
below pre-pandemic levels, sales volume
growth for the business in 2021 was double
the production growth of the wider market,
highlighting the increased market share
achieved by the business.

As part of the improvement plan, the core
business has been streamlined, resulting

in the divestment in May 2021 of a non-core
low margin structural plant in the US, and the
planned Canada plant closure, which is set
to be concluded during 2022. In addition,

the closure of a Sinter Metals site in Germany
was communicated in November. Having
taken it through the initial development
phase, GKN Hydrogen, the hydrogen
storage business, was also separated into

a standalone business under direct Melrose
management at the end of the year.

Operational geographies

Countries - Global production footprint
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Revenue by market type®

1 Automotive components 26%
2 Transmission 29%
3 Engine 23%
4 Industrial 22%

Revenue by segment®

1 OneSinter 78%
2 Powder 20%
3 Additive 2%

Revenue by destination®

1 North America 41%
2 Europe 35%
3 Asiaand rest of world 24%

(1) All growth metrics are collated at constant currency.

(2) Based on existing businesses at 31 December 2021.

(3) Before capital expenditure and restructuring costs.

(4) Described in the glossary to the financial statements on
pages 203 to 210.

Furthermore, while the year was also
characterised by a significant increase in
input costs, primarily coming from the cost
of commodities, notably metal scrap, copper,
nickel and molybdenum, the pass-through
mechanisms largely protected the financial
performance. The business was also
proactive in exiting lower margin sales,
particularly on ICE platforms.

These actions have contributed to

GKN Powder Metallurgy’s very strong
performance, with adjusted operating
margins for the full year expanding to 9.3%
and adjusted operating profit up 162%. This
improvement came from the stronger activity
level, primarily during the first quarter, tight
cost management during the lower activity
months and the realisation of benefits arising
from restructuring activities initiated during
prior years.

Another year of strong cash generation saw
the business achieve a cash conversion

rate of 107%%9, reflecting the sustainable
improvements achieved in working capital.
The business made significant investment

in new technologies and continued the
development of the core business during the
year. A key focus has been the development
of the transition plan for the switch to electric
vehicles. As well as innovative solutions like
the launch of an electric pump for hybrid
transmission vehicles, the business is well
progressed in harnessing its unique powder
technologies in connection with break-through
technologies for magnets for e-motors.

Other parts of the business made good
progress as well. For Powders (Hoeganaes),
the hydride powder for hydrogen storage was
further developed and it will be a long-term
supplier to GKN Hydrogen. In Additive, the
expansion of polymers into the Michigan, US
site was initiated, as a way of increasing the
presence in the Midwest and, in particular, to
serve the global automotive manufacturers.

Outlook

Expectations are that supply chain shortages,
particularly relating to the availability of
semiconductors, will ease during the year,
supporting another year of growth in 2022

for GKN Powder Metallurgy. The business is
being proactive in its elimination of the impact
of inflationary pressures, which it expects to
be able to fully offset, and ensuring minimal
disruption from the recent unrest in Ukraine.
The recently completed reorganisation and
refocus on core products, along with the
conclusion of further ongoing activities,
positions GKN Powder Metallurgy well to
continue the margin expansion towards
reaching its 14% operating margin target

as full run rate benefits flow through and we
move towards realising value for shareholders.

»

Technology case study

GKN Powder Metallurgy’s investment in
new technologies continued throughout
2021. In Italy, the Sinter Metals Bruneck
plant launched an electric pump for hybrid
and battery electric transmission vehicles.
Having pursued research and development
leadership in oil pump componentry for car
engines and transmission lubrication over
the last few years, being an area where
traditional pumps combine a variety of
technologies to produce their components
including machined steel or machined
aluminium die casting, GKN Powder
Metallurgy has developed a fully powder
metal design that can produce all
components within an electric pump
system. This technological innovation
targets notable efficiencies and CO,
reductions driven by component precision,
as well as attractive cost benefits delivered
through manufacturing process
improvements such as cost effective
machining and more reliable quality
verification than can be achieved through
traditional methods. To convert customers
to powder metal solutions in this area

a total redesign of traditional electric

pump systems was required, promoting
increased use of GKN Powder Metallurgy’s
components within these systems.

162% increase

Adjusted® operating profit increased
by 162% and adjusted® operating
margins doubled

— Market trends

GKN Powder Metallurgy

During 2021, GKN Powder Metallurgy
continued to service its core industrial
markets, particularly within the
automotive sector where, despite
significant progress being made
towards increased consumer uptake
in electric vehicles and the product
expansion opportunities that are
expected to materialise over the
coming years, volatility in the sector
continued to weigh on shorter-term
market growth expectations.

Key trends that GKN Powder Metallurgy
continues to address are:

e Customers reducing their supplier
base and staying with the
technology leaders that can serve
their global requirements.

e Further expansion into the electrified
vehicles submarkets, driven by
automotive OEM demands for
increased manufacturing efficiency
and precision parts.

e Demand for product solutions using
additive manufacturing techniques,
supported by increasingly more
digitised manufacturing controls.

These trends are driving further new
product development at GKN Powder
Metallurgy such as components

and solutions that iterate or replace
traditional cooling and lubrication
pumps, and a powder metal-based
electric direct drive motor for an e-bike
which combines increased torque with
better efficiencies and a lower weight.
During 2021, GKN Powder Metallurgy’s
FORECAST 3D business continued its
penetration of new markets with new
polymer-based components being
produced for customers outside of

the business’s traditional core markets,
which would not have been possible
without the unique design freedom
which additive manufacturing
techniques provide.
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Other Industria

The Other Industrial division comprises (i) Ergotron and (ii) GKN Hydrogen

Having sold Brush and Nortek Control during the year,
the Other Industrial division now consists of Ergotron

and the newly formed GKN Hydrogen business.

Proportion of Melrose® Adjusted® revenue

® ° °
00000 00000 o000

Adjusted® operating profit

00 00000
H °

Operational geographies

ergotron

Ergotron is a leading designer, manufacturer and distributor of

ergonomic products for use in a variety of working, learning and
healthcare environments. Based near Minneapolis, US, Ergotron
comprises three business segments: Healthcare, Workspace and Custom.

ergotron.com

Ergotron is a leading designer, manufacturer
and distributor of ergonomic products

for use in a variety of working, learning

and healthcare environments. Based in
Minneapolis, US, Ergotron comprises three
business segments: Healthcare, Workspace,
and Custom and is respected for high quality,
professional-grade products that last.

Workspace driven by employees embracing
a more hybrid work environment even as
they return to the office.

Despite a challenging year due to global
supply chain issues and inflationary
pressures, the business successfully offset
these through price increases to maintain
strong profitability. The strong revenue growth
and margin management was reflected in the
19% increase in operating profit for the year.

Revenue growth of 15% over 2021 was
driven by continued global growth in
Healthcare of 18% and a 42% growth in

(1) All growth metrics are collated at constant currency.
(2) Based on adjusted® 2021 revenue for continuing businesses.
(3) Described in the glossary to the financial statements on pages 203 to 210.

Outlook

Ergotron expects further profitable growth

in 2022 led by continued growth in its
Healthcare segment due to market expansion
and the focus on new global geographic
territories. Additionally, Ergotron is well
positioned to capture growth in the
Workspace segment due to the expansion

of the hybrid work environment.

Technology case study

Ergotron: TRACE™ - Constant Force™

The COVID-19 pandemic has accelerated the trend towards
multiple workspaces as the new workplace reality. With the
blurring of the separation between office, home and third space,
technology has become paramount to the overall employee
experience. With this variability in working environments,
seamless workflow to accommodate individual needs and
enhanced collaboration has become ever more critical. This
has come at a time when society is placing greater focus on
individual employee health and a responsibility on employers

to support all aspects of employee wellbeing.

Ergotron’s innovative TRACE™ Monitor Mount is a hybrid of
Ergotron’s best technologies and innovations, offering users

the freedom to meet the needs of their unique workstyles and
positively impact their performance, wellbeing and satisfaction.
Ergotron’s Constant Force™ technology pairs with a linear guide
system that allows for smooth monitor adjustment and 240
degrees pan for a flexible, ergonomic set-up. In personal or
shared workspaces, users can work seated or standing, with
their monitors at a customisable height to support the ideal
posture for comfortable, healthy working. Ergotron’s proprietary
TRACE™ arm technology provides an easier and more intuitive
positioning of the display. Set apart from traditional monitor
arms, the TRACE™ Monitor Mount is designed with distinct
vertical and lateral movements to move in a straight line, tracing
the user movement along its natural path to effortlessly transition
between individual and collaborative work, always returning to
the personalised home position.

Market trends

Ergotron

Customer buying behaviour in Ergotron’s key end markets

has seen a number of shifts since the onset of the COVID-19
pandemic, the most notable and impactful for Ergotron being the
acceleration towards hybrid office working models, and increased
focus on mind, body and ergonomics to improve health and
productivity. This has propelled Ergotron’s solutions and offerings
relating to adaptable and flexible working environments, such as
innovative monitor arm technologies and solutions that create
seamless workflows and support larger multiple monitor systems,
to accommaodate variability in working environments and
encourage ease of movement, whilst enhancing employees’
ability to collaborate regardless of their physical location.

In the Healthcare segment, key trends relate to enhanced
patient-caregiver technology interactions that enable the delivery
of both increased caregiver comfort and high quality patient care,
by offering health and wellness benefits that increase productivity
and service efficiency, and improve physical risk mitigation within
a variety of care settings. Ergotron continues to respond to these
trends predominantly through continually innovating its medical
carts solutions, which remain agile in their design to support a
variety of care settings including nurse stations, mobile clinical
delivery, home environments and virtual delivery.

Ergotron is running efficiently, making 25% adjusted®
operating margins.

GKN Hydrogen has been separated
from GKN Powder Metallurgy and
launched as a standalone business,
focusing on commercialising
propriety metal hydride technology
to store hydrogen in a safe, compact
and green manner.

gknhydrogen.com

GKN Hydrogen offers a state-of-the-art metal hydride storage
solution that was initially developed under the umbrella of the
GKN Powder Metallurgy business. It harnessed the business’s
unique and industry leading knowledge of powder technology
to create the most reliable and secure hydrogen storage solution
currently available today. The robust system stores hydrogen
compactly and safely in proprietary metal hydrides and it can be
used in a wide range of industrial and commercial applications.

Having produced and tested pilot systems during 2021, the
business has been separated into a standalone business within
the Melrose Group in order to maximise the growth opportunity.
GKN Hydrogen will now move into the commercialisation phase
with increased focus in 2022 and beyond.

000

Market trends

GKN Hydrogen

® Overall energy demand set to increase by 50% by 2050
and renewables must contribute 80% of this growth to
meet emissions regulations.

* Renewable energy generation fluctuates and does not
always meet demand, so energy storage is required —
green hydrogen is the answer as it is 100% emission free.

e Forecasts of over US$600 billion infrastructure investment
in hydrogen storage globally by 2050.

e GKN Hydrogen'’s storage technology addresses all
requirements — safest, 100% recyclable, compact and long life.
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Key performance indicators

Measuring our
performance

Adjusted® diluted
earnings per share®
19 I 11.0p

20 M (0.6)p
21

In order to support the Group’s strategy and to monitor performance, the Board
uses a number of financial and non-financial key performance indicators (“KPIs”).
Additional business-level KPls are also used, which are relevant to their particular circumstances.

Further detail on these KPIs is disclosed in the glossary to the financial statements and further
information regarding the performance of the Group against its financial KPls is included in the

Finance Director’s review.

Method of calculation

Group adjusted profit after tax of continuing
businesses, attributable to owners of the parent,
for the year ended 31 December 2021, divided by
the weighted average number of diluted ordinary
shares in issue.

Strategic objective

To create consistent and long-term value
for shareholders.

Adjusted free cash
generation®

19 I £591m
20 I £628m
21

Total cash generated from trading after all costs,
excluding restructuring and one-off payments to
defined benefit pension schemes.

To ensure subsidiary businesses are suitably
cash-generative in order to have adequate
cash reserves for the effective running of the
Group and for significant capital investment
where required.

Net debt™ reduction

19 I 8%
20 [ 13%
21

Reduction in net debt in the year as a percentage of
opening net debt.

To ensure that the Group has suitable
amounts of net debt and remains within
its banking covenants.

Adjusted™ profit conversion
(pre-capex) to cash percentage®

19 I 104%
20 I 193%
21

Percentage of adjusted” EBITDA® conversion to cash,
as shown in the glossary to the financial statements,
for continuing businesses in existence during the year
ended 31 December 2021 pre-capital expenditure.

To ensure subsidiary businesses are suitably
cash-generative in order to have adequate
cash reserves for the effective running of the
Group and for significant capital investment
where required.

Adjusted" operating
profit®
19 I £896m

20 I £141m
21

Adjusted operating profit for the continuing
businesses in existence during the year ended
31 December 2021.

To improve profitability of Group operations.

Net debt to adjusted” EBITDA?

19 I 2.25x
20 I 4.1
21

Net debt to adjusted” EBITDA® — net debt at average
exchange rates divided by adjusted® EBITDA®
further adjusted to reflect covenant requirements,

for continuing businesses at each year end.

To ensure the Group has suitable amounts
of debt and remains within its banking
covenants.

Adjusted® operating
profit margin®
19 I 9.0%

20 [ 1.8%
21

Adjusted™ operating profit as a percentage of
adjusted™ revenue, for the continuing businesses

in existence during the year ended 31 December 2021.

To improve profitability of Group operations.

Interest cover

19 I 10.8x
20 [ 5.1
21

Adjusted™ EBITDA® further adjusted to reflect
covenant requirements of all businesses as a multiple
of net interest payable on bank loans and overdrafts
for the Group during each year.

To ensure the Group has sufficient
profitability to meet the interest cost of debt
and remains within its banking covenants.

Final dividend per
share

19 0.00p
20 I 0.75p
21

Amount declared as payable by way of dividends in
terms of pence per share.

To operate a progressive dividend policy
whenever the financial position of the
Company, in the opinion of the Board,
justifies the payment.

For discussions on the dividend, please refer
to the Chairman’s statement on pages 8 to 9.

(1) Described in the glossary to the financial statements on pages 203 to 210.
(2) Operating profit before depreciation of property, plant and equipment and amortisation of computer software and development costs.
(3) Data has been restated for discontinued operations in 2019 and 2020.

Non-financial KPIs

Health and safety

In line with the Melrose decentralised model, our
businesses are each responsible for implementing
and maintaining health and safety excellence
across their respective operations. To provide
visibility and oversight for the Board, information

is collated quarterly on three key performance
indicators — Major Accident Frequency, Lost Time
Accident Frequency, and Accident Severity

(each as defined below) — for each business and
covering all of their sites. A variety of additional
health and safety KPIs are used by the businesses
owned by the Group from time to time, which are
specific to the exact nature of the business and its
associated risks. Although responsibility for health
and safety rests with the business units, in the
unfortunate circumstance of a very serious
incident, the Melrose senior management team
will engage directly with the relevant business

unit executive team and report any actions taken
directly to the Board.

Method of calculation

All Melrose Group businesses report the same
three KPI metrics for health and safety. Given the
expansion and diversified nature of the Group,
weightings have been applied to each division’s
reported health and safety performance according
to the size of its workforce relative to that of

the other divisions within the Group. Therefore,
the larger the workforce, the more heavily such
division’s health and safety performance drives
the Group-wide performance figures.

Strategic objective
The Company has an objective to stop all
preventable accidents.

Performance®”
The Group’s current businesses measure three
key health and safety KPlIs:

Major Accident Frequency Rate O O 4

19 I— 0.28
20 I 0.19
21 1 0.04

Records the average number of lost time accidents that
have resulted in more than three days off work (defined

as ‘major’ accidents), per 200,000 hours worked.
Lost Time Accident

Frequency Rate O . 06

19 I 0.43
20— 0.30
‘21 I 0.06

Records the number of lost time accidents,
both major and minor, per 200,000 hours worked.

Accident Severity Rate

30.17

19 I 19.15
20 I—— 20.39
21 I 30.17

Records the average number of days an employee
takes off work following an accident at work.

(1) Data has been restated for 2019.

The GKN Aerospace site in Papendrecht, the
Netherlands, sadly suffered a tragic fatality in 2021.
A thorough internal investigation was immediately
conducted by the GKN Aerospace executive team
and overseen by the Melrose senior management
team, with regular reporting to the Board. This
triggered a wholesale review of the GKN Aerospace
group safety standards across the business. This
review included risk assessment processes, and
the underlying reporting and oversight systems and
documentation which support the implementation
and ongoing monitoring of GKN Aerospace’s
safety standards, operating procedures and safety
systems, both at site and GKN Aerospace group
level. The Dutch authorities are conducting their
own investigation, in which the business is fully
cooperating, and which remained ongoing as at
the time of writing.

The Group’s Major Accident Frequency rate and
Lost Time Accident Frequency rate has decreased
year-on-year for the GKN businesses. Specific
incidents at GKN Aerospace, GKN Powder
Metallurgy and Ergotron resulted in an increase in
Accident Severity Rate compared to 2020, which
has led to significantly increased focus from each of
the businesses in order to drive improvement. Each
incident was promptly and fully investigated, and
although no systemic issues were identified, each
business responded to their respective incidents
with robust measures to increase health and
safety awareness within specific and similar areas
relevant to those incidents, to reinforce the correct
policies and procedures, and to review the relevant
working environments for continuous improvement
actions where necessary. The Group’s trajectory
of longer-term improvement continues, and our
businesses continue to uphold and further develop
high standards of health and safety performance.
The general trend of improvement reflects the
continued investment in health and safety initiatives
across all businesses and highlights continual
improvement in the GKN businesses since they
were acquired in 2018.

At the Board’s request, external health and safety
compliance experts are engaged through the
Group’s insurance brokers to review the health
and safety audit function for each GKN business,
with a focus on verifying its operation and where
relevant to recommend continuous improvements
as they evolve. This review programme uses a
combination of remote and physical site visits and
regular discussions with the health and safety
leads at each of the GKN businesses to provide
assurance of the robustness of health and safety
systems that operate within the Group’s larger and
most complex businesses. Recommendations
are fed back to the Melrose senior management
team for oversight and challenge as required, and
to the relevant business executive team to manage
their implementation, as part of overall continuous
improvement measures.

During 2021, the Group’s insurance brokers
continued to work with each of the GKN
businesses to review and implement the
recommendations resulting from their initial
review of their health and safety functions and

as recommendations were being implemented
within the businesses, to provide assurance that
improvements were being implemented as required
and to provide further iterative recommendations
to maintain strong health and safety practices

as they evolve. Recent feedback has confirmed
that each relevant business is operating to an
acceptable standard, with further alignment with
recommendations being evident and built upon,
and a continued strong commitment to health
and safety from each of the GKN businesses
both centrally and at site level.

In parallel with existing business unit-led
initiatives, the Group’s insurance brokers in

the US continue to conduct independent
health and safety compliance reviews across
the GKN businesses’ US-based operations.
Some site visits recommenced in 2021 but
were limited due to prolonged pandemic travel
restrictions. This review continues to focus

on potential major and serious injuries and
occupational health exposures, and further site
visits are hoped to recommence in 2022 as this
becomes practicable.

During 2021, each business in the Group
maintained measures and protocols to address
the risks of a COVID-19 outbreak within the
workplace, and to support their employees in
line with national guidelines.

Environment and energy usage

Method of calculation

Due to the decentralised nature of the Group
and differing operations of businesses which
the Company may acquire, there are no
standardised environmental KPIs used
throughout the Group. Businesses provide data
for relevant environmental indicators, including
energy consumption, CO, emissions, water
withdrawal, waste disposal, solid waste
generation, and recycling. We have used the
UK Government Environmental Reporting
Guidelines including the UK’s Streamlined
Energy and Carbon Reporting requirements
and the GHG Protocol Corporate Accounting
and Reporting Standard (revised edition), and
data has been gathered in accordance with our
GHG reporting procedure.

Strategic objective

Melrose fully understands the importance of
the Group’s environmental responsibilities and
is committed to encouraging its businesses to
make efficiency improvements where possible
and to run their operations with a minimum
possible adverse effect on the environment.

Performance

Information in relation to the various
environmental initiatives undertaken by the
Group’s businesses during 2021 can be found
within the Sustainability report on pages 54 to
77. The Group is required to disclose its
Greenhouse gas emissions and certain energy
use data for the year ended 31 December 2021.
Such data can be found within the Sustainability
report on pages 76 to 77.

Other non-financial KPIs

Due to the diverse nature of the Group, each
business acquired by the Group uses a range
of its own specific non-financial KPIs, which are
used to drive business performance and assist
in managing risk. This helps to ensure that the
KPls used are relevant to each business and
take into account specific operational and
reporting requirements. Such KPls cover
operational, quality, commercial and human
resource measures. Further information
regarding some of the Group’s recent initiatives
in these areas can be found within the
Sustainability report on pages 54 to 77.
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During the year the Group successfully disposed of the Nortek Air Management
division and the Brush and Nortek Control businesses from within the

Other Industrial division. Together, these businesses contributed ¢.20%

of adjusted revenue in the previous year and are shown as discontinued
operations throughout these Consolidated Financial Statements.

The results of the continuing businesses
in the Group show substantial
improvement this year over last year,

as the benefits of restructuring actions
are increasingly coming through.

Melrose Group results — continuing operations
Statutory results:

The statutory IFRS results are shown on the face of the Income
Statement and show revenue of £6,883 million (2020: £7,132 million),
an operating loss of £451 million (2020: £487 million) and a loss before
tax of £618 million (2020: £679 million). The diluted earnings per share
(“EPS”), calculated using the weighted average number of shares in
issue during the year of 4,695 million (2020: 4,858 million), were a loss
of 9.6 pence (2020: loss of 11.7 pence).

Adjusted results:

The adjusted results are also shown on the face of the Income
Statement. They are adjusted to include the Group’s share of revenue
and operating profit from certain investments in which the Group does
not hold full control, equity accounted investments (“‘EAIs”), and to
exclude 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. It is the Group’s accounting policy to exclude these
itemns from the adjusted results, which are used as an Alternative
Performance Measure (“APM”) as described by the European
Securities and Markets Authority (‘ESMA”). APMs used by the Group
are defined in the glossary to the Consolidated Financial Statements.

The Melrose Board considers the adjusted results to be an important
measure used to monitor how the businesses are performing as they
achieve consistency and comparability between reporting periods
when all businesses are held for the complete reporting period.

The adjusted results for the year ended 31 December 2021 show
revenue of £7,496 million (2020: £7,723 million), an operating profit of
£375 million (2020: £141 million) and a profit before tax of £252 million
(2020: loss of £41 million). Adjusted diluted EPS, calculated using the
weighted average number of shares in issue in the year of 4,695 million
(2020: 4,858 million), were 4.1 pence (2020: a loss of 0.6 pence).

Tables summarising the statutory results and adjusted results by
reportable segment are shown later in this review.

Reconciliation of statutory results to adjusted results
The following tables reconcile the Group statutory revenue and statutory
operating loss to adjusted revenue and adjusted operating profit:

Statutory revenue 6,883 7,132
Adjusting item:

Revenue from equity accounted investments (“EAIls”) 613 591
Adjusted revenue 7,496 7,723

Adjusting item:

Adjusted revenue includes revenue from EAIs, the largest of which is a
50% interest in Shanghai GKN HUAYU Driveline Systems Co Limited
(“SDS”), within the Automotive segment. During the year ended 31
December 2021, EAIs in the Group generated £613 million of revenue
(2020: £591 million), which is not included in the statutory results but

is shown within adjusted revenue so as not to distort the operating
margins reported in the businesses when the adjusted operating profit
from these EAIs is included.

Statutory operating loss (451) (487)
Adjusting items:
Amortisation of intangible assets acquired in business

combinations 452 472
Restructuring costs 269 221

Currency movements in derivatives and movements in

associated financial assets and liabilities 114 (182)
Net release of fair value items (49) (115)
Other 40 48
Write down of assets - 184
Adjustments to statutory operating loss 826 628
Adjusted operating profit 375 141

Adjusting items to statutory operating loss in the year are consistent
with prior years and include:

The amortisation charge on intangible assets acquired in business
combinations of £452 million (2020: £472 million), which is excluded from
adjusted results due to its non-trading nature and to enable comparison
with companies that grow organically. However, where intangible assets
are trading in nature, such as computer software and development
costs, the amortisation is not excluded from adjusted results.

Costs associated with restructuring projects in the year totalling
£269 million (2020: £221 million), including a write down of assets in
affected sites of £112 million (2020: £20 million). These are shown as
adjusting items due to their size and non-trading nature and during
the year ended 31 December 2021 these included:

e A charge of £92 million (2020: £110 million) within the Aerospace
division, primarily relating to the commencement of significant
multi-year restructuring projects, necessary for the business to
achieve its full potential target operating margins. These included
the initial stages of European footprint consolidations in both the
Civil and Engines businesses, which commenced in the first half
of the year, and significant restructuring programmes in North
America, across all three Aerospace sub-segments, which
commenced in the second half.

e A charge of £147 million (2020: £60 million) within the Automotive
division, primarily relating to two significant footprint consolidation
actions in Europe, which significantly progressed during the year,
along with costs incurred on multiple worldwide restructuring
projects as the business accelerates its efforts to position its cost
base during 2022 at a level that will allow the business to achieve
target operating margins when supply constraints ease.

A charge of £18 million (2020: £48 million) within the Powder
Metallurgy division, relating to multiple restructuring projects
underway that will set the business’ cost base during 2022 at a
level such that target operating margins can be achieved when
supply constraints ease.

e A net charge of £12 million (2020: £3 million) within the Other
Industrial and Corporate divisions which includes the non-cash
accounting loss resulting from actions taken in the year to secure
and buy-out pensioner members from the GKN UK 2016 Pension
Plan with Aviva or Rothesay, as described in the pensions and
post-employment obligations section of this review.

Where hedge accounting is not applied, movements in the fair value
of derivative financial instruments (primarily forward foreign currency
exchange contracts), along with foreign exchange movements on
the associated financial assets and liabilities, entered into within the
businesses to mitigate the potential volatility of future cash flows on
long-term foreign currency customer and supplier contracts. This
totalled a charge of £114 million (2020: credit of £182 million) in the
year and is shown as an adjusting item because of its volatility

and size.

The net release of fair value items in the year of £49 million (2020:
£115 million) where items have been resolved for more favourable
amounts than first anticipated. During the year this included a net
release of £22 million in respect of loss-making contract provisions
held within the GKN businesses, where either contractual terms
have been renegotiated with the relevant customer or operational
efficiencies have been identified and demonstrated for a sustained
period. The net release of fair value items is shown as an adjusting
item, avoiding positively distorting adjusted results.

Other adjusting items of £40 million (2020: £48 million), which included
items consistent with prior years, the largest of which is an adjustment
of £28 million (2020: £30 million) to gross up the post-tax profits of
EAls to be consistent with the adjusted operating profits of
subsidiaries within the Group.

In the prior year, a write down of assets of £184 million, which was
recognised as a result of the impact of COVID-19, of which £133
million was within the Aerospace division. This was shown as an
adjusting item because of the unprecedented nature of the COVID-19
pandemic, along with its non-trading nature and size.
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Statutory and adjusted results by reporting segment

The following table shows continuing revenue split by reporting segment, including EAIs for adjusted revenue.

Statutory revenue 2,538 3,164 948 233 6,883
Reconciling item:

Revenue from EAls 5 581 27 - 613
Adjusted revenue 2,543 3,745 975 233 7,496

The following table shows operating (loss)/profit split by reporting segment. Adjusting items are described earlier in this review.

Statutory operating (loss)/profit (196) (131) 40 35 (199) (451)
Reconciling item:

Adjusting items 308 303 51 16 148 826
Adjusted operating profit/(loss) 112 172 91 51 (51) 375

The performances of each of the reporting segments are discussed in the Chief Executive’s Review. The adjusted operating loss in the corporate
cost centre of £51 million (2020: £46 million) included £34 million (2020: £34 million) of operating costs and £17 million
(2020: £12 million) of costs relating to divisional cash-based long-term incentive plans.

Finance costs and income - continuing operations

Total net finance costs shown in the statutory IFRS results in the year
ended 31 December 2021 were £167 million (2020: £192 million), of
which £125 million (2020: £182 million) are shown within the adjusted
results and £42 million (2020: £10 million) treated as adjusting items.

Adjusted results:

Net interest on external bank loans, bonds, overdrafts and cash
balances was £91 million (2020: £133 million). The Group uses interest
rate swaps to fix the majority of the interest rate exposure on its drawn
debt. More detail on these swaps is given in the finance cost risk
management section of this review.

Net finance costs in adjusted results also included: a £10 million (2020:
£12 million) amortisation charge relating to the arrangement costs of
raising the Group’s current bank facility; an interest charge on net
pension liabilities of £8 million (2020: £19 million); a charge on lease
liabilities of £14 million (2020: £16 million); and a charge for the unwind
of discounting on long-term provisions of £2 million (2020: £2 million).
Adjusting items:

Adjusting items, within finance costs and income, include: a charge

of £45 million (2020: £nil), relating to the early settlement of certain
interest rate swap instruments that were no longer needed following
the disposals of the Nortek Air Management and Brush businesses;
and a credit of £3 million (2020: charge of £2 million) relating to the fair
value changes on cross-currency swaps. Both are shown as adjusting
items because of their volatility and non-trading nature.

In the prior year, adjusting items within finance costs and income
included a charge of £8 million relating to costs incurred renegotiating
the Group’s financial covenants with its banking facility syndicate in
response to the impact of COVID-19.

In addition, a credit of £2 million (2020: £nil), not included in the statutory
net finance costs, is included in adjusted results, relating to the gross up
of post-tax profits of EAIs to be consistent with the finance costs and
income of other subsidiaries within the Group. This results in net
adjusted finance costs for the year of £123 million (2020: £182 million).

Discontinued operations

Discontinued operations include: Nortek Air Management sold to
Madison Industries LLC on 22 June 2021 for gross proceeds of
£2.6 billion; the Brush business disposed on 18 June 2021 for cash
consideration of £0.1 billion; and Nortek Control on 4 October 2021
for £0.2 billion.

The net proceeds associated with the disposal of Nortek Air
Management and Nortek Control, plus more than £800 million of
cash generated by the Nortek businesses since acquisition and the
retention of the Ergotron business in the Group, means the Group

is well placed to achieve the target of doubling shareholders’
investment on the Nortek acquisition.

The disposal of Brush, the final business to be sold from the FKI
acquisition in 2008, concluded another highly successful investment
for Melrose shareholders, providing a 2.6x return on Shareholders’
initial equity, equivalent to an IRR of 29%.

Discontinued businesses contributed £884 million to revenue and
achieved statutory operating profit of £5 million for the period of the
year under ownership (2020: revenue of £1,782 million and statutory
operating profit of £149 million), before contributing a net £1.3 billion
profit on disposal in the year.

Return of capital and number of shares in issue

In line with the Group’s strategy, following the disposal of Nortek Air
Management and Brush, a return of £729 million in cash to
Shareholders, equivalent to 15 pence per Existing Ordinary Share, was
made on 31 August 2021 via a redeemable share scheme alongside

a 9 for 10 share consolidation. This reduced the number of ordinary
shares in issue by 10%, from 4,858 million to 4,372 million.

The weighted average number of shares used for earnings per share
in calculations in 2021 is 4,695 million.

Tax — continuing operations

The statutory results show a tax credit of £172 million (2020: credit of
£114 million) which arises on a statutory loss before tax on continuing
operations of £618 million (2020: loss of £679 million), a statutory tax
rate of 28% (2020: 17%).

The effective rate on the adjusted profit before tax for the year ended
31 December 2021 was 22%.

The statutory tax rate is higher than the adjusted tax rate because the
statutory tax credit includes exceptional tax credits of £108 million
(2020: £nil) relating to the recognition of Dutch losses that will give
future tax savings as a result of a change in law, partially offset by
exceptional tax charges of £70 million (2020: £nil) in respect of the
extraction of the US Powder Metallurgy companies from the
Automotive tax group.

The Group has £792 million (31 December 2020: £810 million) of
deferred tax assets on tax losses, retirement benefit obligations and
other timing differences. These are offset by deferred tax liabilities on
intangible assets of £993 million (31 December 2020: £1,161 million)
and £163 million (31 December 2020: £201 million) of other deferred
tax liabilities. Most of the tax losses and other deferred tax assets will
generate future cash tax savings, whereas the deferred tax liabilities on
intangible assets are not expected to give rise to cash tax payments.

Net cash tax paid in the year ended 31 December 2021 was
£65 million (2020: £14 million), 26% of adjusted profit before tax.

Cash generation and management

Robust cash management initiatives continue to be run by all
businesses in the Group and resulted in a free cash inflow in the year of
£125 million (2020: £456 million) of which £53 million (2020: £252 million)
was in discontinued operations, with each of the continuing businesses
more than self-funding all costs, including substantial restructuring
spend. Adjusted free cash flow, shown before restructuring cash spend,
was £323 million (2020: £628 million).

An analysis of the adjusted free cash flow is shown in the table below:

Adjusted operating profit 375 141

Adjusted operating profit from EAls (66) 62)
Depreciation and amortisation 425 442
Lease obligation payments (54) (63)
Positive non-cash impact from loss-making contracts 48) (58)
Working capital movements 62 371

Adjusted operating cash flow (pre-capex) 694 7

Net capital expenditure (225) (265)
Net interest and net tax paid (205) (171)
Defined benefit pension contributions — ongoing (54) (107)
Restructuring (193) (161)
Dividend income from equity accounted investments 52 54
Net other 3 83
Cash flows from operations discontinued in the year,

after all costs” 53 252
Free cash flow 125 456
Adjusted free cash flow 323 628

(1) includes £5 million (2020: £11 million) of restructuring spend.

Net working capital in the continuing businesses was reduced by
£62 million in the year (2020: £371 million), despite Group revenue
growing by 2% in the year, at constant currency. Working capital as
a percentage of sales, within the remaining GKN businesses, has
reduced from 5% at the GKN acquisition date to 3% at 31 December
2021, illustrating the strong cash generation achieved during Melrose
ownership.

Net capital expenditure in the year was £225 million (2020:
£265 million), representing 0.6x (2020: 0.7x) depreciation of
owned assets.

Net interest paid in the year was £140 million (2020: £157 million),
net tax payments were £65 million (2020: £14 million) and ongoing
contributions to defined benefit pension schemes were £54 million
(2020: £107 million). These included £30 million (2020: £60 million)
paid into the GKN UK pension plans, reduced because the funding
commitment made by the Group, when GKN was acquired in 2018,
has been delivered ahead of schedule. The GKN UK pension
schemes are now in surplus helped by £1 in every £3 of free cash
flow since acquisition being paid into the Group’s pension schemes.

The movement in net debt (as defined in the glossary to the
Consolidated Financial Statements) is summarised as follows:

At 1 January (2,847) (3,283)
Non-trading items and discontinued operations:

Net cash flow from acquisition and disposal related activities 2,536 11
Dividends paid to Melrose shareholders (69) -
Return of Capital (729) -
Foreign exchange and other non-cash movements® 34 9)
Cash flow from non-trading items and discontinued

operations 1,772 (20)
Free cash flow 125 456
At 31 December at closing exchange rates (950) (2,847)

At 31 December at 12 month average exchange rates (947) (2,953)

(1) the prior period includes £7 million of cash outflows from operations discontinued last year.

Group net debt at 31 December 2021, translated at closing exchange
rates (being US $1.35 and €1.19), was £950 million (31 December
2020: £2,847 million, translated at closing exchange rates at

31 December 2020).

The significant reduction in net debt during the year consisted of a free
cash inflow of £125 million and substantial inflows primarily relating to
the disposals of Nortek Air Management, Nortek Control and Brush,
together totalling £2,536 million. In addition, payments to shareholders
included dividends of £69 million and a Return of Capital of

£729 million (discussed earlier in this review). There was a £34 million
reduction to net debt in respect of foreign exchange and other
non-cash movements.

The net debt at the acquisition of GKN, of £3.4 billion, has been fully
repaid within four years, save cash returned to shareholders over the
period as dividends or capital returns.

For bank covenant purposes the Group’s net debt is calculated at
average exchange rates for the previous twelve months, to better align
the calculation with the currency rates used to calculate profits, and
was £947 million (31 December 2020: £2,953 million, translated at
twelve month average exchange rates for 2020).

The Group net debt leverage on this basis at 31 December 2021 was
1.3x EBITDA (31 December 2020: 4.1x EBITDA), transforming the
Balance Sheet from last year’s leverage, to be more conservative.

Assets and liabilities
The summarised Melrose Group assets and liabilities are shown below:

Goodwill and intangible assets acquired

with business combinations 7,043 8,790
Tangible fixed assets, computer software

and development costs 2,875 3,541

Equity accounted investments 429 430
Net working capital 159 346
Net retirement benefit obligations (461) (838)
Provisions (701) (1,021)
Deferred tax and current tax (495) (717)
Lease obligations (376) (555)
Net other 17 (19
Total 8,490 9,957
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These assets and liabilities are funded by:

The following table details the movement in provisions in the year:

Net debt (950)  (2,847) At 1 January 2021 1,021
Equity (7,540) (7,110) Spend against provisions (278)
Total (8,490) (9,957) Net charge to adjusted operating profit 72

Net charge shown as adjusting items 96
Net debt shown in the table above is defined in the glossary to the Release of loss-making contract provision to adjusting items 22)
Consolidated Financial Statements and is consistent with the banking | utiiisation of loss-making contract provision “8)
facility covenant testing definition. Disposals 118)
Goodwill, intangible assets and impairment review Other (including foreign exchange) (22)
The total value of goodwill as at 31 December 2021 was At 31 December 2021 701

£2,850 million (81 December 2020: £3,640 million) and intangible
assets acquired with business combinations was £4,193 million

(31 December 2020: £5,150 million). These items are split by reporting
segment as follows:

Goodwill 933 1,001 507 409 2,850

Intangible assets

acquired with

business

combinations 2,542 979 559 113 4193

Total goodwill
and acquired

intangible assets 3,475 1,980 1,066 522 7,043

The Group’s goodwill and intangible assets have been tested for
impairment, and in accordance with IAS 36 “Impairment of assets”
the recoverable amount has been assessed as being the higher of
the fair value less costs to sell and the value in use.

Under IAS 36, the value in use basis for calculating the recoverable
amount prohibits the inclusion of future uncommitted restructuring
plans, whilst the fair value less costs to sell basis of valuation allows
the inclusion of these plans if it is deemed that a market participant
would also restructure.

With the future benefits of restructuring projects currently forming a
material part of valuations for certain businesses within the Group, the
fair value less costs to sell basis gives the higher valuation at this point
in time for the GKN group of cash generating units, and therefore in
accordance with IAS 36, has been used in assessing the recoverable
amount for these businesses.

The Board is comfortable that no impairment is required in respect of
the valuation of goodwill and intangible assets in its businesses as at
31 December 2021.

Provisions

Total provisions at 31 December 2021 were £701 million

(81 December 2020: £1,021 million), which included: £222 million for
warranty (31 December 2020: £330 million); £167 million for loss-
making contracts (31 December 2020: £241 million); £135 million for
environmental and litigation issues (31 December 2020: £191 million);
£81 million for restructuring (31 December 2020: £147 million); and
other provisions of £96 million (31 December 2020: £112 million).

Spend against provisions in the year, of £278 million, included
£167 million of cash spent on restructuring activities.

The net charge to adjusted operating profit in the year of £72 million is
primarily in respect of ongoing warranty and workers’ compensation
charges which are closely matched by similar cash payments in the
year.

The net charge shown as adjusting items in the Income Statement

of £96 million primarily includes costs associated with restructuring
actions of £124 million, discussed within the adjusting items section of
this review, net of a release, mainly relating to fair value items settled
for an amount more favourable than first anticipated.

The utilisation of the loss-making contract provision was £48 million
in the year (31 December 2020: £59 million). Furthermore, £22 million,
approximately 13%, of the remaining loss-making contract provision
was released as an adjusting item in the year, either because
contracts have been favourably resolved following positive
negotiations with customers or because operational efficiencies have
been demonstrated for a sustained period of time. At 31 December
2021 the loss-making contract provision was £167 million,
approximately 70% lower than when GKN was acquired in 2018.

Movement in provisions in the year also included foreign exchange
movements of £21 million and the unwind of discounting on certain
provisions of £1 million. These are shown in the Other category in the
table above.

Pensions and post-employment obligations

Melrose operates a number of defined benefit pension schemes and
retiree medical plans across the Group, accounted for using IAS

19 Revised: “Employee Benefits”.

The values of the Group plans were updated at 31 December 2021 by
independent actuaries to reflect the latest key assumptions and are
summarised as follows:

GKN UK Group pension schemes

(Numbers 1 —4) 2,754 (2,575) 179
Other Group pension schemes 256 (896) (640)
Total Group pension schemes 3,010 (3,471) 461)

The most significant pension plans remaining in the Group are the GKN
UK Group Pension Schemes (Numbers 1 —4), two of which are
allocated to the Aerospace division and two to the Automotive division.
At 31 December 2021 in total these four pension plans had aggregate
gross assets of £2,754 million (31 December 2020: £2,556 million),
gross liabilities of £2,575 million (31 December 2020: £2,755 million) and
a net surplus of £179 million (31 December 2020: net deficit of

£199 million), split 60% of the surplus held within Aerospace and 40%
within Automotive. These GKN schemes are closed to new members
and to the accrual of future benefits for current members.

The largest deficits within the other pension schemes in the Group
relate to German GKN pension plans which provide benefits
dependent on final salary and service, and which are generally
unfunded and closed to new members. At 31 December 2021
these plans had a net deficit of £530 million (31 December 2020:
£559 million).

During the year, £53 million of net surplus on pension schemes were
transferred with businesses on disposal. In addition, a successful
buy-out of pensioner liabilities of the GKN UK 2016 Pension Plan was
performed, resulting in ¢.8,000 pensioners benefits being secured
with Aviva or Rothesay. Prior to the completion of the buy-out
process, the remaining 2,659 deferred members, along with the
resulting net surplus of £43 million, of the GKN UK 2016 Pension Plan
were transferred to a ring-fenced section of the GKN Group Pension
Scheme Number 2.

The Group’s funding commitment of the GKN UK Group Pension
Schemes, made when GKN was acquired in 2018, has been delivered
ahead of schedule following an agreed contribution of £34 million after
the disposal of Nortek Air Management. The ongoing contributions to
these defined benefit pension schemes have now halved to

£30 million per annum, with no further requirement to contribute
amounts following disposals of businesses.

In total, ongoing contributions to the Group defined benefit pension
plans and post-employment medical plans in the year ended

31 December 2021 were £54 million and are expected to be at a
similar level in 2022.

A summary of the assumptions used are shown in the Financial
Statements. It is noted that a 0.1 percentage point decrease in the
discount rate would increase the retirement benefit accounting
liabilities of the Group, on an IAS 19 basis, by £61 million, or 2%, and a
0.1 percentage point increase to inflation would increase the liabilities
by £41 million, or 1%. Furthermore, an increase by one year in the
expected life of a 65 year old member would increase the pension
liabilities on these plans by £175 million, or 5%.

Financial risk management

The financial risks the Group faces continue to be considered and
policies are implemented to appropriately deal with each risk. The
most significant financial risks are considered to be liquidity risk,
finance cost risk, exchange rate risk, contract and warranty risk and
commodity cost risk.

These are discussed in turn below.

Liquidity risk management
The Group’s net debt position at 31 December 2021 was £950 million
(31 December 2020: £2,847 million).

In December 2021, the Group extended the maturity date of both its
term loan and revolving credit facility to 30 June 2024. Subsequent to
this extension, in December 2021 the term loan was partly prepaid by
£70 million and US$172 million. Consequently, the Group’s committed
bank funding includes a multi-currency denominated term loan of
£30 million (31 December 2020: £100 million) and US$788 million

(31 December 2020: US$960 million) and a multi-currency
denominated revolving credit facility of £1.1 billion, US$2.0 billion and
€0.5 billion. Loans drawn under this facility are guaranteed by Melrose
Industries PLC and certain of its subsidiaries, but there is no security
over any of the Group’s assets in respect of this facility.

At 31 December 2021, the term loan was fully drawn and there were no
amounts drawn on the multi-currency revolving credit facility. Applying
the exchange rates at 31 December 2021, the headroom equated to
£3.0 billion. There are also a number of uncommitted overdraft,
guarantee and borrowing facilities made available to the Group.

In addition to the headroom on the multi-currency committed
revolving credit facility, cash, deposits and marketable securities, net
of overdrafts, in the Group amounted to £468 million at 31 December
2021 (31 December 2020: £160 million).

The Group also holds capital market borrowings as at 31 December
2021 consisting of:

September 2022 450 5.375% US$373 5.70%
€284 3.87%
May 2032 300 4.625% n/a n/a

The committed bank funding has two financial covenants, being a net
debt to adjusted EBITDA covenant and an interest cover covenant, both
of which are tested half-yearly in June and December.

The net debt to adjusted EBITDA covenant test level is set at 4.25x at
31 December 2021; 4.0x at 30 June 2022; 3.75x at 31 December 2022;
and 3.5x at 30 June 2023 and onwards. At 31 December 2021 the
Group net debt leverage was 1.3, affording comfortable headroom.

The interest cover test is set at 3.0x at 31 December 2021; 3.25x at 30
June 2022; and 4.0x from 31 December 2022 onwards. At

31 December 2021 the Group interest cover was 5.9x, again showing
comfortable headroom compared to the covenant test.

Alimited number of Group trade receivables are subject to non-
recourse factoring and customer supply chain finance arrangements.
As at 31 December 2021, these amounted to £310 million

(31 December 2020: £314 million) and as a result there was a net cash
reduction in the year of £4 million (2020: benefit of £60 million).

In addition, some suppliers have access to utilise the Group’s supplier
finance programmes, which are provided by a number of the Group’s
banks. As at 31 December 2021 there were drawings on these facilities
of £102 million (831 December 2020: £62 million). There is no cost to the
Group for providing these programmes as the cost is borne by the
suppliers. These programmes allow suppliers to choose whether they
want to accelerate the payment of their invoices by the financing banks,
at a low interest cost, based on the credit rating of the Group as
determined by the financing banks. If the Group exited these
arrangements or the banks ceased to fund the programmes there
could be a potential impact of approximately £60 million (31 December
2020: approximately £30 million) on the Group’s cash flows. The risk

of this happening is considered low as the Group has extended the
number of banks that provide this type of financing to ensure there is
not a significant exposure to any one bank.

Finance cost risk management

The policy of the Board is to fix approximately 70% of the interest

rate exposure of the Group. Following the disposals of Nortek Air
Management, Nortek Control and Brush, the Group’s net debt reduced
significantly and, to maintain the policy of fixing approximately 70% of
the Group’s interest rate exposure, several of the interest rate swaps
were cancelled at a cash cost of £47 million.

The bank margin on the bank facility depends on the Group leverage,
which reduced following the disposals completed in the year. Following
the extension of the bank facility in December 2021, the bank margins
were as follows:

0.75% 0.75%
Term Loan 0.75% -2.0% 2.0% -2.0%
0.75% 0.95%
Revolving Credit Facility 0.75% -2.0% 2.25% -2.25%
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Finance Director’s review

Continued

The Group holds cross-currency interest rate swaps associated with
the 2022 fixed rate capital market borrowings, described earlier in this
review. In addition, US$ bank debt of US$170 million is swapped into
€150 milion and is used to reduce the cost of the Group’s borrowings.
The Group also holds interest rate swap instruments to fix the cost of
LIBOR on borrowings under the bank facility. The Income Statement
cost on the 2022 cross-currency and interest rate swaps are as follows:

31 Dec
Interest rate swaps associated with: 2021 Maturity
2022 fixed rate capital market borrowings 3.4% September
2022
Fixing LIBOR on the Group bank facility (excluding 2.2% January
margin) 2023

At 31 December 2021, the fair value liability of all cross-currency swaps
held by the Group was £69 milion (31 December 2020: £89 million).

The Group’s combined Income Statement cost of debt for the next
12 months including the prior year comparative is shown below:

31 Dec 31 Dec

2021 2020
Excluding amortisation of bank arrangement fees 3.4% 3.9%
Including amortisation of bank arrangement fees 41% 4.2%

Exchange rate risk management

The Group trades in various countries around the world and is
exposed to movements in a number of foreign currencies. The Group
therefore carries exchange rate risk that can be categorised into three
types: transaction, translation and disposal related risk, as described
in the paragraphs below. The Group’s policy is designed to protect
against the majority of the cash risks but not the non-cash risks.

The most common exchange rate risk is the transaction risk the
Group takes when it invoices a customer or purchases from suppliers
in a different currency to the underlying functional currency of the
relevant business. The Group’s policy is to review transactional foreign
exchange exposures, and place necessary hedging contracts,
quarterly on a rolling basis. To the extent the cash flows associated
with a transactional foreign exchange risk are committed, the Group
will hedge 100% at the time the cash flow becomes committed. For
forecast and variable cash flows, the Group hedges a proportion of
the expected cash flows, with the percentage being hedged lowering
as the time horizon lengthens. The average time horizons for GKN
Aerospace, GKN Automotive and GKN Powder Metallurgy reflect the
longer-term nature of the contracts within these divisions. Typically, in
total the Group hedges around 90% of foreign exchange exposures
expected over the next twelve months and approximately 60% to
80% of exposures expected between 12 and 24 months. This policy
does not eliminate the cash risk but does bring some certainty to it.

The translation rate risk is the effect on the Group results in the period
due to the movement of exchange rates used to translate foreign
results into Sterling from one period to the next. No specific exchange
instruments are used to protect against the translation risk because it
is a non-cash risk to the Group, until foreign currency is subsequently
converted to Sterling. However, the Group utilises its multi-currency
banking facilities and cross-currency swaps, where relevant, to
maintain an appropriate mix of debt in each currency. The hedge of
having debt drawn in these currencies funding the trading units with
US Dollars or Euro functional currencies protects against some of the
Balance Sheet and banking covenant translation risk.

Lastly, exchange rate risk arises when a business that is
predominantly based in a foreign currency is sold. The proceeds for
those businesses may be received in a foreign currency and therefore
an exchange rate risk may arise on conversion of foreign currency
proceeds into Sterling, for example to pay a Sterling dividend or
Capital Return to shareholders. Protection against this risk is
considered on a case by case basis and, if appropriate, hedged

at the time.

Exchange rates for currencies most relevant to the Group in the year
were:

Average Closing

rate rate
US Dollar
2021 1.38 1.35
2020 1.28 1.37
Euro
2021 1.16 1.19
2020 1.13 1.12

A 10 percent strengthening of the major currencies within the Group, if
this were to happen in isolation against all other currencies, would have
the following impact on the re-translation of adjusted operating profit
into Sterling:

£m USD EUR CNY Other
Increase in adjusted operating profit 23 4 8 1
% impact on adjusted operating profit 6% 1% 2% 3%

The impact from transactional foreign exchange exposures is not
material in the short term due to hedge coverage being approximately
90%.

A 10 percent strengthening in either the US Dollar or Euro would have
the following impact on debt as at 31 December 2021:

uUsD EUR
Increase in debt — £ million 74 37
Increase in debt 5% 3%

Contract and warranty risk management

Under Melrose management a suitable bid and contract management
process exists in the businesses, which includes thorough reviews

of contract terms and conditions, contract-specific risk assessments
and clear delegation of authority for approvals. These processes aim
to ensure effective management of risks associated with complex
contracts. The financial risks connected with contracts and warranties
include the consideration of commercial, legal and warranty terms and
their duration, which are all considered carefully by the businesses
and Melrose centrally before being entered into.

Commodity cost risk management

The cumulative expenditure on commaodities is important to the
Group and the risk of base commaodity costs increasing is
mitigated, wherever possible, by passing on the cost increases to
customers or by having suitable purchase agreements with
suppliers which fix the price over a certain period. These risks are
also managed through sourcing policies, including the use of
multiple suppliers, where possible, and procurement contracts
where prices are agreed in advance to limit exposure to price
volatility. Occasionally, businesses within the Group enter financial
instruments on commodities when this is considered to be the
most efficient way of protecting against price movements.

Going concern

As part of their consideration of going concern, the Directors have
reviewed the Group’s future cash forecasts and profit projections,
which are based on market data, internal information and recent
past experience.

The Group has modelled a reasonably possible downside
scenario against future cash forecasts. The Group’s Balance
Sheet is transformed compared to the same time last year, and
for any reasonably possible downside scenario, the Group has
sufficient headroom to avoid breaching any financial covenant and
would not require any additional sources of financing throughout
the forecast period.

The macroeconomic environment remains uncertain and volatile.
The impacts of the pandemic, political conflict and unrest on
trading conditions and supply chain constraints could be more
prolonged or severe than the Directors have considered in this
reasonably possible scenario. It is recognised that the very recent
events in Ukraine are still unfolding and any wider impacts are
difficult to fully assess at this early time.

The Group’s current committed bank facility headroom, its access
to liquidity, and the sensible levels of bank covenants in place with
lending banks, allow the Directors to consider it appropriate that
the Group can manage its business risks successfully and adopt
a going concern basis in preparing these Financial Statements.

o
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Geoffrey Martin
Group Finance Director
3 March 2022

Longer-term viability statement

In accordance with provision 30 of the UK Corporate Governance
Code, the Directors have assessed the prospects of the Company
over a longer period than the 12 months required by the “Going
Concern” provision. A period of three years is believed to be
appropriate for this assessment since this is consistent with the
Group’s financing cycle, whereby on average the Group has
refinanced debt in line with this timescale, usually as a result of
acquisition or disposal activity. The Group uses a period of five years
for impairment testing of certain groups of cash generating units due
to the long-term nature of cash flows within certain industries, but this
is not common across all of the Group’s businesses and is not
necessarily reflective of financing arrangements offered by banks.

The Directors confirm that they have a reasonable expectation that the
Group will continue in operation and meet its liabilities, as they fall due,
up to December 2024.

The Directors’ assessment has been made by reference to the Group’s
financial position as at 31 December 2021, its prospects, the Group’s
strategy, the Board'’s risk appetite and the Group’s principal risks and
their management, all of which are described in the Strategic Report.

The Directors’ assessment of the Group’s viability is underpinned by a
paper prepared by management. The paper is supported by
comprehensive and detailed analysis and modelling. The model
underpinning this statement is stress-tested, proven and is frequently
used by management when determining working capital requirements
for transactions and corporate restructuring. The main assumptions
included in the model relate to forecast revenue, operating margin and
cash generation. The model includes three years of forecast data from
the Group’s business assets and incorporates agreed sensitivities for
economic risk (impacting revenue and margins to reduce the rate of
recovery currently being forecast), foreign exchange risk (impacting
net debt and assuming adverse movements in foreign exchange rates)
and liquidity risk (impacting net debt and assuming a deterioration in
working capital), each of which have been considered both individually
and in combination by the Board, together with expected achievable
mitigating actions from the working capital model to create severe, but
plausible, scenarios. These scenarios sensitise the main assumptions
noted above, considering the medium-term impact of the COVID-19
pandemic, and also consider relevant cross-border trade risk
including in respect of the UK’s exit from the EU.

In preparing this statement, the following qualifications and
assumptions are made:

(i) the viability model is based on the Group as at the date of this
Annual Report, with no consideration of any further acquisitions
or future disposals of continuing businesses. We note future
acquisitions would be based on the same proven business model
applied previously, with related bank debt and equity raised to
support the acquisition with sufficient headroom to cover
business risks; and

financing arrangements, renegotiated in the year, and bank
covenant testing, both of which are committed for most of the
period under review. There is a high expectation that when the
Group refinances its £450 million bond maturing in September
2022 and its multi-currency revolving credit facility, before June
2024, it will have sufficient headroom above covenants and in its
liquidity to continue in operation.
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Risk management

The Board recognises that operating in a dynamic and rapidly evolving commercial
environment requires a pragmatic, robust and responsive risk management framework
comprising policies, visibility and controls that change with the business and provide
management with a comprehensive view of the Group’s risk profile at any given time,
enabling risk to be identified, assessed and managed.

Risk management responsibilities

The Board, having overall responsibility for risk management, has approved a formalised but pragmatic Group risk

management framework.

Board
Overall responsibility

for risk management

e Agrees the Group’s risk management strategy and defines its risk appetite

* Reviews reports and recommendations from the Melrose senior management team and the
Audit Committee on risk governance and risk processes and controls

e Determines the nature and extent of the Group’s principal risks and regularly discusses and
assesses them throughout the year with the Melrose senior management team to determine
the likelihood of those risks materialising and how they should be managed or mitigated

* Maintains oversight of principal risks and mitigation plans including cyber security and fraud risk

* Promotes an appropriate risk management culture and rewards system within the Group in
order to maintain sound risk management and internal control systems
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e Monitors the Group’s internal financial control processes

e Monitors, oversees and reviews the effectiveness of the Group’s internal controls
and risk management systems and processes

* Supports the Board in monitoring risk exposure against risk appetite
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Melrose senior
management and
business unit senior
managers

of their incidence or impact
e Considers actual and emerging risks

e Sets the risk management processes and controls
* Agrees how the principal risks should be managed or mitigated to reduce the likelihood

e Oversees and challenges risk mitigation plans and supports the legal and
compliance teams within the business units
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Operational
managers and
financial controllers

and controls

The Board’s view of the Group’s principal risks and uncertainties is
detailed in the table on pages 42 to 49.

Risk management strategy and framework

The objectives of the Directors and Melrose senior management
include safeguarding and increasing the value of the businesses and
assets of the Group for stakeholders as a whole. Achievement of these
objectives requires the development of policies and appropriate internal
control frameworks to ensure the Group’s resources are managed
properly, and for key risks to be identified and mitigated where possible.

The Board recognises that it is ultimately responsible for determining the
nature and extent of the principal risks it is willing to take in the pursuit of
its strategic objectives. It also recognises the need to define a risk
appetite for the Group, to maintain sound risk management and internal
control systems, and to monitor its risk exposures and mitigation
measures to ensure that the nature and extent of risks taken by the
Group are aligned with, and proportionate to, its strategic objectives.

The Group operates on a decentralised basis and the Board has
established an organisational structure with clear reporting procedures,
lines of responsibility and delegated authority, as depicted in the diagram
above. Consistent with this, the Group operates a top-down, bottom-up
approach to risk management, comprising Board and Melrose senior
management oversight coupled with bottom-up risk management
embedded in the day-to-day activities of its individual businesses.

The Board confirms that there is an ongoing process for identifying,
evaluating, tracking and managing the principal risks faced by the
Group and that these systems, which are subject to regular
monitoring and review, have been in place for the year under review

¢ Risk identification, assessment and monitoring at the business unit level
* Implementing, reviewing and continually monitoring compliance with risk mitigation plans

* Embedding risk awareness and culture throughout the business
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up to the date of approval of this Annual Report and financial
statements. The Board further confirms that the systems, processes
and controls that are in place accord with the guidance contained in
the Financial Reporting Council’s “Guidance on Risk Management,
Internal Control and Related Financial and Business Reporting” and
the UK Corporate Governance Code (the “Code”).

The Audit Committee monitors, oversees and reviews the effectiveness
of the risk management and internal control processes implemented
across the Group, through regular updates and discussions with
management and a review of the key findings presented by the external
and internal auditors. The Board is responsible for considering the Audit
Committee’s recommendations and ensuring implementation by
divisional management of those recommendations it deems appropriate
for the business. A description of the Audit Committee’s activities during
the year on risk management can be found on page 97.

The management team of each business unit is responsible for
monitoring business level risk and implementing and maintaining an
effective risk and control environment within their respective business
unit as part of day-to-day operations, in line with the Group risk
management framework and internal control systems determined by
the Board. The CEO and senior executive team of each division are
responsible for, and report to the Melrose senior management team in
respect of, specific and ongoing risks related to their respective
business division, which are reported formally to the Audit Committee
on an annual basis. The Audit Committee receives a formal risk
management report on a biannual basis, in addition to their reqular
receipt of updates from the Melrose senior management team on
material items that arise relating to principal Group risks.

Risk management framework

ation Evaluation

and non-financial Risk exposure
reviewed and risks
prioritised

Mitigation

orded in controlled

In 2019, the Melrose senior management team supplemented the
Group’s enterprise risk management programme by building and
implementing a data-driven Group reporting dashboard to automate
the aggregation and reporting of Group risks, in conjunction with
ongoing divisional risk reporting and advice from external risk
management consultants. This marked a significant step forward in
the Group’s journey towards enhancing both divisional management’s
risk reporting transparency, and the Board’s visibility of the Group’s
principal risks, to enable an increasingly robust assessment of each
business'’s risk profile and their impact on the Group risk profile as a
whole. The dashboard has since been enhanced to provide the Audit
Committee with additional detail and trend analysis compared to each
division’s respective key industries, further visibility on the significance
of key divisional risks, and greater illustration of each division’s risk
appetite. In 2021, the dashboard’s reporting output was enhanced to
further highlight the alignment between divisional and Group risks,
together with providing the Audit Committee with additional detail on
risk control confidence within the Group. Such enhancements have
facilitated the Audit Committee’s monitoring, oversight and review of
the effectiveness of the Group’s internal controls and risk
management systems and processes.

During the year under review, in accordance with provisions 28 and 29
of the Code, the Board continued to monitor the effectiveness of the
Group’s risk management and internal control systems. The Board
concluded that the Group’s risk management and internal control
systems and processes were operating effectively. Follow-up actions
in respect of progress and improvement in relation to financial controls
are further discussed in the Audit Committee report.

Risk appetite

The Board has undertaken an exercise to consider its risk appetite
across a number of key business risk areas. The results of this review
indicate the relative appetite of the Board across the risk factors at a
specific point in time. Any material changes in risk factors will impact
the Board’s assessment of its risk appetite.

The Board has a higher risk appetite towards its strategic risks, with a
balanced appetite towards operational and commercial risk, and
macro-economic, climate change and political risk. The Board seeks
to minimise all health and safety risks and has a low risk appetite in
relation to legal, compliance and regulatory risk. Similarly, a
conservative appetite is indicated by the Board with respect to pension
and finance-related risk and information technology and cyber risk.

The results of the risk appetite review will support the Board’s
decision-making processes during 2022. The Board undertakes a
review of its risk appetite at least annually.

Risk management actions

During 2021, the Board continued to deliver on the key management
priorities identified in the 2020 review across the Group. Risk owners
continued to take steps to mitigate the risk exposures across the
Group, supported by specific actions undertaken to improve enterprise
risk management across the Group during the year, as follows:

® reviewing and reaffirming the Board'’s risk appetite, in addition to
refining and expanding the Group’s risk categories;

* monitoring the implementation of the risk management
governance framework across all business units. This framework
defines the Melrose principles for risk management and sets the
standards for the identification, evaluation, prioritisation, recording,
review and reporting of risks and their management or mitigation
throughout the organisation;

e continuing to enhance Melrose risk register methods, dashboard
reporting outputs, and risk profile mapping application throughout
the Group. These provide the Board with greater levels of detail
and visibility on the risk management systems and processes in

Risk owners identified
and action plans
implemented

Analysis

Risks analysed for

impact and probability to
determine gross exposure

Review and monitoring
Robust mitigation
strategy subject to regular
and rigorous review

place, and illustrate each principal risk facing the Group from both
a gross risk (pre-mitigation) and net risk (post-mitigation) position.
The risk mapping application provides Directors with a clear risk
profile for the Group and enables the Board to determine the
degree to which its profile is aligned with its risk appetite;

reviewing and improving the Group’s processes, data extraction
and consolidation, and trend analysis around the assessment of
principal risks and the ongoing monitoring and reporting of the
Group’s risk management performance; and

conducting a qualitative climate scenario analysis to assess how
Melrose and its businesses are exposed to, and how they are
managing, climate-related risks. We have included more details on
these activities in our disclosures against the recommendations of
the Task Force on Climate-related Financial Disclosures (“TCFD”)
and we have set Group-level targets to reduce our Scope 1 and 2
emissions. Further details can be found on pages 58 to 65.

Assessment of principal risks

During the year, the Board undertook a robust, in-depth and
comprehensive assessment of the emerging and principal risks facing
the Group and specifically those that might threaten the delivery of its
strategic business model, its future performance, solvency or liquidity.
As part of the assessment, the Board refined and expanded the
Group’s risk categories, and identified emerging risks with the support
of the Melrose senior management team based in part on a review of
trends within business level risks.

Operations risk was realigned as a new standalone Group risk to
reflect the strategic importance associated with the Group
successfully managing the risks related to operational performance,
which are key to Melrose’s “Buy, Improve, Sell” business model.
Further, climate change risk was realigned as a new standalone Group
risk to reflect the emerging risks involved with the increased frequency
of extreme weather and climate-related disasters, coupled with
increased legislation and regulations in this area. The Board also
sought to rationalise the Group risks by combining the prior Group risk
of acquisitions of new businesses and improvement strategies, with
the Group risk of timing of disposals, to create a new standalone
mergers and acquisitions Group risk. This was considered appropriate
to reflect the risks associated with the full timeline of transactions,
whilst reallocating the improvement strategy element of the risk to the
new operations Group risk.

A summary of the principal risks and uncertainties that could impact
on the Group’s performance is shown on pages 42 to 49. Further
information detailing the internal control and risk management policies
and procedures operated within the Group is shown on pages 92 to
98 of the Corporate Governance report.

Risk management priorities for 2022

Continual improvements were made during 2021 in respect of the
Group’s risk management processes. However, the Board recognises
that Melrose cannot be complacent. In 2022, management will
continue to focus on refining the risk management framework and
further embedding a culture of effective risk management across

the Group to ensure that risks and opportunities are identified and
managed, to support the delivery of long-term value creation.

Further resources will continue to be devoted to supporting divisions
to implement improved controls around our non-financial reporting
together with objective trend analysis on the effectiveness of the
Group’s risk management governance, processes and controls.
Climate change risk reporting and mitigating actions will continue to
be strengthened, with the Group’s sustainability function working
with the businesses in their journeys towards meeting the Group’s
sustainability targets, with Melrose providing investment to help
achieve them.
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Risks and uncertainties

Strategic risk profile

A risk management and internal controls framework is in place within
the Group, which is continually reviewed and adapted where
necessary to reflect the risk profile of the Group and to continue to
ensure that such risks and uncertainties can be identified and, where
possible, managed suitably.

Strategic risk profile :
Our updated view of the
Group’s strategic risk
profile is shown below.

Financial risks

The residual risk scores
have been calculated on
a post-mitigation basis.

Risk

. Low

. Moderate

‘ High Unlikely

O Realigned/New

Likelihood

1 :
Unlikely -----------> Likely

Compliance
and ethical risks

No. Risk rating  Risk title

Moderate

Mergers and acquisitions

Each business unit maintains a risk register which is aggregated into
an interactive data-driven dashboard reporting tool, to facilitate review
by the Melrose senior management team, the Audit Committee and
the Board.

Strategic risks

Unlikely

Operational risks

Risk trend since
last Annual Report

Decrease 9 n/a n/a @\0

2018 2019 2020

Moderate Operations

n/a n/a n/a n/a n/a
2017 2018 2019 2020

Moderate Commercial
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2017 2018 2019 2020

High Economic and political
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Loss of key management
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Moderate Legal and regulatory
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2018 2019

Moderate Climate change

n/a n/a n/a
2018 2019

High threats

Information security and cyber

No change e
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Low Foreign exchange
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2019 2020
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Strategic risks

Operational risks

Risk 1
Mergers and acquisitions | Realigned risk

Description and impact

The success of the Group’s mergers and acquisitions strategy
depends on identifying available and suitable targets, obtaining any
consents or authorisations required to carry out an acquisition, and
procuring the necessary financing, be this from equity, debt or a
combination of the two. In making acquisitions, there is a risk of
unforeseen liabilities being later discovered which were not uncovered
or known at the time of the due diligence process, particularly in the
context of limited access in public bids. Further, the expected timing of
any disposal of businesses could have a material impact on the
Group’s strategy and performance. Due to the Group’s global
operations, there may be a significant impact on the timings of
disposals due to political and macro-economic factors, meaning that
the Group may retain liabilities for longer than anticipated.

The Group’s return on shareholder investment may fall if acquisition
hurdle rates are not met. The Group’s financial performance may
suffer from goodwill or other acquisition-related impairment charges,
or from the identification of additional liabilities not known at the time
of the acquisition.

Mitigation
e Strong pipeline of potential opportunities supported by a broad
network of advisors and contacts.

e Structured and appropriate due diligence undertaken on potential
new targets where permitted and practicable.

e Focus on acquisition targets that have strong headline
fundamentals, high-quality products, and leading market share,
but which are underperforming their potential and ability to
generate sustainable cash flows and profit growth.

e Directors are experienced in judging and regularly reviewing the
appropriate time in a business cycle for a disposal to realise
maximum value for shareholders.

® Each disposal is assessed on its merits, with a key focus on a
clean disposal.

¢ Flexibility with timing disposals to match market sectors and
business maturity.

Responsibility Executive management
Risk trend 9
Trend commentary

Although global M&A markets continue to experience uncertainty,
Melrose achieved strong value realisation with the sale of Nortek Air
Management, Nortek Control and Brush, as demonstrated on pages 6
to 7 of this report. Whilst no large acquisitions were made in 2021, the
Group remains open to potential new opportunities.

Strategic priorities @ Buy @ Improve @ Sell

(1) Comprises executive Directors and Melrose senior management.

Risk 2
Operations | Realigned risk

Description and impact

The Group’s improvement strategy is a key component of

Melrose’s business model of buying and then improving good but
underperforming manufacturing businesses. However, once an
acquisition is completed, there are risks that the Group will not succeed
in driving strategic operational improvements to achieve the expected
post-acquisition trading results or value which were originally anticipated,
that the acquired products and technologies may not be successful,
that macro events impact on the ability to carry out such improvements,
or that the business may require significantly greater resources and
investment than anticipated. If anticipated benefits are not realised or
trading by acquired businesses falls below expectations, it may be
necessary to impair the carrying value of these assets and it may more
generally impact on the Group’s overall financial performance.

Melrose operates a decentralised control and management structure
which empowers divisional management teams to drive operational
improvements and sustainable production, whilst planning, mitigating,
navigating and responding to the specific operational risks and
challenges facing their respective businesses. For the coming year, the
rising challenge of inflationary pressures on costs of materials, together
with the ability of businesses to offset the impact, are a particular focus.
The Melrose senior management team monitors the aggregated
impact of such risks and provides active support and challenge to

the divisional management teams in fulfilling their responsibilities.

Mitigation
e Hands-on role taken by executive Directors and other senior
employees of the Group.

Development of strategic plans, restructuring opportunities, capital
expenditure, procurement and working capital management.

Since acquiring GKN plc, the Melrose senior management team
has actively engaged with and supported the GKN businesses’
executive teams in identifying embedded contractual and business
conduct risks relating to key supply chain and production
programme partners. Those management teams have continued
to implement and direct a series of operational change
management programmes to mitigate the risks they have identified.

Proper incentivisation of operational management teams to align
with Melrose strategy.

Responsibility Executive management()

Risk trend N/A

Trend commentary

During the year, particular focus has been placed on risks associated
with quality, supply chain, inflation, and third-party dependencies, which
are all considered key elements of the Group’s improvement strategy.
Specifically, the supply constraints in the wider automotive industry as a
result of the global shortage of semi-conductors has naturally affected
GKN Automotive and GKN Powder Metallurgy. This particular pressure
is expected to ease over 2022, but supply chain challenges and
inflationary pressures are nonetheless expected to persist.

The Melrose senior management team continues to actively engage
with the business unit executive teams to identify and track strategic
operational improvements, together with operational risks which may
impact on such improvements.

Strategic priorities Buy @ Improve  Sell
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Risks and uncertainties

Continued

Operational risks continued

Risk 3
Commercial

Description and impact

The Group operates in competitive markets throughout the world and
is diversified across a variety of industries and production and sales
geographies. This provides a degree of Group-level impact mitigation
from the potential commercial challenges and market disruptions that
face each of the divisions, thereby allowing the Group to deliver onits
commercial strategy of creating value for shareholders. However, the
widespread disruption caused by COVID-19 has heightened the
Group’s exposure to supply chain and end-market commercial risk.

Each division is exposed to particular commercial and market risks,
which are primarily accentuated where customer/competitor
concentration is high within their respective market segments. It also
arises in connection with the restructuring and improvement initiatives.

Melrose operates a decentralised control and management structure
which empowers divisional management teams to take full responsibility
for planning, mitigating, navigating and responding to the specific
commercial risks and challenges facing their respective businesses.
The Melrose senior management team monitors the aggregated impact
of such risks and provides active support and challenge to the divisional
management teams in fulfilling their responsibilities.

Common commercial risk areas that potentially affect a large
proportion of the Group’s businesses include those related to
production quality assurance, health and safety performance,
customer concentration and uncertainties related to future customer
demand, onerous customer and supplier contracts, the impact of
increased competitive pressures on the maintenance/improvement of
market share, potential disruptions to supply chains and increases to
the price of raw materials, technological innovation and market
disruption, and the performance and management of programme
partners (“Common Commercial Risks”).

Mitigation

e The Group continued to actively invest in research and
development activities in 2021 to augment its platforms for future
product expansion, quality improvements, customer alignment and
achieving further production efficiencies. Details about some of the
Group’s research and development activities are provided in the
Divisional reviews on pages 12 to 29.

Health and safety awareness initiatives and performance
enhancements continued to be implemented in alignment with
regulation, market practice and site-based risk assessments and
requirements. In addition, in light of the COVID-19 pandemic, the
Group has followed government guidance on hygiene and social
distancing protocols.

The Melrose senior management team, in collaboration with Ernst &
Young, continues to enhance the Board and Audit Committee’s
visibility of the Group’s Common Commercial Risks through the use of
the Group reporting dashboard to aggregate and report numerous
Common Commercial Risks across each of the Group’s divisions.

Responsibility Executive management()

Risk trend

Trend commentary

The Melrose senior management team actively engages with the
divisional executive management teams to track, monitor and support
strategic planning activities and impact mitigation assessments in
respect of ongoing commercial risks. Particular focus is placed on
certain GKN Aerospace and GKN Automotive end-markets where
customer and/or competitor concentration is high and heavier reliance
is placed on supply chain efficiency and programme partner
management. The divisional CEOs report material updates directly to
members of the Melrose senior management team which maintains a
number of contact points throughout the Group to increase awareness.

Strategic priorities Buy @ Improve Sell

(1) Comprises executive Directors and Melrose senior management.

Risk 4
Economic and political

Description and impact

The Group operates, through manufacturing and/or sales facilities, in
numerous countries and is affected by global economic conditions.
Businesses are also affected by government actions and the wilingness
of governments to commit substantial resources. Current global
economic and financial market conditions have recently been
characterised by high levels of volatility and uncertainty. There has been
continued widespread disruption to production and trading
environments caused by the COVID-19 pandemic, particularly within the
aerospace sector, due to ongoing global travel restrictions.

Fluctuation in commaodity prices, the rise in inflation, the potential for a
significant and prolonged global downturn, and uncertainty in the
political environment, may materially and adversely affect the Group’s
operational performance and financial condition. It could also have a
significant impact on the timing of acquisitions and disposals. Further,
these factors may materially affect customers, suppliers and other
parties with which the Group does business. Rising inflation levels may
result in increased Group costs both in terms of the operation of plants
and the manufacturing of products, which in turn may be passed on to
customers. More generally, adverse economic and financial market
conditions may cause customers to terminate existing orders, to reduce
their purchases from the Group, or to be unable to meet their obligations
to pay outstanding debts to the Group. These market conditions may
also cause our suppliers to be unable to meet their commitments to the
Group or to change the credit terms they extend to the Group’s
businesses.

The impact of the COVID-19 pandemic remains a significant risk to the
global economy. Each of the Group’s businesses and their respective
production and market geographies are impacted by the COVID-19
pandemic to various extents, with the most common impacts across the
Group during 2021 being the temporary reduction of manufacturing
capacity and reduced requirements due to lockdown measures and
international travel restrictions. The Board and the Melrose senior
management team continue to regularly monitor the impact of the
pandemic on the Group with particular focus on the potential for staff
shortages, production delays and supply chain disruption.

The Group operates a number of sites in North America, which during
2021 continued to experience challenging tariffs relating to the US/China
trade war. The US has also required close monitoring related to the
expected short to medium-term impact of potential changes to
international trading relationships following the conclusion of the UK/EU
trade deal. The Group’s exposure to such US trade risk factors is
inherently mitigated by its manufacturing footprint across the UK and
European-based GKN Aerospace and GKN Automotive divisions, and
has in any case been reduced following the disposal of Nortek Air
Management and Nortek Control. Further, the Group’s businesses
operating in North America continue to take regular specific actions to
mitigate the impact of new relevant North American tariffs and changes
to international trading regulations by engaging with the relevant
authorities prior to and after any such changes are implemented.

Whilst rising inflation, the long-term impact of COVID-19, and tariff wars
are not isolated as principal risks to the Group as a whole, they present
potential risks that the business units continue to monitor and assess
closely, particularly in the context of increasing energy prices, potential
changes to travel and working restrictions, and the cross-border trade
and regulatory environments in which the business units operate. The
Board continues to assess and review the potential impact of these
evolving risks.

Mitigation

* Regular monitoring of order books, cash performance, cost control
and other leading indicators, to ensure the Group and each of its
businesses could respond quickly to adverse trading conditions.
This included the identification of cost reduction and efficiency
measures.

¢ Bank financing is readily available to the Group from its supportive
banking syndicate. This support has proven to be available to the
Group even during periods of unprecedented turmoil, including
during the global pandemic.

e Assessment of, and/or use of, national support schemes where
deemed appropriate in the context of COVID-19 disruption.

e Short-term inventory buffers are regularly reviewed and assessed to
minimise the impact of further lockdown restrictions due to
COvID-19.

e Strong customer relationships built on long-term partnerships often
with plants in close proximity, technical excellence and quality.

e The Group remains agile, diversified and well positioned to deal with
any short-term uncertainties.

Responsibility Executive management

Risk trend

Trend commentary

Significant geopolitical and economic uncertainty continued during 2021.
However, the signing of the UK/EU trade deal, coupled with the Group’s
reduced presence in North America following the disposals of Nortek Air
Management and Nortek Control, helped curb some of these associated
risks. Melrose is mindful of the very recent events in Ukraine, which our
businesses are being proactive in addressing to ensure minimal
disruption.

The Melrose senior management team continues to actively engage with
the business unit executive teams to track the potential impacts of further
lockdowns or tiered restrictions aimed at curbing the impact of
COVID-19, as well as the potential impacts of rising inflation levels and
the possibility of future tariffs.

The Melrose senior management team engages actively with those who
are working on the relevant impact assessments and mitigation actions,
and reports the material findings to the Board. The Melrose senior
management team monitors key issues with the divisional management
teams including the impact of geopolitical uncertainty on order books,
cash generation, legal and regulatory threats and other key operational
and commercial indicators, to ensure the Group and each of its
businesses can respond appropriately to adverse trading conditions.
Tactics for mitigating the potential impact of geopolitical uncertainty
include identifying cost reduction and operational efficiency measures.

The Board notes that economic uncertainty can depress business
valuations and this may increase the number of potential acquisition
opportunities for Melrose.

Strategic priorities ® Buy @ Improve @ Sell

(1) Comprises executive Directors and Melrose senior management.

Risk 5
Loss of key management and capabilities

Description and impact

The success of the Group is built upon strong management teams. As
a result, the loss of key personnel could have a significant impact on
performance, at least for a time. The loss of key personnel or the failure
to plan adequately for succession or develop new talent may impact
the reputation of the Group or lead to a disruption in the leadership of
the business. Competition for personnel is intense and the Group may
not be successful in attracting or retaining qualified personnel,
particularly engineering professionals.

Mitigation

e Succession planning within the Group is coordinated via the
Nomination Committee in conjunction with the Board and includes
all Directors and senior Melrose employees. In line with the Group’s
decentralised structure, each divisional CEQ, in consultation with
the Chief Executive, is responsible for the appointment of their
respective executive team members, with disclosure to the
Nomination Committee via the Melrose senior management team.

The Company recognises that, as with most businesses,
particularly those operating within a technical field, appointments
are dependent on Directors and employees with particular
managerial, engineering or technical skills. Appropriate
remuneration packages and long-term incentive arrangements are
offered in an effort to attract and retain such individuals.

Responsibility Executive management()

Risk trend

Trend commentary

Succession planning remains a core focus for the Nomination
Committee and the Board. Reviewing the succession planning
arrangements of the Board as a whole, together with a review of the
Melrose senior management team, will remain an area of particular
focus in 2022, as well as maintaining oversight of business unit
succession planning.

Strategic priorities @® Buy @ Improve @ Sell

(1) Comprises executive Directors and Melrose senior management.
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Risks and uncertainties

Continued

Compliance and ethical risks

Risk 6
Legal and regulatory

Description and impact

Considering the breadth, scale and complexity of the Group, there is a
risk that the Group may not always be in complete compliance with laws,
regulations or permits. The Group could be held responsible for liabilities
and consequences arising from (i) employee matters including liability for
employee accidents in the workplace or consequences of environmental
liabilities, which may be susceptible to class action law suits, particularly
but not exclusively with respect to Group businesses operating in North
America; (i) restrictions arising from economic sanctions, export controls
and customs, which can result in fines, criminal penalties, adverse
publicity, payment of back duties and suspension or revocation of the
Group’s import or export privileges; and (jii) product liability claims, which
can result in significant total liability or remedial costs, particularly for
products supplied to large volume global production programmes
spanning multiple years, for example in the aerospace and automotive
industries, or to consumer end-markets, for example in the air
management industry.

The Group operates in highly regulated sectors, which has been
accentuated by the GKN acquisition. In addition, new legislation,
regulations or certification requirements may require additional expense,
restrict commercial flexibility and business strategies, or introduce
additional liabilities for the Group or the Directors. For example, the
Group’s operations are subject to anti-bribery and corruption, anti-
money laundering, competition, anti-trust and trade compliance laws
and regulations. Failure to comply with certain regulations may result in
significant financial penalties, debarment from government contracts
and/or reputational damage, and may impact our business strategy.

Mitigation

* Regular monitoring of legal and regulatory matters at both a
Group and business unit level. Consultation with external advisors
where necessary.

Group-wide standard and enhanced application to trade
authorisation procedures are in place and regularly reviewed against
the ever-changing global trade compliance landscape, supported by
access to external trade compliance legal and regulatory specialists
and electronic counterparty screening systems.

Our businesses are validated and certified in respect of quality
management, environmental management and health and safety
with the appropriate bodies including ISO and BS OHSAS, where
relevant to their operations. As at 31 December 2021, 74%® of all
sites (inclusive of office, production and testing sites) within the
Group were certified to the ISO 45001 international standard, with
additional relevant sites progressing towards ISO accreditation.

¢ In line with our decentralised model, our businesses have
frameworks in place for identifying principal risks and opportunities
appropriate to their business and stakeholders.

The Board, with the support of the Melrose senior management
team, spends time listening to the Group’s key stakeholders to
enable informed strategic decisions and to deliver on their needs.

e A robust control framework is in place, underpinned by
comprehensive corporate governance and compliance procedures
at both a Group and business unit level, including utilisation of
third-party verification providers and regular reviews of the Group
policies in light of legal and regulatory changes, as well as best
practice.

* Where possible and practicable, due diligence processes during the
acquisition stage seek to identify legal and regulatory risks. At the
business unit level, controls are in place to prevent such risks from
crystallising.

Insurance cover mitigates certain levels of risk and the Group’s
insurers are instructed to carry out external audits of specified areas
of legal and compliance risk, including health and safety.

Responsibility
Risk trend e

Executive management

Trend commentary

Each business has a fully developed legal function, headed by their
respective General Counsel reporting to their executive management
team, and are properly staffed and supported by external advisors where
necessary or helpful to ensure ongoing compliance in the jurisdictions in
which they operate across the globe. This is augmented by central
oversight from the Melrose legal team and robust annual reviews.

Strategic priorities Buy @ Improve Sell

(1) Comprises executive Directors and Melrose senior management.
(2) Data has been collected from 98% (by sites) of the Group.

Risk 7
Climate change | Realigned risk

Description and impact

The increased frequency of extreme weather and climate-related natural
disasters can lead to physical damage to our sites in addition to
disruptions in our businesses’ supply chains. Additionally, new
legislation, regulations and corporate governance practices in relation to
the environment may require additional expense, restrict commercial
flexibility and business strategies, or introduce additional liabilities for the
Group or the Directors. Changing demand patterns influenced by climate
change concerns creates risks for the sustainability of product portfolios.

We purchase businesses that are underperforming their potential with
respect to their sustainability performance including climate risks and
opportunities. Inherent in the nature of the manufacturing businesses we
acquire is that they often operate in industries that are the hardest to
decarbonise. Group sustainability performance and ratings will fluctuate
during our investment cycle as we acquire new businesses in need of
improvement, and sell businesses that we have improved.

Mitigation

e The Board sets the tone on sustainability and climate issues and
also holds each business and their management teams accountable
for their progress, and provides them with a platform to absorb the
Group’s best practices, to accelerate their and others’ progress.

* The Melrose senior management team, through the Group
sustainability function, is responsible for overseeing the reporting of
environmental data by the businesses, and driving the Group
sustainability strategy and climate change risk management
processes. The Melrose senior management team engages with the
businesses’ executive teams in setting meaningful Group
sustainability targets, and Melrose provides the investment to
achieve them. The businesses subsequently identify, monitor, and
manage the specific environmental risks that affect their operating
and market environments, and are responsible for ESG disclosure
and performance at a business level.

During the year, the Board, with the support of the Melrose senior
management team working with the divisional sustainability leaders
and Ernst & Young, carried out a qualitative climate scenario analysis
to assess how Melrose and its businesses are exposed to and
managing climate-related risks. We have included more details on
these activities in our disclosures against the recommendations of
the Task Force on Climate-related Financial Disclosures (“TCFD”) and
have set Group sustainability targets including in respect of reducing
Scope 1 and 2 emissions. Further details can be found on pages 58
to 65.

With Melrose support and investment, each business invests in and
implements appropriate systems and processes to manage their
impact on the environment, and continually reviews these in line with
evolving expected practices. The Melrose senior management team
is accountable for regularly reviewing any significant climate-related
issues, risks and opportunities related to the Group, including
appropriate planning for technology and product development
roadmaps. These reviews consider the level of climate-related risk
that Melrose is prepared to take in pursuit of its Group business
strategy and the effectiveness of management controls in place to
mitigate climate-related risk. Where the executive team of a Group
business identifies climate-related risk that materially impacts their
business, this is discussed with the Melrose senior management
team and escalated to the Board where necessary.

(1) Comprises executive Directors and Melrose senior management.

¢ In line with our decentralised model, our businesses have
frameworks in place for identifying principal risks and opportunities
appropriate to their business and stakeholders, which include
climate-related risks. Each business takes an appropriately tailored
approach to climate-related initiatives that suits their requirements,
and operational and market environments.

* The Board, with the support of the Melrose senior management
team, reviews Group performance on energy and water usage,
greenhouse gas emissions and waste, and provides strategic
support and investment to drive improvements within the
businesses’ operations through more efficient use of water,
electricity, fuel and heat, including by driving increases in the
proportion of renewable energy use where commercially viable, and
by encouraging implementation of other climate-positive actions.

Where possible and practicable, acquisition due diligence processes
seek to identify climate-related risks.

The Group relies on external consultants to assist in complying with
new and emerging environmental regulations. Where new climate-
related risks and sustainability risks are identified, we engage with
relevant specialist consultants to identify and carry out the
necessary mitigating actions.

Responsibility Executive management()

Risk trend N/A

Trend commentary

Recent years have shown the frequency and severity of climate-related
events are increasing and the low carbon transition is a growing focus
area for governments, investors and communities. As such, climate
change has been an area of significant focus for the Group in 2021. It is
an important consideration across our business strategy, including in
terms of the investment decisions we make and the product solutions
our businesses develop. It is also an increasingly key strategic concern
for our stakeholders, who are keen to understand how we are managing
climate-related risk. Going into 2022, the Group will continue to look to
balance where possible the risks associated with climate change against
potential opportunities with the Group.

Strategic priorities Buy @ Improve Sell
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Risks and uncertainties

Continued

Compliance and ethical risks continued

Financial risks

Risk 8
Information security and cyber threats

Description and impact

Information security and cyber threats to our systems are an increasing
priority across all industries and remain a key UK Government agenda
item.

Like many businesses, Melrose recognises that the Group may have a
potential exposure in this area. Potential exposure to such risks remains
high due to the scale, complexity, and public-facing nature of the
Group. In addition, Melrose recognises that the inherent security threat
is considered highest in GKN Aerospace where data is held in relation
to civil aerospace technology and controlled military contracts.

Mitigation

* Management work with the leaders of each business and external
security consultants to assess the Group’s increased exposure to
cyber security risk and to ensure appropriate mitigation measures
are in place for the Group.

During 2021, Melrose continued to monitor and enhance its
information security strategy and risk-based governance
framework with all businesses within the Group. The framework
follows the UK Government’s recommended steps on cyber
security. This strategic management approach has delivered risk
profiling capabilities by business and the enablement of mitigation
plans to be developed for each business to reduce their exposure
to cyber risk.

The progress of each business is measured against the information
security strategy and is monitored on a quarterly basis. These
results are externally verified quarterly by Ernst & Young, our
security partner. This year, Ernst & Young have also conducted
cyber assurance site reviews covering key locations within the
Group.

Responsibility Executive management

Risk trend

Trend commentary

Information security and cyber threats are an increasing priority across
all industries. The impact of the COVID-19 pandemic continues to drive
increased online traffic, reduced physical contact, and has created
additional new threats to all our businesses requiring increased attention.
Cyber security breaches of the Group’s IT systems could result in the
misappropriation of confidential information belonging to it or its
customers, suppliers, or employees. In response to the increased
sophistication of information security and cyber threats, the Group has
worked, and continues to work, with external security companies to
monitor, improve and refine its Group-wide strategy to aid the prevention,
identification, and mitigation of any present and future threats.

Strategic priorities Buy @ Improve Sell

(1) Comprises executive Directors and Melrose senior management.

Risk 9
Foreign exchange

Description and impact

Due to the global nature of operations and volatility in the foreign
exchange market, exchange rate fluctuations have, and could continue
to have, a material impact on the reported results of the Group.

The Group is exposed to three types of currency risk: transaction risk;
translation risk; and the risk that when a business that predominantly
trades in a foreign currency is sold, it is sold in that foreign currency.
The Group’s reported results will fluctuate as average exchange rates
change. The Group’s reported net assets will fluctuate as the year-end
exchange rate changes.

Mitigation

* The Group policy is to protect against the majority of foreign
exchange risk which affects cash, by hedging such risks with
financial instruments.

* The businesses are protected against being over-hedged, due to
short to medium-term reductions in forecasts, as the percentage of
hedges compared to forecast foreign exchange exposures tapers
over future periods.

® Protection against specific transaction risks is taken by the Board
on a case-by-case basis.

Responsibility Executive management®

Risk trend

Trend commentary

Group results are reported in Sterling but a large proportion of its
revenues are denominated in currencies other than Sterling, primarily
US dollar and Euro. The sale of Nortek Air Management and Nortek
Control during the course of the year has, however, reduced the
proportion of Group revenues that are in US dollar, and similarly the
sale of Brush during the course of the year has reduced the proportion
of Group revenues that are in Euro, therefore reducing exposure to
foreign exchange risk. Sensitivity to the key currency pairs is shown in
the Finance Director’s review on pages 32 to 39.

Strategic priorities ® Buy @ Improve @ Sell

(1) Comprises executive Directors and Melrose senior management.

Risk 10
Pensions

Description and impact

Any shortfall in the Group’s defined benefit pension schemes may
require additional funding. As at 31 December 2021, the Group’s
pension schemes had an aggregate deficit, on an accounting basis, of
£461 million (2020: £838 million). Changes in discount rates, inflation,
asset values or mortality assumptions could lead to a materially higher
deficit. For example, the cost of a buy-out on a discontinued basis uses
more conservative assumptions and is likely to be significantly higher
than the accounting deficit.

Alternatively, if the plans are managed on an ongoing basis, there is a
risk that the plans’ assets, such as investments in equity and debt
securities, will not be sufficient to cover the value of the retirement
benefits to be provided under the plans. The implications of a higher
pension deficit include a direct impact on valuation, implied credit rating
and potential additional funding requirements at subsequent triennial
reviews. In the event of a major disposal that generates significant cash
proceeds which are returned to the shareholders, the Group may be
required to make additional cash payments to the plans or provide
additional security.

Mitigation

* The Group’s key funded UK defined benefit pension plans are
closed to new entrants and future service accrual. Long-term
funding arrangements are agreed with the Trustee and reviewed
following completion of actuarial valuations.

e The Company actively engages with the Trustees on pension plan
asset allocations and strategies to better allocate the exposure
across the businesses.

e The Group utilised part of the disposal proceeds from the sale of
Nortek Air Management and Brush to eliminate the actuarial deficit
under the UK GKN pension schemes.

¢ The disposal of Nortek Air Management, Brush and Nortek Control
resulted in the transfer of the pension schemes related to those
businesses to the new owners, which resulted in the transfer of
£379 million of pensions liabilities.

e During the year, the Company and the Trustees of the GKN 2016
UK pension scheme worked together to complete the buyout of
the pensioner liabilities of the GKN 2016 UK pension scheme,
which led to a reduction in gross pension liabilities of £366 million.

Responsibility Executive management (!

Risk trend

Trend commentary

A number of factors have combined to significantly reduce the
accounting deficit during the period, including the disposal of the
Nortek pension schemes with the sold businesses, the use of some
Nortek Air Management disposal proceeds to fund the GKN schemes,
strong investment returns and changes in mortality assumptions. As
well as decreasing the deficit, the gross liabilities were significantly
reduced by the Nortek Air Management disposal and mortality
changes, as well as the GKN 2016 pensioner buyout. The investment
return and mortality risks remain but are proportionately smaller, given
reduced liabilities. As a result of the deficit reduction in the period, the
UK Trustees took further action, supported by Melrose, to fully hedge
the UK schemes against movements in inflation and interest rates and
to reduce investment risk. Accordingly, the volatility risk to the Group
has been reduced.

Strategic priorities ® Buy @ Improve @ Sell

(1) Comprises executive Directors and Melrose senior management.

Risk 11
Liquidity

Description and impact

The ability to raise debt or to refinance existing borrowings in the bank
or capital markets is dependent on market conditions and the proper
functioning of financial markets. As set out in more detail in the Finance
Director’s review on pages 32 to 39, the Group has term loans of
US$788 million (2020: US$960 million) and £30 million (2020:

£100 million) and revolving credit facilities comprising US$2.0 billion,
€0.5 billion, and £1.1 billion.

In addition, the GKN net debt at acquisition included capital market
borrowings across three unsecured bonds that totalled £1.1 billion. Two
of these bonds — totalling £750 million — remain outstanding as at

31 December 2021 and further detail is provided in the Finance
Director’s review on pages 32 to 39.

Mitigation
e To ensure it has comprehensive and timely visibility of the liquidity
position, the Group conducts monthly reviews of its cash forecast.

e The Group operates cash management mechanisms, including
cash pooling across the Group and maintenance of revolving credit
facilities to mitigate the risk of any liquidity issues.

¢ In December 2021, the Group gained agreement from its lenders
to extend the maturity date of its multi-currency term loan and its
revolving credit facility from 30 April 2024 and 31 January 2023
respectively, until 30 June 2024.

e The Group took a very prudent view in utilising part of the disposal
proceeds from the sale of Nortek Air Management, Nortek Control
and Brush to reduce net debt to £950 million, which reflects
leverage of 1.3 times EBITDA.

e The Group operates a conservative level of headroom across its
financing covenants which is designed to avoid the need for any
unplanned refinancing.

Responsibility Executive management(

Risk trend

Trend commentary

The Group maintains strong cash controls and forecasting processes
and, in light of the continued impact of the COVID-19 pandemic,
management has maintained its efforts throughout the Group to
increase visibility and certainty of cash flow information, robustness of
cash controls, and cash-saving initiatives; these have been very
successful. Melrose has also reduced debt following receipt of disposal
proceeds from the sale of Nortek Air Management, Nortek Control and
Brush, which was effectively used to repay the debt drawn in
connection with the GKN acquisition and reduce leverage to half of its
normal level. Alongside this, the agreed extension of the maturity date
of the term loan and revolving credit facility with our supportive banking
syndicate means that the Group is satisfied that it has adequate
resources available to meet its liabilities.

Strategic priorities @ Buy @ Improve Sell

(1) Comprises executive Directors and Melrose senior management.

49

Melrose Industries PLC  Annual Report 2021



50

Melrose Industries PLC  Annual Report 2021

Section 172 statement

This is an overview of how the Directors performed
their duty to promote the success of the Company under
section 172 of the Companies Act 2006 (“section 172”).

Duty to promote the success of the Company

In executing the Company’s strategy, the Directors must act in
accordance with the set of general duties detailed in section 172.
These include a duty to promote the success of the Company, and
specifically to act in a way that the Director considers, in good faith,
would be most likely to promote the success of the Company for the
benefit of its shareholders as a whole and, in doing so, having regard
to (@amongst other matters) the factors set out in section 172(1)@a-f):

e the likely consequences of any decisions in the long-term;
¢ the interests of the Company’s employees;

¢ the need to foster the Company’s business relationships with
suppliers, customers and others;

e the impact of the Company’s operations on the community and
environment;

e the desirability of the Company maintaining a reputation for high
standards of business conduct; and

¢ the need to act fairly as between shareholders of the Company.

These pages 50 to 53, and the pages incorporated by reference,
include details of how the Directors took these factors into account
in their decision-making in 2021. We set out in this statement the
details of who we consider to be our key stakeholders, how we
have engaged with them during the year, and the outcomes of
these processes.

Our purpose, strategy and values

Melrose was founded in 2003 to empower businesses to unlock their
full potential for the benefit of all stakeholders, whilst providing
shareholders with an above-average return on their investment. This
has been delivered through our “Buy, Improve, Sell” strategy, whereby
we acquire high quality but underperforming manufacturing businesses
and set out to solve chronic issues within those businesses, in order to
set them on the pathway to future success. We invest in them heavily to
improve performance and productivity, so that they become stronger,
better businesses under our responsible stewardship. At the
appropriate time, we find them a new home for the next stage of their
development and return the proceeds to shareholders.

The Company’s purpose and strategy remain underpinned by the
principles and values on which it was founded. We act with integrity,
honesty, transparency and decisiveness, and believe in a lean operating
model, high productivity and sustainable business practices. Although
we know our businesses will not be part of the Group for the long-term,
we act as responsible stewards, investing as if we are going to own
them forever, and we see this as an important step on their pathway to
long-term sustainable success. We provide the focus and investment to
improve our businesses’ financial performance, through operational
improvements, by driving growth and profitability, and by investing in
research and development to make the businesses more sustainable.
We also recognise that the building of stronger businesses
encompasses a wide range of non-financial areas including risk
management and ethics and compliance, and we have worked with the
businesses to set meaningful sustainability targets alongside financial
metrics. These actions benefit their long-term future, and benefit all
stakeholders. We hold each business and their management team
accountable for their progress against agreed sustainability targets.

We do not shy away from difficult decisions, but understand these
decisions can have a material impact on certain stakeholders, who we
look to treat fairly, whatever the outcome. We provide the space and
resources to empower people to perform and reward them well when
they do. These principles lie at the heart of our success, and are the
basis on which we strive for future success.

The Board is ultimately accountable to the Company’s shareholders
for setting the Group’s strategy, taking into account the principal risks
facing the Group, and for overseeing the Group’s financial and
operational performance in line with Melrose’s strategic objectives.
Implementation of the Group’s strategic objectives, as determined
and overseen by the Board, is delegated to the Melrose senior
management team, and with day-to-day operational management
delegated to the business unit executive teams. The Board has
established an organisational structure with clear reporting
procedures, lines of responsibility and delegated authority, as
depicted in the diagram on page 40 and in line with the Group’s
governance framework, which the Board reviews regularly.

Maintaining a reputation for high standards

of business conduct

The Board recognises that culture, values and standards are key
contributors to how a company creates and sustains value over the
long-term, and to enable it to maintain a reputation for high standards of
business conduct. High standards of business conduct guide and assist
in the Board’s decision-making, and in doing so, help promote the
Company’s success, recognising, amongst other things, the likely
consequences of any decision in the long-term and wider stakeholder
considerations. The standards set by the Board mandate certain
requirements and behaviours with regards to the activities of the
Directors, the Group’s employees and others associated with the Group.

Reflecting the decentralised nature of the Group, responsibility for the
adoption of policies, practices and initiatives sits at a divisional level,
including the Melrose Code of Ethics and Group compliance policies.
The Board continues to play an active role in overseeing how the
businesses manage compliance, and compliance with the framework
is reported on and fed back to the Board, to guide and assist in its
decision-making, and to ensure that the business practices of the
Group remain aligned with the Company’s purpose. Further detail on
the Group’s compliance policies and framework, and reporting to the
Board, can be found on pages 72 to 75 of the Sustainability report.

During 2021, the Group continued to work closely with third party
audit firms to monitor and verify performance at Group and business
unit levels, in respect of both financial and non-financial performance.
The outcomes of these processes are reported to the Audit
Committee and, ultimately, the Board. The Board considers it to be of
the utmost importance that our businesses continue to uphold the
highest standards of business conduct possible, and that they strive
for improvements in this area.

Engagement with our key stakeholders in 2021

The Board cultivates strong relationships with the Company’s key
stakeholders so that it is well placed and sufficiently informed to take
their considerations into account when making decisions, where
appropriate, in order to discharge their duties and to pursue the
Company’s strategic objectives. Stakeholder engagement is on the
Board’s agenda to assess whether the identities and priorities of the
Company’s principal stakeholders have changed, and whether the
Board has sufficient engagement with each principal stakeholder group.

We set out below our key stakeholder groups, along with details of how
the Board took them into account in their decision-making in 2021.

Employees

Central to the Group’s performance and success is an engaged,
capable and passionate workforce. The Workforce Advisory Panel
(“WAP”) promotes effective engagement with the Group’s workforce.
The decentralised nature of the Melrose model is reflected in the
structure of the WAP, ensuring that the voice of the workforce is heard
where it is most effective in the business unit executive decision-
making process. The WAP met twice during the year and the
outcomes were fed back to the Board accordingly. Further details
about the WAP and its actions during 2021 can be found in the
Sustainability report on page 67.

Whilst we maintain an open dialogue with employees, they also have an
opportunity to raise concerns confidentially and anonymously through
Melrose’s Group-wide whistleblowing platform. The platform has a
multi-lingual online portal, and local hotline numbers that are available
24/7. The integrity of our whistleblowing practices and procedures are
an important part of the Group’s governance arrangements, and the
Audit Committee oversees such practices and procedures to ensure
they remain effective. This is ultimately reported into the Board, thus
enabling it to have oversight of, and to monitor, culture and practices
within the businesses. Further details about the Group’s whistleblowing
procedures can be found in the Sustainability report on page 73.

We understand that some of the decisions we take in improving our
businesses for the long-term benefit of all stakeholders, such as
restructurings, can have an impact on employees. These are difficult
decisions that we do not take lightly. We undertake thorough event-
driven consultations with relevant stakeholders to ensure that the
decisions we take are based on a fully informed view of the potential
impact on those stakeholders, and we endeavour to achieve the best
outcome for the workforce in the circumstances. During 2021, we
supported the GKN Automotive executive management team in their
decision to close unviable sites in Erdington, UK and Firenze, Italy.
Such decisions are never taken lightly or without exploring all
alternative options, but are the right decisions and central to the
long-term future of these businesses. We nonetheless understand that
they involve a significant impact on a wide variety of stakeholders and
invoke strong feelings for all involved. There is rarely a consensus view
throughout, but we strive to treat people fairly and rely on open and
clear communication. For these particular situations, we and our
business unit teams engaged closely with the relevant workforces and
unions to hear their views and to find an agreed outcome. For
Erdington, the closure proposal received overwhelming support from
the workforce. For Firenze, a process which received support from
local and national governments, we were able to secure a
reindustrialised future for the site with a new owner.

Suppliers and customers

It is key to the success of our businesses that they foster positive and
open business relationships with their customers and suppliers, and we
provide support to them where necessary. Our businesses have worked
hard to maintain their strong relationships with suppliers and customers
throughout the year, and they are a key focus for our business unit
executive teams, who continue to invest heavily in these relationships.
Details are set out in the Sustainability report on pages 54 to 77.

The Board is aware that investors are expecting greater transparency;,
disclosure and assurances regarding the nature of the supply chains
within the businesses they invest in. As described in our Modern Slavery
Statement, Melrose itself does not have any global supply chains or
employees in high risk jurisdictions, but we recognise that our businesses
do. We have worked closely with our businesses this year to better
understand their respective supplier landscapes and we will support
them in this area of critical importance during 2022. Any material issues of
concern in this area identified by the business unit executive teams are
escalated to the Board via the reporting procedures identified on page 50.

During the year, the Board approved the Group’s fifth Modern Slavery
Statement, and the implementation of a Group-wide Human Rights
policy, to supplement our other policies in this area including the
Conflict Minerals policy that was implemented in 2020. We remain

committed to addressing the potential risks of modern slavery and
human rights abuses, to acting in an ethical manner with integrity and
transparency in all business dealings, and to investing in the creation
of effective systems and controls across the Group to safeguard
against adverse human rights impacts. Similarly, any material issues
of concern in this area identified by the business unit executive teams
are escalated to the Board via the reporting procedures identified on
page 50. As with supply chains, during the year, no such issues were
identified, but we remain vigilant in this regard. Further details can be
found in the Sustainability report on page 73.

Shareholders

The success of our “Buy, Improve, Sell” strategy relies on maintaining
strong investor support, which Melrose achieves by providing a
consistent and transparent flow of information and management insight
to shareholders and to the wider investment community. Melrose takes
an honest, transparent and open approach to investor relations and
communications. We recognise that analysts require robust information
in order to best inform investors, and investors themselves benefit from
disclosure in line with regulatory requirements, as well as enhanced
disclosure on material topics to the Company, to inform their independent
investment decisions. As a result, we have attracted long-term support
from key shareholders since our establishment in 2003.

In addition to our annual programme of key information publications
and engagement intiatives including the annual general meeting,
extraordinary general meetings on specific material items, publication
of full and half year results, and publication of this Annual Report, the
Board and the Melrose senior management team meet and
communicate with shareholders on a frequent and proactive basis
throughout the year. These efforts include investor roadshows at least
once a year, trading updates, capital markets presentation days as
appropriate to provide key shareholders, analysts and their
representatives with direct access to the Directors and the opportunity
to engage directly with the executive management teams of our largest
businesses during key points in their improvement cycle, and, where
requested, open agenda meetings for key shareholders attended by
the Chairman. In particular, the Board hosted a capital markets day for
institutional investors and financial analysts in 2021, which included
presentations from the CEOs of GKN Automotive and GKN Powder
Metallurgy, containing updates on key financial information. In light of
the travel restrictions in 2021, we continued to keep shareholders
informed as to the Group’s performance during the year primarily
through virtual events alongside bespoke interactions between
investors, analysts and members of management. We expect a return
to face-to-face interactions in 2022 as restrictions ease.

The Group Company Secretariat was also available to engage with
and facilitate discussions with the responsible stewardship and
sustainability representatives of key investors, including direct
discussions with members of the Board. During 2021, these wider
interactive engagement processes were undertaken in relation to a
number of specific topics, including the renewal of the Company’s
long-term incentive arrangements, diversity and sustainability.

The views of key analysts and shareholders are reported to the Board
to ensure that all members of the Board develop an understanding of
the views and any concerns of key shareholders. The Chairman and
other Non-executive Directors are also available to meet institutional
shareholders, where requested.

Environment and communities

Improving the environmental, social and governance performance of
our businesses is central to our “Buy, Improve, Sell” strategy. In light of
the importance of this issue both to the Group and to society as a
whole, we believe that all Directors should be actively involved and
concerned with the Group’s efforts and progress in relation to
sustainability, and therefore the Board as a whole is responsible for all
matters concerning sustainability. The Board continues to remain
extremely focused on ensuring that the long-term performance of the
Group and its businesses is sustainable. The Sustainability report
describes in detail some of the actions that have been taken by the
Group during 2021 in the drive to improve the sustainability of our
businesses and the sectors in which they operate.
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Section 172 statement

Continued

In 2021, the Board also focused on the risk of climate change to the
Group, including this as a new principal Group risk (please see page
47), setting our inaugural Group sustainability targets and
commitments in line with the UN Sustainable Development Goals
(please see page 55 of the Sustainability report), and reporting for the
first time against all the key areas recommended by the Task Force on
Climate-related Financial Disclosures (“TCFD”) (please see pages 60 to
61 of the Sustainability report). Please see opposite for details on how
the Board considered its key stakeholders when taking these actions.

Melrose is committed to minimising its carbon footprint and
supporting its businesses to drive long-term innovation in their sectors
in order to deal with the challenges presented by climate change and
the transition to a net zero emissions economy. Although the central
Melrose carbon footprint is relatively limited, we offset the emissions
that we operate. The Board has continued to support significant
investment by the businesses in their development of products and
services that deliver environmental improvements and benefits to
their customers, which often includes ground-breaking technology.
For further details, please refer to the Divisional reviews on pages 12
to 29 and the Sustainability report on pages 54 to 77.

We recognise the importance of local communities, including where
our employees live and the operations of our businesses are based, to
the effective operations of our businesses. Our Sustainability report
highlights examples of actions the businesses took during 2021 to
engage with their communities, which include business-focused
initiatives as well as charitable activity.

Proxy advisors and independent reporting bodies

Corporate governance agencies require transparency and active
engagement in order to accurately review and assess our performance
in line with expected practices. In 2021, the Company continued to invest
significant time in speaking regularly to the key corporate governance
agencies regarding certain aspects of our governance framework that
we and our investors consider to be of long-term strategic importance,
including diversity, sustainability and remuneration. A large part of our
investor community subscribes to these governance bodies and it is
important to us that we have their support, and that we are proactive in
our communications with them. The views of the key proxy advisors are
reported to the Board directly by the Group Company Secretariat.

The Company has also engaged with independent reporting bodies
supported by the UK Government where relevant, including the Parker
Review and the Hampton-Alexander Review, on distinct topics
governed by those reporting bodies, as well as investing significant
time engaging with various stakeholders on sustainability, such as
sustainability analysts, reporting organisations and rating agencies,
including MSCI, Sustainalytics, V.E., FTSE Russell, S&P CSA and

CDP. This step change in engagement is reflected in the highly
improved scores received from these bodies in 2021. For further
details, please refer to the Sustainability report on page 56.

Regulators and government bodies

The Group has multiple interactions with regulators and government
bodies in a number of jurisdictions across the world, many of which
are of strategic importance to the Group’s long-term success. In the
UK, the Company has regular dialogue with the Department for
Business, Energy and Industrial Strategy (“BEIS”), the Ministry of
Defence (“MoD”) and the UK Panel on Takeovers and Mergers
regarding its ongoing compliance with the undertakings and other
continuing obligations given to the UK Government and other
regulatory bodies in connection with the acquisition of GKN plc.

On the basis of the above, the members of the Board consider,
both individually and together, that they have acted in the way
they consider, in good faith, would be most likely to promote the
success of the Company for the benefit of its members as a
whole, having regard to the stakeholders and matters set out in
section 172, in the decisions taken during the year ended

31 December 2021.

Key board decisions and
stakeholder considerations

Eliminating the GKN UK defined benefit pension
deficit: employees, pensioners and shareholders

Through a combination of the disposals referred to opposite and
prudent balance sheet management, the Board was able to make
significant progress on eliminating the funding deficit of the GKN
UK defined benefit pension schemes. We have delivered on

our commitment to making the schemes fully funded ahead of
schedule, from a total starting accounting deficit at the time of
the GKN acquisition of approximately £0.7 billion. In addition,

we applied more secure funding targets to achieve more prudent
funding, as well as rebalancing the GKN schemes across the
GKN businesses, to avoid overburdening any one business and
to provide greater stability. These actions have vastly improved
the position of these schemes.

This achievement is a clear illustration of Melrose acting as

a responsible steward of its businesses and delivering on its
acquisition promises. This decision was largely taken for the
benefit of the employees and former employees who form part
of these schemes, who will benefit from the improved security.
For shareholders, we hope this further demonstrates our strategy
of building better, stronger businesses for the long-term, which
will ultimately increase their value.

|
Return to shareholder distributions on a prudent basis:

shareholders, lenders and other stakeholders

Melrose aims to provide shareholders with sustained returns through
a combination of dividend income and special distributions following
sales of businesses, operating a progressive dividend policy
whenever the financial position of the Company, in the opinion of the
Board, justifies the payment. As with many of our peers, this policy
was uncharacteristically and temporarily halted during 2020, as the
Board focused on retaining cash within the Group in order to keep
the businesses trading through this turbulent period.

We understand the importance of returns to our shareholders.

The Board made the decision to reinstate dividends to shareholders
in 2021, based on its assessment of the Group’s performance,

and consideration of the impact of such payment on the Company’s
shareholders and lenders. The Board determined to pay a final
2020 dividend in May 2021 of 0.75 pence per share and an interim
2021 dividend in October 2021 of 0.75 pence per share. Both the
decision to pay such amounts, as well as the amounts themselves,
were carefully considered by the Board, and the determined
amounts were felt to be at levels that were sufficiently financially
prudent, and would be understood by the Group’s lenders, whilst
still satisfying shareholder expectations in line with our strategy.

It was also after ensuring that all Group companies had repaid in

full any amounts received from the UK Coronavirus Job Retention
Scheme, with all amounts received during 2020 having been repaid
prior to the end of 2020.

In continuance of this prudency, yet reflecting the Company’s
improved performance in 2021, the Board is very pleased to be able
to propose to pay a final dividend to shareholders of 1 pence per
share, subject to approval at the AGM on 5 May 2022. We hope that
this represents to shareholders another step on the journey towards
returning to pre-pandemic performance.

The Board was also pleased to complete a return of capital to
shareholders of £729 million following the sale of Nortek Air
Management. It was very important for Melrose to be able to do this,

it being a key part of the Melrose strategy to return value created
through acquisitions to our shareholders. In determining the amount of
the return, the Board balanced the needs of a number of stakeholders,
first using the disposal proceeds to reduce the GKN UK pension
deficit, as well as to take leverage to a very conservative 1.3x adjusted
EBITDA, alongside making a significant return to shareholders.

-
Setting sustainability targets and commitments:

shareholders, environment and communities,
employees, suppliers and customers

The Board determined during the year to set its inaugural
sustainability targets and commitments in line with the UN Sustainable
Development Goals and to report for the first time against all key
areas recommended by the Task Force on Climate-related Financial
Disclosures (“TCFD”), as well as elevating climate change to a new
principal Group risk, all of which are set out on page 55 of the
Sustainability Report.

These targets and commitments were set and implemented, and
recommendations have been published, in consultation and following
extensive engagement with our businesses. Our “Buy, Improve,
Sell” strategy causes the composition of the Group to continually
change over time through the eventual exit of each business that
we acquire. It is therefore important that our sustainability targets
and commitments are structured to enable the onboarding and
decoupling of businesses from our Group during the course of
their respective sustainability improvement cycles, whilst ensuring
they are put on a realistically achievable, accelerated trajectory of
sustainability improvement during our ownership.

In setting the targets and commitments, the Board was mindful

of investor expectations, and ensuring that the targets and
commitments sufficiently dealt with these and will result in meaningful
disclosure to investors. The targets and commitments that were finally
determined cover a range of sustainability topics, including emissions,
responsible sourcing, diversity and inclusion, health and safety, the
workforce, and communities. This reflects our desire to ensure that all
of our key stakeholders are represented and can hold the Board
accountable for progress in relation to these matters.

The executive teams of our businesses are fully engaged with,

and understand the importance of, meeting these targets and
commitments. Being manufacturing businesses, they are acutely
aware of the risks and challenges that climate change, and a transition
to a net zero emissions economy, present. However, they are very
different businesses, and a one-size-fits-all approach is

not appropriate. Therefore, Melrose has set its own targets and
expectations on sustainability for businesses under its ownership, but
the businesses will also continue to review and set their own
strategies in this area, which are tailored to them.

1
Disposal of Nortek Air Management, Brush and

Nortek Control: shareholders, employees,
customers and suppliers, environment and
communities

The Nortek Air Management, Brush and Nortek Control disposals
completed during the year, with an aggregate sale price of
approximately £2.7 billion. This has resulted in (for FKI), or puts the
Company on track to deliver (for Nortek), a doubling of shareholders’
money or more on each acquisition, delivering on our strategy of
creating significant long-term value for shareholders and achieving
above-average returns on their investment.

The disposals are a clear demonstration of the Melrose strategy

in action. We built better businesses through significant investment,
operational and financial improvements, and by supporting them in
their pursuit of product development to establish a sustainable
business for the long-term. The Board then determined the
appropriate time of sale of the businesses, found them a new home
for the next stage of their development, and returned a portion of the
proceeds to shareholders.

During our ownership of Nortek Air Management, Melrose invested
significantly in cutting-edge technology, with over £132 million of
investment in research and development, which resulted in the
development of the highly successful StatePoint Technology®. This
was a key contributor to the financial performance of the Nortek Air
Management business during Melrose’s ownership and, as a result,
the sale price for the business that the Board was able to achieve
for shareholders.

Brush was the final disposal from the hugely successful FKI
acquisition, which has delivered a 2.6x return to shareholders.
During our ownership, we completely reshaped the business into
a power generation and services business, properly aligning it

to the increased importance of the renewable energy sector.

The business emerged from its restructuring programmes better
shaped and positioned to serve its growing markets, and we found
it a new owner who was ready to take the business forward into its
next stage.

In taking the decisions necessary to achieve these disposals, on
the terms and at the time they did, the Board’s focus was primarily
on ensuring the maximum disposal proceeds, and therefore in
delivering on its strategy to shareholders to deliver above-average
returns on their investment. However, as responsible stewards of
our businesses, the Board was also keen to ensure that each of the
businesses left the Group in a significantly improved position from
both a financial and non-financial perspective, for the benefit of all of
their stakeholders. As well as delivering an above-average return for
shareholders, we have set up the businesses to deliver long-term
and sustainable benefits for their employees, suppliers and
customers, and communities.

W
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Sustainability report

Implementing business improvement as we transition
to a net zero economy before 2050

A Tocus or
sustal

=

| =

NapIIt

Non-executive Chairman

This year, | am pleased to report that we
have set and implemented our inaugural
Group sustainability targets and
commitments, aligned to the UN
Sustainability Development Goals and the
sustainability issues that are most material
to our businesses and key stakeholders.

We firmly believe that a focus on
sustainability is the right thing to do, integral
to our “Buy, Improve, Sell” model, and a
central enabler of industrial success. Many
of our businesses operate in industries
where achieving meaningful progress
towards decarbonisation remains a tough
global challenge, and through our active
investment in operational excellence and
innovative research and development, we
continue to drive our businesses to directly
address society’s most complex longer-term
sustainability challenges as we transition to a
net zero economy before 2050. We provide
our businesses with the strategic focus and
investment to enable them to mitigate the
Group’s impact on the environment, and to
develop and deliver innovative product
solutions and processes to help their
customers and key stakeholders
decarbonise some of the hardest to abate
sectors of the global economy. Notable
examples of this during 2021 include our
continued investment in GKN Aerospace’s
industry-leading development of aircraft
engine solutions that are compatible with
transitionary sustainable aviation fuels, and
GKN Automotive’s continued investment in
further developing and commercialising its
market leading e-Drive solutions.

Investment in people is a key driver of
commercial success throughout the Group,
underpinned by employee engagement
and a firmly integrated culture of employee
development, diversity and inclusion. By
providing a safe working environment,
encouraging diversity and inclusion at all
levels, and ensuring all our employees have
access to training and career development
opportunities, we will continue to attract
and retain the best talent. However, we do
not shy away from making the difficult
decisions that are necessary to build better,
stronger businesses to unlock their full
potential, which we recognise can impact
certain stakeholders and their wider
business communities. To be well placed to
navigate those tough decisions when they
arise and ensure strong engagement with
our businesses and their key stakeholders,
our Workforce Advisory Panel provides an
important, ongoing forum for direct
engagement and consultation between

the workforce and our businesses’
executive teams.

Our efforts to improve our businesses are
supported by a foundation of robust
governance, risk management and
compliance. We instil the highest
standards of integrity, honesty, and
transparency within the businesses we
acquire, and we require them to demand
the same of their supply chains. The
responsibility for Group sustainability
matters, including the setting of our Group
sustainability targets, ultimate oversight of
Group sustainability risk, and the setting of

all our Group policies, sits with the Board
with support from the Melrose senior
management team, and in the case of risk
management, the Audit Committee. The
Board is regularly updated, at least
quarterly, on key climate and sustainability-
related risks and opportunities.

This Sustainability report is an abbreviated
version of our full standalone report, which
we refer to for full details.
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Justin Dowley
Non-executive Chairman
3 March 2022
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The success of our “Buy, Improve, Sel
model relies on building better businesses
that are positioned to prosper over

the longer term. The sustainability
improvements that we promote and
encourage among our businesses

benefit from our long-term view and are
underpinned by our focus on conducting
business with the highest standards of
integrity, honesty, and transparency.

In line with the “Sell” aspect of our strategy,
our absolute metrics across all areas will
fluctuate year-on-year. By implementing a
stronger culture of operational and financial
improvement, we rebuild our businesses’
resources and capabilities, and enable
them to pursue commercially attuned
sustainability improvement initiatives that
can continue beyond our ownership.

Our targets and commitments

In 2021 we set the following Group sustainability targets and commitments to address some of the key ESG priorities of our businesses
and their industries:

|
Environmental

In 2020, we undertook a materiality
assessment which identified the key
sustainability issues that impact our ability
to create value over time and are of most
concern to our stakeholders.

Our sustainability principles are to:

() Respect and protect
the environment.

(i) Continue to investin and
support our businesses as
they develop products and
services aligned with a net
zero future.

During 2021, as part of our ongoing
executive review of our material sustainability
topics, and in response to our developing
sustainability strategy and the evolving
macro business environment, we have
elevated the importance and prominence of
Responsible Sourcing and Water across the
Group. Both topics will receive greater focus
during 2022 and beyond.

As we enter a new year, we have renewed
and reiterated our four sustainability principles
to better reflect the current ESG ecosystem
and the positive impact we can have on the
industrial sectors in which our businesses ; :
operate, whilst continuing to engage with key (V) Exercise robust governance,
internal and external stakeholders to ensure risk management and

all our businesses better understand and compliance.

deliver upon their expectations.

(iii) Promote diversity, prioritise
and nurture the wellbeing
and skills development of
employees, and support
the communities that we
are part of.

Addressing our Group impact on the environment
e Source 50% of our electricity from renewable
sources by 2025 and 75% by 2030,

e Divert 95% of our waste from landfill by 2025
and 100% by 2030%?.

¢ Reduce CO,e/£m revenue by 20% on average

Helping our businesses’ customers address their

impact on the environment

e Achieve 50% of total R&D expenditure on
climate-related R&D per year to contribute to the
decarbonisation of the sectors in which our businesses
operate by 2025, 75% by 2030 and 100% by 2040.

across the businesses by 2025 and 40% by 2030@. * Achieve 50% of new products which contribute to the

e Achieve net zero Greenhouse gas emissions

before 2050.
N

Social Talent and workforce
e Ensure that all permanent employees receive
regular (@annual) formal performance reviews by
2022 where permitted by local laws and employee
representative bodies.

Community

e Invest £10 million over five years through the
Melrose Skills Fund.

N
Governance

decarbonisation of the sectors in which our businesses
operate by 2025, 75% by 2030 and 100% by 2040.

Diversity and inclusion
e Achieve by 2021 and maintain a Board and executive
committee comprising at least 33% female membership.

¢ Maintain achievement of the Parker Review
recommendations.

Health, safety and wellbeing

¢ Protect our employees from injury and lost time
accidents (LTAs) and achieve and maintain an LTA
frequency rate below 0.1.

¢ All employees, suppliers and contractors must

comply with our Code of Ethics, conducting
business with integrity and in a responsible,
ethical and sustainable manner.

(1) Where renewable electricity is commercially and reasonably available in the relevant jurisdiction.
(2) Excluding hazardous waste, which is already disposed of correctly outside landfill.
() Target baselined on 2021 performance. Baseline was set in conjunction with the timeframe of the Group’s target setting process.
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Progress in

2021:

In 2021, we continued to deliver on our promise to improve
our businesses’ longer-term financial and operational
performance, while delivering against our four overarching
sustainability principles.

Key milestones included:

¢ Reducing the Group’s total absolute Scope 1 and
Scope 2 GHG emissions (-14%), energy consumption
(-6%) and water withdrawal (-8%). Intensity ratios
increased, reflective of the disposals of Nortek Air
Management, Brush and Nortek Control during the
period. However, we remain on track to meet our targets.

* Achieving and maintaining Board gender diversity
of 42% female representation (+12%), and achieving
the Parker Review target of having one director on the
Board from an ethnic minority background.

¢ Introducing Group-level sustainability targets and
commitments set through extensive consultation with
our businesses. Our targets and commitments aim to
reduce the environmental impacts of all aspects of our
businesses — driving sustainable management of our
input resources, improving operational efficiency, and
minimising the impact of their inputs and outputs, as well
as ensuring a safe working environment for all.

Each of our businesses are at a different stage of their
respective strategic sustainability improvement journey,
and they are at different points in their Melrose ownership.
By the very nature of our “Buy, Improve, Sell” strategy, our
Group sustainability performance will fluctuate during

our investment cycle as we acquire new businesses in
need of improvement, and sell businesses that we have
improved. These differences among our businesses,

and the unigue nature of our business model, have

been assessed and considered in setting the

parameters of the Melrose Group sustainability

targets and commitments.

Elevating the importance and prominence of Water
and Responsible Sourcing across the Group as
material group sustainability topics. Both topics will
receive greater focus during 2022 and beyond.

Improving disclosure through engagement

and action resulting in significant improvement in
stakeholder awareness. Throughout the year we
undertook a major programme of engagement with key
ESG benchmarking organisations that our investors rely
upon. In October 2021, we received our revised ESG
scores from MSCI and Sustainalytics, which both
demonstrated notable improvements and highlighted
the Group’s increased management focus and delivery
of improvement actions to mitigate the impact of
sustainability risks. The scores provide a snapshot as
at 31 December 2020, meaning that the considerable
improvements made throughout 2021 will be reflected
next year.

Continuous bolstering of our Group sustainability
governance framework through the formal compilation
of our key environmental and human commitments,
within our inaugural Group Environmental and Human
Rights policies.

In addition, in July 2021 we submitted our inaugural CDP
Climate Change questionnaire for which we scored a C
rating, which reflects our performance as at 31 December
2020. Our CDP submission enabled us to support a
number of our customers by supplying emissions data

to enhance their Scope 3 emissions reporting. We look
forward to building on this in 2022 and broadening the
scope of our engagement with, and submissions to, CDP.

MSCI — ESG score
(2020: BB)

This places us above average for Global
Industrial Conglomerates.

Sustainalytics — ESG Risk Management score
(2020: 28.4 “average”)

Our Sustainalytics ESG Risk exposure score is
34.2 which places us in the top 12% of Global
Industrial Conglomerates.

¢ Aligning with non-financial reporting frameworks.
As a UK premium listed company, Melrose complies
with the requirements of the new Listing Rule on
climate-related disclosures, reporting against all the
key areas recommended by the Task Force on
Climate-related Financial Disclosures (“TCFD”).
During the second half of 2021, the Melrose senior
management team worked with Ernst & Young and the
divisional sustainability leaders to carry out a qualitative
climate scenario analysis exercise to identify high-level
exposure to climate change. Our TCFD disclosures can
be found on pages 60 to 61.

To further enhance the transparency of our non-financial
reporting, we have provided additional disclosure on our
sustainability performance in line with the Sustainability
Accounting Standards Board (“SASB”) requirements
for Aerospace and Defence and Auto Parts sector
standards, which are referred to on page 60.

Setting business-level sustainability strategies.
Following the establishment and subsequent
implementation and embedding of our Group
sustainability principles aligned with the UN Sustainable
Development Goals in 2020. During 2021, we kick-
started our businesses’ formulation of their own
sustainability strategies, in pursuit of our Group material
sustainability issues, targets and commitments. Their
strategies are set in alignment with our Group strategy,
and sensitive to the context, needs and priorities of
their respective sectors. In line with our decentralised
business model, we empower and shape the
foundations of our businesses to support sustainability
improvements that they can carry forward responsibly
and proactively after they inevitably leave the Group,

in line with our “Buy, Improve, Sell” strategy.

Integration of climate and sustainability in Melrose’s governance framework

Below we have included a high-level overview of how sustainability and climate-related risk is integrated across our

governance structure.

Audit Nomination
Committee Committee
responsible for risk responsible for ensuring
management including that the membership
of the Board and the
pipeline for succession
planning purposes
reflects diversity

climate-related risks

Board of Directors
ultimate responsibility for
all matters relating to
sustainability risks including
climate-related risks

Melrose Senior
Management Team
responsible for
integrating sustainability
and climate into
strategic management

Workforce
Advisory Panel
responsible for
promoting the views
and interests of
the workforce

Remuneration
Committee
responsible for
integrating sustainability
into the executive
remuneration structure
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Respect and protect
the environment

Continue to invest in and
support our businesses as
they develop products and
services aligned with a net
zero carbon future.

Material Issue

Source our global electricity
from renewable sources

13 i

O

Melrose Group Performance Target

® Source 50% of our electricity from renewable sources by 2025
and 75% by 2030

Divert our waste
from landfill

 Divert 95% of our waste from landfill by 2025 and 100% by 2030@

Reduce our global Scope 1
and Scope 2 emissions
intensity

* Reduce CO,e/£m revenue by 20% on average across the
businesses by 2025 and 40% by 2030®

¢ Achieve net zero Greenhouse gas emissions before 2050

Increase expenditure on
research and development
(“R&D”) relating to climate-

to the decarbonisation of
the sectors in which our
businesses operate

® Achieve 50% of total R&D expenditure on climate-related R&D
per year to contribute to the decarbonisation of the sectors in
which our businesses operate by 2025, 75% by 2030 and

related solutions that contribute 100% by 2040

Develop new products that

® Achieve 50% of new products which contribute to the

contribute to the decarbonisation  decarbonisation of the sectors in which our businesses

of the sectors in which our
businesses operate

operate by 2025, 75% by 2030 and 100% by 2040

We are believers in industry and its potential
to help solve society’s most pressing needs.
We buy high-quality but underperforming
industrial businesses, with established
positions in markets that are often among
the most difficult to decarbonise.

Melrose approaches its environmental
strategy from two perspectives. Firstly,
addressing its own emissions, both at a
Group level and within each of the businesses
that it owns, through the introduction of
targets and providing support and targeted
investment to the businesses. More
importantly, we are helping our businesses’
customers to address their emissions and
to contribute to the decarbonisation of their
respective industries.

(1
@
@

We recognise the serious threat posed by
climate change and the urgent need for
meaningful action. The manufacturing
businesses that we acquire often operate

in the industries that are some of the most
difficult to decarbonise. We invest in and
encourage our businesses to improve their
operations and market offerings to minimise
their impact on climate change and make
them less vulnerable to climate-related
risks, while safeguarding their long-term
commercial success. We aim to effect
meaningful change and improvement

within our businesses during our ownership
period. By setting a strong focus on
sustainability improvement within each
business we acquire, we want our businesses
to continue their trajectory even after our
ownership period.

) Where renewable electricity is commercially and reasonably available in the relevant jurisdiction.
) Excluding hazardous waste, which is already disposed of correctly outside landfill.
) Target baselined on 2021 performance. Baseline was set in conjunction with the timeframe of the Group’s target setting process.

(4) Source: https://carbonneutral.com/the-carbonneutral-protocol.

Improving the sustainability performance of
our businesses whilst helping their customers
and key stakeholders tackle pressing climate
challenges is at the core of Melrose’s
“Improve” strategy. Through a combination of
investment in our own operations, strategic
oversight and ground-breaking research and
development, we and our businesses are
directly addressing society’s most complex
longer-term sustainability challenges. By
developing and delivering innovative product
solutions and processes, we are supporting
the transition towards a net zero economy
before 2050.

While under our ownership, we enable and
support fast and sustainable operational
improvement through targeted investment,
helping to shape the long-term profitability
and sustainability of our businesses. Our
ambition is to achieve net zero Greenhouse
gas (“GHG”) emissions in our Group’s
operations before 2050 in line with the UK
Government’s target, and in order to achieve
the goals of the Paris Agreement. To meet
this goal, each of our businesses have agreed
and implemented sustainability targets

and commitments aligned with our Group
sustainability targets, which are aligned to

the UN Sustainability Development Goals
(“UN SDGs”") and the sustainability issues that
are most material to our key stakeholders.

In 2021, the Group achieved reductions in
total absolute Scope 1 and Scope 2 GHG
emissions (-14%), energy consumption (-6%)
and water withdrawal (-8%). The Group also
reported some Scope 3 emissions for the first
time. Despite these absolute reductions, there
were increases in the Company’s chosen
intensity ratios, as shown on pages 76 to 77.
This is reflective of the fact that Nortek Air
Management, Brush and Nortek Contral,
which were disposed of during the period
(and therefore are not included from both

an emissions and a revenue perspective
for 2021), had less resource-intense
operations than the Group’s remaining
businesses, as well as Nortek Air
Management’s revenues being less
impacted in 2021 than the GKN
businesses in particular.

Melrose sets a positive example and
enables and empowers its businesses
to follow its lead. Although the central
Melrose carbon footprint is relatively
limited, we offset the emissions that we
generate. The Melrose corporate offices
have attained the CarbonNeutral®
company certification for 2019, 2020 and
2021 through a combination of internal
energy efficiency initiatives and financing
high-quality, high-impact emissions
reduction projects in accordance with
The CarbonNeutral Protocol®. The
Melrose corporate office in the US

also has the HinesGo (Green Office)
designation in recognition of its
sustainability practices and energy
efficiency performance, among other
environmental and wellbeing criteria.

In 2021, we developed our Group
Environmental policy to demonstrate our
commitment towards driving sustainable
production methods and infrastructure,
and minimising the potential negative
impact that our businesses may have

on the environment over the longer term.
The policy, which applies to all individuals
working across our businesses and has
been approved by the Board, can be
found on our website (https:/www.
melroseplc.net/media/2805/
environmental-policy.pdf). Our Conflict
Minerals policy, which sets out the
expectations of Melrose and its business
units towards their suppliers with regards
to conflict minerals can also be found on
our website (https://www.melroseplc.
net/media/2593/conflict-minerals-
policy.pdf).

Product responsibility is central to the Melrose model of acquiring and improving
underperforming manufacturing businesses. This is grounded in investing in safe

and sustainable production practices and demonstrated by sustainable product
performance and effective product life cycle management. Furthermore, we recognise
the risks and opportunities that the transition to a net zero economy presents for our
businesses and their customers. Despite operating in some of the hardest industries to
decarbonise, we work closely with our businesses to ensure that they are well positioned
to meet emerging regulatory requirements and wider environmental expectations.

Climate-related issues have a direct impact on product strategy, development, and
financial planning across all our businesses. Our businesses work closely with their
customers and world-class research institutions to develop market-leading and
cost-effective innovations, delivering solutions that address environmental challenges.

In 2021, our businesses invested over £153 million in developing products that help
their customers improve their energy efficiency and to reduce their GHG emissions,
water consumption and waste generation compared with conventional technologies.

Key projects currently in progress include:

GKN Aerospace

GKN Aerospace’s ground-breaking development in liquid hydrogen
technology. The £54 million collaborative H2ZGEAR programme
focuses on technology to accelerate aerospace decarbonisation,
with the goal of zero CO, emissions hydrogen-powered sub-
regional aircraft entering the skies as early as 2026. The programme
is expected to create more than 3,100 jobs across the UK and will
reinforce the UK’s position at the forefront of aerospace technology
research and development.

In addition, GKN Aerospace, in collaboration with HiROC, a
“turquoise hydrogen” technology developer, is developing a
hydrogen gas generation solution for the GKN Aerospace Global
Technology Centre (“GTC”) in Bristol, UK. The project, which

is in its early stages, aims to combine HiiROC’s H2 generation
technology with current hydrogen storage technology from

GKN Hydrogen to replace the use of natural gas at the GTC.

If successful, this may present a significant opportunity across the
wider business in terms of reducing energy and emissions footprint.

GKN Automotive

GKN Automotive is at the forefront of increasing the efficiency of key
automotive components and parts that are used across the world.
As well as investing to minimise the CO, impact in vehicles, all
products are designed to meet the highest international and OEM
standards for hazardous materials and recyclability. At the GKN
Automotive UK Innovation Centre in Abingdon, UK, the business

is helping to progress the electric vehicle revolution and ongoing
decarbonisation of the global automotive sector. In December 2021,
GKN Automotive launched its Advanced Research Centre to help
develop next-generation e-Drive technologies to power future electric
vehicles and increase engineering capability in the UK to help meet
the Group’s net zero commitment. GKN Automotive is partnering
with research teams in the engineering departments at the University
of Nottingham and Newcastle University, operating collaboratively
with engineers at the UK Innovation Centre.

GKN Powder
Metallurgy

GKN Powder Metallurgy’s new proprietary electric pumps are
substituting engine driven pumps on vehicle transmissions.

A conventional automobile pump system causes the pump to

be constantly driven, resulting in unnecessary energy wastage.
GKN Powder Metallurgy’s new electric pump system operates

on demand, actuated from the electronic controlling unit of the car,
thereby reducing energy waste. This ground-breaking technology
can achieve a fuel benefit of up to 10% compared to a conventional
engine driven pump operating within a conventional driving mode.
For full hybrid and electric vehicles, the electric pump is set to
become the leading solution for lubrication and cooling.

More information on high profile projects can be found within the
Divisional reviews on pages 12 to 29.
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Melrose Group Taskforce on Climate-related Financial

Disclosures (“TCFD”)

In alignment with the recommendations of the Taskforce on Climate-related Financial Disclosures

In complying with the requirements of

the new Listing Rule on climate-related
disclosures, we have included disclosures
against all the key areas recommended by
the TCFD. This is our first report following the
recommendations of the TCFD and covers
our approach as at 31 December 2021. We
recognise that we will need to build on the
efforts started in 2021 and are committed

to continuously improving our approach.

In the table opposite, we summarise our
disclosures against each of the TCFD
recommendations and we cross-refer to
where the disclosures are in this Annual
Report. In assessing coverage, we took
into consideration the guidance documents
referred to in the guidance notes to the
relevant Listing Rule.

|
Sustainability Accounting

Standards Board (“SASB”)

reporting for 2021

This is our first year reporting against the
SASB reporting standards. By reporting in line
with the SASB standards we are providing
our investors and other stakeholders with
comparable, consistent, and reliable data on
financially material sustainability factors, which
directly impact our long-term enterprise value.

Further detall, including our established basis
of reporting, can be found in our standalone
Sustainability Report (available on our website
at https://www.melroseplc.net/
sustainability).

Taskforce on Climate-related Financial Disclosures (“TCFD”) Index

]
Governance

]
Strategy

|
Risk
management

]
Metrics and
targets

a) Describe the board’s oversight of climate-related risks and opportunities.

The Chairman and the Melrose Board oversees and has ultimate responsibility for
Melrose’s sustainability initiatives, disclosures, and reporting. This includes, but

is not limited to, climate risks and opportunities. The Board has responsibility for
approving the sustainability strategy, sustainability report and sustainability targets,
which also includes climate-related targets. Details of how the Board delegates risk
management authority across the divisions is described in the Risk management
overview on pages 40 and 41.

The Board receives regular training, at least annually, on sustainability issues

that impact our businesses, including climate change. The Board also receives
quarterly updates on key sustainability and climate-related issues that impact the
sectors in which the Group’s businesses operate, and on the specific measures
that need to be implemented to drive improved climate-related performance of the
businesses. Please see the governance overview on page 57 for details of how

sustainability and climate-related issues fit into wider Melrose governance and Board

responsibilities. Our Section 172 statement on pages 50 to 53 describes in more
detail the Board’s decision-making in 2021, including in relation to sustainability
and climate-related matters.

b) Describe management’s role in assessing and managing
climate-related risks and opportunities.

The Melrose senior management team oversees the Group sustainability function.
This responsibility includes the publication of the sustainability report and the
setting of climate-related targets in line with the TCFD recommendations across
the businesses in 2021. We integrate the management of sustainability and climate-

related issues across our existing governance and committee structures. Please see

page 57 for a diagram that outlines how climate is integrated into our governance
and committee structures.

We run a decentralised model and overseeing climate-related issues and
implementing relevant actions and initiatives is most effective at the individual
business level, where most impact can be had. Each business’s CEO and
executive management team are accountable for climate change and sustainability.

Throughout the year, the Melrose Group sustainability function has engaged with the

CEOs and other relevant senior leaders of each business to set expectations and
to ensure there is appropriate oversight of the impacts of climate and other material
sustainability risks and opportunities. Please see the Divisional reviews on pages 12
to 29 for detail of how the divisions are engaging on climate change.

a) Describe the climate-related risks and opportunities the organisation
has identified over the short, medium and long-term.

In alignment with our “Buy, Improve, Sell” business model, we view managing
climate-related risks and opportunities with the aim of protecting and enhancing

both the value of our businesses and their impact on the world. We have considered

climate risk under short, medium, and long-term time horizons that reflect the
investment and value creation cycle of our “Buy, Improve, Sell” model. We have
included a description of the climate-related risks identified as part of our qualitative
climate scenario analysis on pages 62 and 63. The time horizons used for the
scenario analysis were as follows:

® Short-term: until 2023 — aligned with Melrose investment and immediate
improvement phases.

* Medium-term: until 2026 — aligned with Melrose ownership, engagement and
“Improve” period and beyond.

e | ong-term: until 2040 — expected to align with the period beyond Melrose
ownership for our current businesses.

b) Describe the impact of climate-related risks and opportunities
on the organisation’s businesses, strategy, and financial planning.

c) Describe the resilience of the organisation’s strategy,
taking into consideration different climate-related scenarios,
including a 2°C or lower scenario.

In 2021 we invested over £153 million across our businesses on climate-related
research and development, for example, to develop products that help their
customers to improve their energy efficiency and to reduce their GHG emissions
compared with conventional technologies. Please see the Technology case studies
contained within the Divisional reviews on pages 12 to 29 and on page 59 of this
Sustainability report for further examples. We have described how sustainability
and climate-related issues are integrated into our broader strategy in the description
of our strategy and business model on pages 2 and 3.

Climate change has a direct impact on product strategy, development, and financial
planning across all of our businesses. Our businesses work closely with their
customers, partners, and world-class research institutions to develop market-
leading, cost-effective innovations and deliver solutions that address environmental
challenges. In the Sustainability report on pages 58 and 59, we have provided
details on how we are embedding low carbon transition into our businesses
alongside our relevant targets.

To understand, and plan for, how Melrose will be impacted in plausible future
climate scenarios and to improve our strategic resilience, we carried out our

first climate scenario assessment, under two scenarios. These scenarios

use Representative Concentration Pathways (“RCPs”) that set pathways for
concentrations of GHGs and, effectively, the amount of warming that could occur
by the end of the century. We used the same criteria to rate the climate-related
risks that is used to rate other strategic Group risks. Further details of how our
businesses are supporting the decarbonisation of their sectors are outlined in
the Technology case studies contained within the Divisional reviews on pages 12
to 29 and on page 59 of this Sustainability report. Details of our 2021 qualitative
climate scenario analysis can be found on pages 62 and 63.

a) Describe the organisation’s processes for identifying and assessing
climate-related risks.

Climate change will continue to have direct physical and transitional impacts on the
businesses, although for each business the impacts will be different. Each business
is individually responsible for developing and managing processes to monitor

and manage their climate-related risks. The qualitative climate scenario analysis

described on pages 62 and 63 was a key step in identifying climate-related risks and

opportunities. Please see the Risks and uncertainties section on pages 42 to 49 for
details of our Group approach to assessing principal risks including climate change.
This year we also assessed water stress. Please see page 64 for details.

b) Describe the organisation’s processes for managing
climate-related risks.

c) Describe how processes for identifying, assessing, and managing
climate-related risks are integrated into the organisation’s overall
risk management.

With Melrose’s support, each business invests in and implements appropriate

systems and processes to manage their impact on the environment, and continually

reviews these in line with evolving expected practices. The executive management
team of each business regularly reviews any significant climate-related issues,

risks and opportunities related to the business. These reviews consider the level of
climate-related risk that the business is prepared to take in pursuit of its business
strategy and the effectiveness of management controls in place to mitigate climate-
related risk. In line with our decentralised model, our businesses have frameworks
in place for identifying principal risks and opportunities appropriate to their business
and stakeholders, which include climate-related risks. Each business takes an
appropriately tailored approach to improve relative to their maturity in this area at the
time of becoming part of the Group.

In 2021, the Group risk categories were expanded and refined to include climate
change as a strategic Group risk, to reflect the emerging risks involved with the
increased frequency of extreme weather and climate-related disasters, coupled
with increased climate transition legislation and regulations in this area. Please
see page 47 for details on how climate change is integrated into our Group
strategic risk profile.

At the end of 2021, in recognition of the businesses’ strong focus on ensuring
an efficient and sustainable use and management of energy, 112 (74%)" across
our businesses were certified to ISO 14001 standard, and 28 sites (18%)™ had
achieved ISO 50001 certification. Compliance to the standards is ensured by
independent auditing, with annual surveillance audits being completed and a full
re-certification carried out every three years.

a) Disclose the metrics used by the organisation to assess climate-
related risks and opportunities in line with its strategy and risk
management process.

b) Disclose Scope 1, Scope 2 and, if appropriate, Scope 3 Greenhouse
gas (“GHG”) emissions and the related risks.

c) Describe the targets used by the organisation to manage climate-
related risks and opportunities and performance against targets.

Improving operational efficiency is a key factor that shapes the long-term profitability

and sustainability of our businesses and contributes to ensuring that they are
responding appropriately to changing regulatory and stakeholder requirements and
expectations. Our ambition is to achieve net zero GHG emissions in our Group’s
operations before 2050 in line with the UK Government’s target, to achieve the
goals of the Paris Agreement. As part of our evolving sustainability strategy, we
have identified relevant Group-level KPIs to support us in better articulating our

transition plan to meet our net zero ambition. These metrics include GHG emissions,

water (withdrawal and stress) and waste. We have reported Scope 1 and Scope 2
emissions data for the Group for several years and have now set reduction targets
for the short, medium and long-term. In 2021, we also began to report a limited
number of Scope 3 emissions and will shortly incorporate these into our targets.

Please see the environmental reporting section on pages 76 and 77 for our Scope 1,

2 and 3 emissions disclosures.

We have reported Scope 1 and Scope 2 emissions data for the Group for several
years. In 2021, we also began to report a limited number of Scope 3 emissions.

Please see the environmental reporting section on pages 76 and 77 for our Scope
1, 2 and 3 emissions disclosures. Our Group emissions are closely linked with our
Group climate transition risk exposure. Please see our 2021 qualitative climate
scenario analysis on pages 62 and 63 for details on our climate transition risk

and how our divisions are addressing and engaging with climate transition risks
and opportunities.

Each of our businesses are at a different stage of their respective strategic
sustainability improvement journey, and at different points in their Melrose
ownership. By the very nature of our “Buy, Improve, Sell” strategy, our Group
sustainability performance will fluctuate during our investment cycle as we
acquire new businesses in need of improvement, and sell businesses that

we have improved. These differences among our businesses, and the unique
nature of our business model, have been assessed and considered in setting
the parameters of the Group sustainability targets, which cover net zero,
Scope 1 and Scope 2 emissions intensity, renewable electricity sourcing, waste
diverted from landfill, climate-related research and development expenditure
and the development of new products that contribute to the decarbonisation
of the sectors in which we operate. Please see page 55 for more details on our
environmental targets including time horizons.

(1) Data has been collected from 98% (by sites) of the Group.

L
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Climate scenario analysis in 2021

The Group is exposed to climate risks and
opportunities through our individual business
divisions. We are aware that the effects of
climate change on specific sectors and
businesses are highly variable. In 2021, we
engaged with external consultants, Ernst &
Young, to carry out our first climate scenario
analysis to qualitatively assess the likelihood
and impacts of climate change related risks
on our Group™.

The climate scenarios that were used for the
assessment were:

Lower carbon scenario (RCP 2.6)

Very stringent decarbonisation pathways
through policy and technology shifts. In
this scenario, emissions start declining
immediately and reach zero by 2100. It is
likely to keep warming below 2°C, resulting
in lower expected physical climate risks.

Higher carbon scenario (RCP 6.0)
Some emissions mitigation. Emissions rise
to 2080 and fall. Warming is likely to exceed
2°C degrees, resulting in higher expected
physical climate impacts.

The analysis focused on a selection of
climate-related risk categories across physical
and transition risk areas. Given the nature of the
analysis and the sectors that our businesses
operate within, we identified key areas of
material risk exposure that are in various stages
of mitigation across the businesses. We have
provided an overview below of the Group’s
physical and transition climate risk exposure
and responses.

Risk description
|
Technology

Technology transition risks through increasing
demand for lower carbon technologies that
render current products obsolete. There are also
potential risks from unsuccessful investment in
new technologies.

Risks and Opportunities

|
Market

Market risks from changing demand for products
due to shifting customer sentiment towards lower
carbon options.

Risks and Opportunities

|
Carbon policy and regulations

Risks from carbon policies and regulation,
including taxes and bans on specific products
and processes. This also includes carbon
pricing on carbon intensive materials such

as steel and plastic.

Risks

|
Sector reputation

Risk that high-emitting, hard to decarbonise
sectors are exposed to increased sector
stigmatisation. This may affect the attractiveness
of investments in companies exposed to carbon
intensive industries, including within the aerospace
sector and other manufacturing sectors.

Risks and Opportunities

Overview of Melrose Group transition climate risks and opportunities

Risk trends and impacts

Lower carbon scenario Higher carbon scenario

How we are responding

6\0@ N Technology is a major strategic focus for the

: - : N S & X Group. Please see the Chief Executive’s review

The busmesses are exposed to increasing N \2\@ N \2@ on pages 10 and 11 for further details on our

technology risks over time under both the lower renewed focus on sustainable technologies

and higher carbon scenarios. This is due to rising 2023 (] 2023 @ . o

pressure on their sectors and customers to develop 2026 2026 The Melrose senior management team is

and scale new lower carbon technologies to drive L o g’gﬂ”u'gg ts?ri?eg?g?ny/gtsﬁﬂ:n?ﬁnstg?ﬁ:es

down emissions (for example, use of hydrogen, 2040 ) 2040 ° devef)%mem of pgroducts that will be key to

zero carbon aircrafts, increasing penetration of the low carbon transition. and to consider

battery electric and plug-in hybrid electric vehicles). the capital requirements to meet its

Potential financial impacts include increased operating decarbonisation objectives. See our Divisional

costs on research and development to respond to reviews on pages 12 to 29 for details of how

technology and market trends and increasing capex the divisions are investing in lower carbon

to invest in new and specialist machinery. technology and research and development.
Q é\\)@ « N 6\\) < The businesses are acutely aware of,

This risk is intricately linked with Technology risks NN S W 322;?55023?'%%Zggiﬁhiggggtgniﬁgtse
and Sector reputation risks. Under the lower the Divisional revi P S 101 29
b . et risk ) 2023 ° 2023 @ see the Divisional reviews on pages 12 to
carbon scenario, Market ris exposure remains a for details on how our divisions are adapting

stable medium across all time horizons. Under the 2026 ° 2026 @ to changing market demand for lower
higher carbon scenario, the risk exposure does not carbon solutions.
manifest until 2040. 2040 ) 2040 [}
Potential impacts to revenue due to changing
product demand (for example, reduced demand
for internal combustion engine parts and
increasing demand for electric vehicle parts
in the automotive sector).
S S Melrose has a Group-level priority to drive the
- - , N X decarbonisation in its businesses’ sectors
Due to the energy intensive nature of manufacturing, N O %) N S =) oo .
the divisions are exposed to increasing carbon policy NS NN R f;rgeqzstszﬁr;%%p{:ﬁg’ehe;?:f:: ';Zgléd'on
and regulatory risks in short, medlium and long- 2023 ([ ] 2023 @ 59 for more detail on how our businesses
term horizons, particularly under the lower carbon support the decarbonisation of their sectors
scenario. The higher carbon scenario assumes less 2026 ® 2026 o and pages 55 and 76 to 77 for our climate-
near-term regulatory intervention and as such, risk 2040 2040 related targets and metrics.
exposure does not begin to manifest until 2040. o o
Potential impacts to operating cost and revenue
due to carbon taxes and regulatory interventions.
Potential impacts due to increasing cost of the raw
components in manufacturing.
§ $ The Board oversees and challenges the

I : 5 O t of the Group’s sustainability
Reputation risks were found to be low in the short- S @ S @ managemen : .
term under the low carbon scenario but expected to NS MRS f;;gfgg&)i?;:ifgi‘:g':ﬁ;gﬁ@ggg??
increase in the medium and long-term. Reputation 2023 @ 2023 ° including on pages 54 to 57, The Board also
risk was the only climate risk that was found to be monitors ESG ratings to ensure continuous
higher under the higher carbon scenario. This is 2026 ° 2026 o improvement across ESG issues that are
due to assumptions around increased stakeholder 2040 Py 2040 P important to investors, and to ensure that

pressure to the limited carbon policies assumed in
this scenario.

Potential impacts include reduced access to capital
due to investor preference for companies less
exposed to high emitting activities.

the Group is in line with market and key
stakeholder expectations.
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Overview of Melrose Group physical climate risk

In the scenario analysis, physical climate risks were given a single combined risk rating
across both scenarios assessed. This is because physical outcomes do not begin to diverge
significantly until after 2040 under the scenarios used. Please see below for an overview of i
the Group’s physical climate risk exposure. :

The analysis assessed the following physical climate risks categories:

® Property - risks from physical damage to property because of extreme weather
events (acute) or changes to the climate experienced over a period of time (chronic).

e Supply chain - risks from disruption to the supply chain because of extreme weather
events (acute) or changes to the climate experienced over a period of time (chronic).
For example, impacts of extreme weather events in key supplier locations.

e Production - risks to the production process or demand for products because of f
changes in the climate. For example, potential impacts of higher temperatures on labour o
productivity and production outputs. ;

Melrose Group-level exposure to physical climate risks

Across both scenarios (RCP 2.6 and RCP 6.0)"
2023 2026 2040
Medium  High

Low  Medium High Low Medium High Low

Property [ ) ® ®
Supply-chain [ ] [ ] [}
Production [ ] [ ] [ J

(1) Physical risks have been given a single combined risk rating across both scenarios used.

Overall, physical climate risk exposure was found to be significantly lower across the
divisions relative to transition risk. The scenario analysis found low exposure to material
or unmitigated physical climate risk across divisions in the short and medium-term time
horizons under both scenarios. Physical risks begin to increase in the longer-term time
horizon (from 2040), for example through increasing likelihood of river flooding risk in the
UK or increasing wildfire risk in California.

The businesses have prioritised the most material climate risk exposures, namely the
transition risks outlined in the table opposite. However, physical climate risks will continue
to be monitored as part of the Group strategic risk framework. Please see the Risks and
uncertainties section on page 47 for more details on the Group’s approach to climate
risk management.

(1) Ergotron was excluded from the analysis due to low materiality. Its revenue weighting for the Group was 3% based on H1 2021 data.
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Our environmental reporting covers all
entities over which the Group had financial
control for a period of at least one year as
at 31 December 2021. Emissions from
entities acquired or disposed of during the
reporting period (i.e. disposed of before
31 December 2021 or acquired on or
after 1 January 2021) are not accounted
for in this section in respect of 2021 data.

Given that the Melrose business model

is to “Buy, Improve, Sell” businesses,

the consolidated Group emissions data
contained in this report can often show
significant year-on-year changes, which
may not reflect the underlying performance
of each individual business in the Group.

In 2021, the Group achieved reductions in
total absolute Scope 1 and Scope 2 GHG
emissions (-14%), energy consumption (-6%)
and water withdrawal (-8%). The Group also
reported some Scope 3 emissions for the
first time.

Our emissions and other environmental
disclosures are set out on pages 76 and 77.

The Group’s chosen intensity ratio is
emissions, energy consumption and water
withdrawal reported above normalised
tonnes, MwH, or m3 per £1,000 of turnover,
which we believe remains the most
appropriate intensity ratio for Melrose given
our business model and structure. Although
absolute emissions, energy and water
decreased in 2021, the Scope 1 and Scope
2 emissions, energy consumption and
water withdrawal intensity ratios increased.

The increase in the intensity ratios in 2021
is reflective of the fact that Nortek Air

Management, Brush and Nortek Control,
which were disposed of during the period
(and therefore are not included from both

an emissions and a revenue perspective for
2021), had less resource-intense operations
than the Group’s remaining businesses, as
well as Nortek Air Management’s revenues
being less impacted in 2020 than the GKN
businesses in particular.

No material environmental fines or penalties
were issued against any of the businesses
in 2021 or in the previous four years.

Water

Water is an essential resource for multiple
production processes utilised within our
businesses. It is acknowledged, however, that
water scarcity is a global challenge, causing a
range of issues that cannot be solved
unilaterally. Whilst water withdrawal for the
Group is not considerable compared to peers,
water conservation is becoming an increasingly
important issue for some of our stakeholders
and therefore water has been elevated to a key
sustainability topic in terms of materiality.

We encourage our businesses to reduce their
water withdrawal and consumption through
implementing measures to lessen water use
through their production processes. This not
only decreases the impact of our businesses’
activities on water sources at a local level, but
also reduces the risk of water scarcity
impacting operations.

This year we have made progress in our water
data collection and have undertaken a mapping
exercise to identify any operational sites within
the businesses that are in current or potential
future areas of water stress. The improved data
collection processes and scope will enable us
to establish more robust baselines for reporting
our future progress, to establish a water target,
and to highlight sites located in water stressed
areas where engagement is required to reduce
water withdrawal.

During the year, we also conducted a
high-level analysis of our operations in water
stressed® areas. We reviewed whether we
have any manufacturing or office sites®
operating in areas of ‘high’ (40%-80%) or
‘extremely high’ (>80%) baseline water stress,
according to the World Resources Institute’s
(“WRI”") Aqueduct Water Risk Atlas tool.

Areas of high or extremely high water stress,
according to the WRI definition, are areas
where human demand for water exceeds
40% of resources. We have identified that
20% of our businesses’ current sites are
located in areas of ‘extremely high’ baseline
water stress, and a further 15% of current
sites are currently located in areas of ‘high’
baseline water stress. This analysis is being
built upon alongside ongoing engagement
with our businesses to work towards reducing
withdrawals in these regions.

Waste management

Our businesses are actively encouraged to
reduce the amount of waste they generate
and to divert waste from landfill. To support
this, we have implemented a Group-level
target to divert 95% of non-hazardous waste
to landfill by 2025 and 100% by 2030.

Responsible sourcing

We are committed to ensuring that our
businesses source raw materials and
manufacture products in a responsible,
ethical and sustainable manner. This applies
to our businesses’ global supply chains and
is important in mitigating the risk of supply
chain shocks.

This year we have elevated the importance
and prominence of Responsible Sourcing
across the Group as part of our ongoing
executive review of our material sustainability
topics and in response to our developing
sustainability strategy and the evolving macro
business environment.

This section has been prepared for the reporting period of 1 January 2021 to 31 December 2021, and in accordance with the principles and

requirements of the Greenhouse Gas Protocol, Revised Edition, ISO 14064 Part 1 and the Environmental Reporting Guidelines, including the
Streamlined Energy and Carbon Reporting guidance dated March 2019. The Greenhouse Gas Protocol standard covers the accounting and
reporting of seven Greenhouse gases covered by the Kyoto Protocol.

We have reported on all of the emission sources required under the Companies Act 2006 (Strategic Report and Directors’ Reports) Regulations 2013
and under the UK’s Streamlined Energy and Carbon Reporting (“SECR”) requirements. All material emissions from within the organisational and

operational scope and boundaries of the Group are reported.

These sources fall within our Consolidated Financial Statements. We do not have responsibility for any emission sources that are not included in

our Consolidated Financial Statements. We have used the GHG Protocol Corporate Accounting and Reporting Standard (revised edition), and data
has been gathered in accordance with our GHG reporting procedure. The emission factors from the UK Government’s GHG Conversion Factors for
Company Reporting 2021 (DEFRA factors) have been used to calculate the GHG emission figures together with IEA country-specific factors for the

associated overseas electricity usage.

(1) For these purposes, baseline water stress measures the ratio of total water withdrawals to available renewable surface and groundwater supplies. Water withdrawals include domestic,
industrial, irrigation, and livestock consumptive and non-consumptive uses. Available renewable water supplies include the impact of upstream consumptive water users and large dams on
downstream water availability. Higher values indicate more competition among users. Source: WRI Aqueduct 2019 (https:/www.wri.org/applications/aqueduct/water-risk-atlas/#/?advance
d=false&basemap=hydro&indicator=w_awr_def_tot_cat&lat=30&Ing=-80&mapMode=view&month=1&opacity=0.5&ponderation=DEF&predefined=false&projection=absolute&scena
rio=optimistic&scope=baseline&threshold&timeScale=annual&year=baseline&zoom=3).

(2) For these purposes a ‘site’ is defined as a manufacturing site or office that is under the operational control of the relevant business. It excludes sites in which the Group holds an interest of 50%

or less, and supplier or third-party facilities.

(3) Excluding hazardous waste, which is already disposed of correctly outside landfill.

(4) Data has been collected from 54% (by revenue) of the Group.
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Responsible Sourcing will therefore receive
greater focus during 2022 and beyond.

We require our businesses to work closely
with their suppliers to ensure they respect
human rights and promote good working
conditions across their supply bases. In
practice, this means that suppliers are
expected to treat their workers equally and
with respect and dignity, for all workers to
be of an appropriate age in compliance with
the local legal minimum age for work, for all
workers to be paid a fair wage that meets
or exceeds the legal minimum standard or
prevailing industry standard, to eliminate
excessive working hours for all workers

in compliance with local laws, and for all
workers’ health and safety rights to be
protected at work.

We require our businesses to have strict
procedures in place in respect of sourcing
products or raw materials containing 3TG
minerals, to the extent required by applicable
laws or customer expectations, and to seek
to identify whether 3TG minerals are sourced
responsibly and from conflict-free regions of
the world. As a minimum, relevant suppliers
are required to:

e perform due diligence to ascertain
whether any 3TG minerals in products are
conflict-free; and

e complete the Responsible Minerals
Initiative reporting template or equivalent,
as required by the respective business.

In line with our decentralised model, while the
Board retains oversight of supplier-related
Group policies that have applicability across
the Group, including our Conflict Minerals
policy, responsibility for the implementation
and management of all supplier-related
policies rests with divisional management.
The Group supports its businesses in
implementing and managing such policies
across their respective supply chains, in line
with the nature and geographical
representation of their supplier base.

Our businesses implement supplier
qualification processes where relevant which,
at a minimum, require suppliers to complete
a risk assessment. Many of the businesses
require suppliers to sign their supplier code
of conduct or equivalent policies and
depending on the determined level of risk,
may also result in an audit or further reviews.
The GKN businesses each have a supplier
code of conduct that applies globally to all
their suppliers and is based on the ethos of
“doing the right thing”.

Environmental
stewardship

To enable the Group to meet its climate-
related targets, our businesses are seeking to
reduce energy usage and GHG emissions
within their operations through more efficient
use of electricity, fuel and heat, by increasing
the proportion of renewable energy where
commercially viable, and by implementing

other climate-positive actions such as
sustainable transport initiatives for employees.

The businesses take an appropriately tailored
approach to implementing climate-related
initiatives that are most relevant and impactful
to improving their business activities and
requirements, and their operational and
market environments. Each business is at

a different stage in their climate strategy
depending on their maturity in this area,

but all have implemented or are in the
process of implementing a wide range

of positive actions.

During 2021, the Group as a whole invested
in the following areas:

on more efficient air conditioning
and heating systems

investment on energy efficient equipment
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Our people

Our Sustainability Objective  UN Goals

PromOte diverSity and GOOD HEALTH GENDER 'DECENT WORK AND
prioritise and nurture AND WELLBEING EQUALITY ECONOMIC GROWTH
thg wellbeing and _/\,\/\, g‘ /\/"
skills development 1

of employees and the

communities that they

are part of

Material Issue Melrose Group Performance Target

Talent and Workforce ¢ Ensure that all permanent employees receive
regular (annual) formal performance reviews
by 2022 where permitted by local laws and
employee representative bodies

Community e Invest £10 million over five years through the
Melrose Skills Fund

Diversity and Inclusion e Achieve by 2021 and maintain a Board and

Executive Committee comprising at least 33%
female membership

® Maintain achievement of the Parker Review
recommendations

Health, Safety and Wellbeing e Protect our employees from injury and lost time
accidents (“LTAs”) and achieve and maintain an
average LTA frequency rate below 0.1

The Melrose Code of Ethics reinforces our Group sustainability principles
and provides our businesses with clear guidance as to how the Board
expects them to conduct business, and the consequences of non-
compliance. The Melrose Code of Ethics outlines the policies and
procedures in place to drive best practice and to promote diversity and
inclusion at all levels. The code has been approved by the Board and
can be found on our website (https:/www.melroseplc.net/media/2804/
code-of-ethics.pdf).

A great place to work

For our businesses to perform well and achieve their potential, it is important
to nurture an engaged, capable and enthusiastic workforce. We want our
people to enjoy the work they do, and to trust that their safety and wellbeing
is our priority. We value and champion diversity in its broadest sense and
drive our businesses to create working environments that encourage and
nurture employees to grow, develop and act with integrity.

Employee engagement

We recognise the importance of engaging how key workforce views are fed into
with our employees in a meaningful way to executive management decisions, as well
support their development and for us to deliver  as ensuring that the workforce is aware
better business performance. We and our of their impact on such executive
businesses regularly consult with employees management decisions. One of the key
across the Group, and we are highly workforce views this year related to

responsive in addressing employee concerns.  learning and development opportunities.
Please refer to the talent and career
management section on page 70 for
examples of how this has been addressed.

During the course of the year, all of our
businesses undertook all-employee
engagement surveys. Upon receipt of survey

results, the relevant information is shared Melrose requires all of its businesses to
with the businesses’ executive teams, plant safeguard the contractual and statutory
directors, HR teams and other people leaders.  employment rights of their respective
These results are then further analysed employees. Each business is also

through such mediums as employee focus encouraged to maintain constructive
groups. Across all our businesses, action relationships with employee representative
plans are developed to help address areas bodies, including unions and works

for improvement, be that on a global, site or councils. We respect the rights of workers
individual team level. The survey feedback across all businesses to participate in

and resulting measures are then shared with collective bargaining and freedom of
employees through various other engagement  association. Workers, without distinction,
tools, such as town hall meetings. have the right to join or form trade unions
of their own choosing and to bargain
collectively in relation to a host of
employee-related matters. Workers’
representatives are not discriminated
against and have access to carry out their
representative functions in the workplace.
Trade union membership fluctuates
year-on-year depending on the Group
composition. In 2021, 25,550 (64%) of our

In 2019, Melrose established a Group

Workforce Advisory Panel (“WAP”) to enable

key views of the workforce to be heard and

considered by our businesses’ executive

teams where they can have maximum

impact. The WAP reports to the Board

annually to provide visibility and oversight

of key workforce views, which are then

discussed at Board meetings. Such oversight emplovees belonaed to a recognised trade

by the Board also ensures that the WAP and pioy ) 91 9

. ” union (2020: 40%)".

its underlying engagement processes are

operating effectively for each business. Melrose and each of its businesses pay all

The WAP is chaired by a member of the UK employeels ?t least the real iving wage,
) save for year-in industry students (of which

Melrose senior management team and

comprises the Chief Human Resources thers were seven in the Group as a.t

) ’ ; 31 December 2021), who are paid in
Officer (or equivalent) from each business. ; ) -

. . accordance with the national minimum
Each member of the WAP is responsible wage rates for their age group. In addition
for promoting workforce engagement, 9 9e group. ’
’ T : ) Melrose and each of its businesses offer

disseminating information and collating the : .

. . all employees in the UK the opportunity
voice of their workforce. Each member of the to work for at least 15 hours per week
WAP is in turn responsible for demonstrating P '

(1) Data was collected from 99% (by headcount) of the Group
in 2020 and 2021.

In addition to regular communications
with representative bodies, during 2021

a number of event-driven consultation
processes with relevant union
representatives took place following the
difficult decisions to close unviable GKN
Automotive sites in Erdington, UK and
Firenze, Italy. These decisions are never
taken lightly, and we strive to treat

people fairly and with open and clear
communication. The closure of the
Erdington assembly site was announced
in January 2021. Despite significant effort
and investment over the last ten years to
reduce operating costs, the site remained
heavily loss-making. Throughout the
redundancy consultation process, GKN
Automotive worked with employees,
unions and employee representatives

to provide support to those affected. In
November 2021, it was announced that
the 519 employees had accepted a revised
redundancy package, and the plant is due
to close in 2022. For Firenze, a process
which involved local and national
government, we were able to secure a
reindustrialised future for the site with a
new owner.

Group employees as at 31 December 2021

Permanent employees 38,231
of which:
Full-time employees 37,336
Part-time employees 895
Temporary employees 1,056
Apprentices 759
Total 40,046
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Reward and recognition

Our businesses have policies in place Where permitted by local laws and

on recruitment, talent development and employee representative bodies,
succession planning, supported by training performance evaluations are undertaken
programmes and effective management. across our businesses, with 45% of
Opportunities exist across all businesses for employees receiving a performance
employees to discuss career development appraisal in 2020 (2019: 49%)?. The

with their direct managers, and each reduction in performance evaluations
business encourages internal applications compared to 2019 was largely affected by
for open positions. In 2021, 20% of open COVID-19 induced lockdowns, as well as
positions were filled by internal candidates fewer employees in roles requiring annual
(2020: 25%)". performance evaluations in line with the

guidance of local representative bodies.

At the time of writing, performance
evaluations for 2021 were ongoing.
Annual salary reviews are aligned with
performance evaluations to ensure that
employees are paid fairly and correctly for
the position they hold. In compliance with
all applicable local laws relating to the
provision of pensions, 32,936 (82%) of the
Group’s employees (by headcount) benefit
from being a member of a company-based
pension scheme.
(1) Data was collected from 66% (by headcount) in 2020
and 100% (by headcount) in 2021.

(2) Data was collected from 97% (by headcount) of the
Group in 2019 and 2020.
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Pensions

With every acquisition, Melrose seeks to strengthen
pension scheme arrangements for the benefit of employees
and retirees. We take pride in having substantially improved
all of the UK pension schemes under our ownership, with
many of them becoming fully funded on departure from

the Group. For example, under Melrose ownership, the
McKechnie UK pension scheme was improved from 58%
funded at acquisition to more than fully funded upon leaving
the Group, and the FKI UK pension scheme was improved
from 87% funded at acquisition to fully funded upon its
departure from the Group. Both of those schemes were
sold into Honeywell International Inc., a US-listed group

with the financial covenant strength expected of a market
capitalisation exceeding US$140 billion. For further details,
please refer to page 5.

Our focus on strengthening pension schemes begins
from when we acquire a new business, and the GKN
pension schemes are the latest example of this. The
GKN UK defined benefit pension schemes had been
chronically underfunded, and we were proactive,
transparent and constructive in agreeing commitments
with pension trustees during the acquisition of GKN.
Prior to acquiring GKN, we committed to providing up

to £1 billion of funding contributions, which included
doubling annual contributions to £60 million, and
providing £150 million of upfront contributions. In our short
period of ownership, we have met our commitments and
have significantly strengthened the pension schemes.
For example, so far we have:

¢ Eliminated the GKN UK defined benefit pension
scheme accounting deficit.

¢ Applied more secure funding targets of Gilts +25 basis
points (GKN 2016 scheme prior to buyout) and Gilts
+75 basis points (GKN 2012 schemes 1-4) to achieve
more prudent funding targets.

e Rebalanced the GKN schemes across the GKN
businesses to avoid overburdening any one business
and to provide stability and better security for members.

® Having funded the GKN 2016 scheme to 115%, arranged
a buyout with an appropriate insurer that secures the
futures of over 8,000 pensioners’ member benefits.

Our model for ensuring the long-term prosperity of
our businesses’ pensions schemes is founded on the
following principles:

¢ Improve funding targets to ensure improved financial
health for the long-term sustainability of our
businesses’ pension schemes.

* Increase funding levels to begin an enhanced level of
immediate support during our period of stewardship.

® Provide better structural and financial security to our
businesses’ pension schemes during our ownership.

e |nsist on independent chairs to govern our
businesses’ pension schemes in accordance with
governance best practice.

Securing our employees’ and retirees’ futures through
responsible stewardship of their pensions is of strategic
importance to the Board.

For further information on Melrose’s engagement

with pension scheme trustees and our investment in
transforming the UK defined benefit pension schemes
of our businesses, please refer to page 5.

Diversity
and inclusion

We prioritise creating and maintaining a
diverse, inclusive and safe environment
within our businesses. We recognise
the importance of diversity in building

a high-calibre workforce, and we are
committed to championing diversity

in the broadest sense. We are actively
engaged in finding ways to increase
diversity across the Group, and the
sectors in which our businesses
operate.

Melrose ensures that entry into, and
progression within, the Group is based
on aptitude and the ability to meet set,
fair criteria outlined in job descriptions.
For any employees with a disability,

we take steps to ensure reasonable
adjustments are made where required.
Melrose is proud to be a member of the
Business Disability Forum, a not-for-
profit member organisation that works
with the business community to
understand the changes required in the
workplace for disabled persons to be

on an equal-opportunity basis to
business success, society and
economic growth.

The Melrose Code of Ethics highlights
the importance of diversity and
inclusion, and is supported by our
Board of Directors’ Diversity policy and
a Diversity and Inclusion policy for
Melrose more generally, both of which
are reviewed and approved each year
by our Nomination Committee. Copies
of these policies can be found on our
website at https:/www.melroseplc.
net/sustainability/data-reports-and-
policies/.

treated fairly, so that they can contribute

Promoting diversity at all levels
Melrose leads its businesses by example,
starting at Board level. The Board requests
diverse candidates within shortlists, and
two of the most important roles on the
Board, being the Senior Independent
Director and the Chairman of the Audit
Committee, are held by a woman.
Further, 100% of Non-executive Director
appointments within the last four years
have been women, including the most
recent two appointments made in 2021,
whilst all departures from the Board have
been men.

As at 31 December 2021, Melrose had
42% female representation on its Board,
exceeding the Hampton-Alexander Review
target of 33% female representation at
Board level. This has increased to 45%
following the retirement of Mr Archie G.
Kane on 31 December 2021.

Melrose also recognises other forms of
diversity, and has achieved the Parker
Review target of having one Director
from an ethnic minority background on
the Board by the end of 2021.

Senior managers

Melrose is required to report on gender
diversity at a senior manager level. In
accordance with section 414C of the
Companies Act 2006, the definition of
senior managers is required to include
Group employees who are directors of
Group undertakings but excludes the
Board of Melrose Industries PLC. Melrose
does not consider that including the
employee directors of its undertakings
provides an accurate reflection of the
senior management at Melrose, nor its
executive pipeline.

Total Group employees

Total Group employee gender diversity at 31 December 2021

Diversity is valued below Board level.

The Melrose Executive Committee,

having been established in 2020, currently
consists of 36% female representation,
with a total 37% female representation

for the Executive Committee and direct
reports, exceeding the Hampton-
Alexander Review target of 33% female
representation within executive teams

and their direct reports.

Whilst recognising that the Melrose “Buy,
Improve, Sell” strategy means that we inherit
the shape of our workforces, our businesses
are encouraged to promote diversity once
they have entered the Melrose Group.
Examples of current business unit initiatives
include the creation of employee resource
groups, focused diversity and inclusion
programmes, and mandatory unconscious
bias training for leaders.

Gender diversity at Board level

Male Female

At 31 December 2021 7 (58%) 5 (42%)
At 31 December 2020 7 (70%) 3 (30%)
At 31 December 2019 7 (70%) 3 (30%)

As reflected in note 3 to the financial
statements, Melrose has many
undertakings, including dormant,
non-trading and immaterial subsidiaries
that we have inherited and do not remain
in the Group for long. We have 36% female
representation on the Melrose Executive
Committee, which represents a more
accurate reflection of the senior
management team and executive pipeline
at Melrose. However, Melrose has
increased female representation among
its senior managers under section 414C
by 4 percentage points in 2021.

Male Female
Male Female Total (%) (%)
32,204 7,842 40,046 80 20

jJoday o1bajesis

Senior managers diversity at 31 December 2021

Senior managers Male Female
(section 414C of the Companies Act 2006) Male Female Total (%) (%)
Employees in senior management positions 18 8 26 69 31
Directors of Group undertakings, excluding the above 132 25 157 84 16
Total Senior Managers 150 33 183 82 18
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Talent and career
management

Skills development

Melrose champions talent development and
recognises the importance of investing in
human capital. Our businesses are proactive
in anticipating both short and long-term
employment needs and skills requirements
for the long-term success of their businesses.
This is central to Melrose’s strategy to

boost productivity and improve business
performance. Extensive training opportunities
are available and promoted to all workers at
all stages of their careers to ensure that high
skills levels are cultivated and maintained
across the Group.

All employees are encouraged to actively
engage in their career development and
a wide range of learning opportunities
are available throughout their career,
extending beyond functional skills
development to personal development
and leadership opportunities.

Leadership training is an integral part of
ensuring the workforce remains engaged and
innovative, whilst enabling the businesses to
develop a diverse pipeline of successors for
key roles and leadership positions. Annual
talent reviews and regular check-ins between
managers and employees identify individuals
who have the ability and aspiration to grow
into more stretching roles. Leadership training
programmes are in place for high-performing
employees to support their transition from
individual contributor to first leadership
position and beyond. The businesses have
developed their own leadership programmes
that are most relevant to their employees

and organisations with the programmes
becoming increasingly popular and receiving
positive feedback.

In-person training programmes were largely
put on hold in 2020 due to the pandemic,
with training adapted to focus on supporting
the remote workforce, with modules such

as ‘leading remote teams’ and ‘driving
collaboration remotely’ introduced in a
number of businesses. Although the
challenges of the pandemic remained in
2021, our businesses were better enabled to
deliver flexible training programmes through a
combination of online and in-person training,
which is represented in the increased training
time and spend per employee in 2021.

Training and development

Average training time per employee (hours)®

Apprenticeships and

graduate programmes
Apprenticeship programmes assist with
training a new generation of employees and
help to ensure that knowledge is retained
within the businesses. In 2021, 759
apprenticeships were in place across the
Group’s businesses, providing a mix of
on-the-job and classroom training.

We also place a strong focus on training and
developing graduates, and our businesses

all run a range of graduate development
programmes, ranging from GKN Aerospace’s
Global Graduate Development Programme,
to more localised graduate recruitment and
training, such as GKN Powder Metallurgy’s
graduate programmes in China and India,
hiring local talent and developing them for the
future needs of the business.

Apprenticeship and graduate programmes
across the GKN Aerospace and GKN
Automotive businesses are supported by the
Melrose Skills Fund. The Melrose Skills Fund
was launched in 2019 to provide financing to
develop the capabilities required to build the
UK'’s industrial base, with a commitment to
invest £10 million over five years. As well as
supporting apprenticeships and graduate
programmes, the Melrose Skills Fund invests
in STEM programmes, manufacturing hubs,
digital skills and employee development,
helping equip the UK with the future skills it
needs to grow its industrial skillset.

Community

Our businesses promote the social wellbeing
of their employees by encouraging them to
actively contribute to local charitable and
community projects, and lead by example
through the sponsorship of such projects.
The Group made cash donations to
not-for-profit charitable organisations in 2021
of £703,408 (2020: £634,221)",

Our businesses continued to support their local
communities through the continued impact of
the pandemic. For example, GKN Aerospace

in India responded to the local impact of the
pandemic by donating dry ration kits to meet the
basic needs of persons with disabilities, as well
as providing nebulisers, hand wash, hand
sanitisers and face masks for quarantine
centres. Further, with hospitals and intensive
care units in Brazil continuing to be under great
stress, GKN Automotive in Brazil donated

ten infusion pumps and a respirator to the
Charqueadas hospital, near to the Porto Alegre
plant. This much needed equipment will be used
to continue to treat patients with COVID-19.

23 13

Average training spend per employee (£)©

209 166

Total number of training hours®

929,878 338,406

Total annual spend on workforce training (£)®

8,384,837 8,591,293

(1) Data was collected from 62% (of administration expenses) of the Group in 2020 and 100% in 2021.

(2) Data was collected from 38% (by headcount) of the Group in 2017, 21% (by headcount) in 2018, 25% (by headcount) in 2019, 39% (by headcount) in 2020 and 100% (by headcount) in 2021. Data was

not available in 2016.
(3) Data was collected from 99% (by headcount) of the Group.

(4) Data was collected from 38% (by headcount) of the Group in 2017, 21% (by headcount) in 2018, 25% (by headcount) in 2019, 39% (by headcount) in 2020 and 100% (by headcount) in 2021. Data

was not available in 2016.
(5) Data was collected from 99% (by headcount) of the Group.

Safety performance

We are focused on cultivating a strong safety culture within our
businesses through emphasising the importance of preventing
avoidable incidents and implementing near miss reporting, which
encourages an enhanced focus on hazard identification and
awareness. Behaviour-based programmes and continuous training
and awareness campaigns remain central to the approach of all
divisions in improving their safety performance.

As per the non-financial KPIs on page 31, the Group has achieved an
average LTA frequency rate of less than 0.1 in 2021, hence achieving
the target for the year.

Safety first

We drive our businesses to prioritise the

health, safety and wellbeing of employees

and contractors. We are committed to setting
high standards and have effective policies,
procedures and training in place to support the
health, safety and wellbeing of all employees
and contractors across the Group. We
recognise the increasing importance of taking
a holistic approach to employee wellness, to
protect their physical and mental health and
social wellbeing, and to foster a positive
workplace culture that attracts and retains a
highly skilled workforce. We are committed to
ensuring that our employees are safe, and we
require our businesses to protect and safeguard
employee health and wellbeing across the
Group. To this end, in 2021 we implemented

a Group-level target, which all our businesses
have implemented and aligned with their
respective sustainability strategies, to achieve
an annual LTA frequency rate of below 0.1. This
underpins our overarching commitment to stop
all preventable accidents for employees and
contractors, through the promotion of safe
behaviours and an enhanced focus on

hazard identification and awareness.

The Group operates a decentralised model,

and in addition to the Group-level expectations
for health and safety standards, each business

is ultimately responsible for creating and
maintaining their own safe and healthy
workplaces, implementing operational best
practices, and maintaining a robust culture

of health and safety awareness, training and
performance. This is delivered through the Group
health and safety management framework.

Health and safety management systems are
implemented across all our businesses to
ensure that robust policies and procedures are
in place to reduce risk and instil an enhanced
focus on continuous improvement. Health and
safety management systems are supported by
internal health and safety effectiveness audits,
external assurance reviews conducted by

the Group’s insurance brokers, with regular
oversight and challenge by the Melrose senior
management team, quarterly reporting to the
Board, and further regular Board and Melrose
senior management team oversight over any
material incidents or issues that arise.

As at 31 December 2021, 74%" of sites

(inclusive of office, production and testing sites)
within the Group were certified to the ISO 45001
international standard, with additional relevant sites
progressing towards ISO accreditation. 100% of
GKN Automotive production sites and test centres
are ISO 45001 certified, with successful transition
from OHSAS 18001 completed in 2021. GKN
Aerospace released a Leader’s HSE handbook in
2021 which details the requirements for effective
management that all sites must comply with. To
maintain ISO accreditation, all businesses must
undertake third party auditing on a three-year
certification cycle, with annual surveillance audits
taking place in between to ensure standards are
being maintained.

(1) Data was collected from 98% (by sites) of the Group.
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compliance

UN Goals

Our Sustainability Objective

Exercise robust

. 8 'DEGENT WORK AND
governance, risk SN ERONTH
management /,/|'
and compliance (1

Material Issue

Ethical Conduct
and Compliance

Business Model
Resilience

Melrose Group commitment

¢ Allemployees, suppliers and contractors must comply with our
Code of Ethics, conducting business with integrity and in a
responsible, ethical and sustainable manner

Exercise robust governance,
risk management, and compliance

Sound business ethics and integrity are core
to the Group’s values and are fundamental
for the success of our strategy. Melrose is

a UK premium listed company with strong,
established financial controls that are
continually assessed, tested and reviewed.
This robust framework is supported by an
independent internal audit function, regular
public disclosure and financial reporting,
external audits, public accountability and
conformance with leading benchmarks set
by the UK Corporate Governance Code. It

is also supported by investor requests and
direct engagement with them and corporate
governance and proxy advisors, and extensive
engagement with the Group’s wider
stakeholder base to ensure that best market
practice is being implemented.

The high standards of financial and non-financial
controls, and strong governance backed by
internal and, where required, external review

of financial and non-financial compliance, are
enforced throughout the Group. Directors,
officers, employees, and contractors throughout
the Group, whether permanent or temporary,
and in respect of any entities over which
Melrose has effective control, must comply

with Melrose’s Code of Ethics and Group
compliance policies, which reflects current

best practice and strong corporate citizenship.
Each business is required to communicate

and embed the Code of Ethics and Group
compliance policies within their operations and
activities to ensure that they conduct business
with integrity and in a responsible, ethical and
sustainable manner.

The Code of Ethics and Group compliance
policies, which can be found on our website
(https://www.melroseplc.net/
sustainability/data-reports-and-policies/),
have been approved by the Board and
include policies covering best practice

with respect to anti-bribery and corruption,
anti-money laundering, anti-facilitation of tax
evasion, competition, conflict minerals, trade
compliance, data privacy, whistleblowing,
treasury and financial controls, anti-slavery
and human trafficking, document retention,
joint ventures, diversity and inclusion,
environmental, and human rights.

Implementation is supported by risk
assessments, audits and reviews and annual
compliance certifications. Melrose strongly
believes that policies and procedures are only
as effective as the people who implement
them. To that end, all of the above measures
are backed by investment, resources

and training.

The Audit Committee reports directly to the
Board. It oversees the Group’s internal control
processes and, together with the Board

and with the support of the Melrose senior
management team, monitors breaches of

the Melrose Code of Ethics. Please refer to
pages 40 to 41 for full details on the Group’s
approach to risk management.

L

Anti-bribery and corruption

We take a zero-tolerance approach to
bribery, corruption and other unethical

or ilegal practices, and are committed to
acting professionally, fairly and with integrity
in all business dealings and relationships,
within all jurisdictions in which we and our
businesses operate. Melrose requires its
businesses to adopt high governance
standards, to ensure that the Group
conducts business responsibly, sustainably,
and in the pursuit of long-term success for
the collective benefit of stakeholders. This is
outlined in our Anti-Bribery and Corruption
policy, which is implemented and
administered throughout the Group, and
available on our website (https:/www.
melroseplc.net/media/2803/abc-policy.
pdf). During 2021, no employees were
disciplined or dismissed due to non-
compliance with the Anti-Bribery and
Corruption policy.

In line with our Anti-Bribery and Corruption
policy noted above, Melrose prohibits party
political donations, and recognises that
from time to time our Group may comprise
businesses that engage in policy debate
and advocacy activities on subjects of
legitimate concern to their respective
industries and key stakeholders, including
their staff and the communities in which
they operate.

Whistleblowing

Melrose runs a Group-wide whistleblowing
platform, which is overseen by the Audit
Committee and supported by the Melrose
senior management team, and ultimately
reported to the Board. The platform is
monitored by the businesses’ legal,
compliance and HR functions, with support
from the Melrose senior management team.
All employees have access to a multi-lingual
online portal, together with local hotline
numbers that are available 24/7, in order

to raise concerns, confidentially and
anonymously, about possible wrong-doing

in any aspect of their business, including
financial and non-financial matters. The
businesses take a number of actions to raise
employees’ awareness of the whistleblowing
platform, using online and offline media as
appropriate. Employees who come forward
with a genuine concern are treated with
respect and dignity and do not face retaliation.
During 2021, 103 whistleblowing cases were
recorded through the platform (2020: 120)™.
This highlights the effectiveness of awareness
campaigns together with the trust placed by
employees in the whistleblowing programme.
Each case is investigated confidentially by the
business with appropriate response measures
taken. Whistleblowing cases are regularly
reported to the Audit Committee and
ultimately to the Board.

(1) These figures exclude any whistleblowing cases received
by businesses that were no longer part of the Group as at
31 December 2021.

Modern slavery and human

trafficking

As set out in the Melrose Anti-Slavery and
Human Trafficking policy, the Group has a
zero-tolerance approach to any form of
modern slavery. In accordance with the
Modern Slavery Act 2015, Melrose publishes
its own Modern Slavery Statement, which
is approved by the Board annually and can
be found on our website (https:/www.
melroseplc.net/media/2759/modern-
slavery-statement-fy2020.pdf). Under
Melrose’s decentralised Group structure,
each business is responsible (where
applicable) for publishing their own Modern
Slavery Statement in accordance with the
requirements under the Modern Slavery Act
2015, with support provided by Melrose
where needed. This approach ensures
that those senior managers closest to the
business operations devise appropriate
measures to ensure slavery is not present
within their supply chains.

Melrose drives its businesses to implement
employee training with respect to anti-slavery
and human trafficking, to ensure that
employees understand the risks and are
prepared to take the required action if they
suspect that modern slavery is happening
internally or within the supply chain.

Human rights

We are committed to acting in an
ethical manner with integrity and
transparency in all business dealings,
and to create effective systems and
controls across the Group to safeguard
against adverse human rights impacts.
The Group has a strong culture of
ethics, which encompasses key human
rights considerations and is set out in
our Human Rights policy. The Group
supports the principles set out in the
UN Declaration of Human Rights.

Our businesses also implement
effective and proportionate measures
to identify, assess and mitigate
potential labour and human rights
abuses across their operations and
supply chains. These include training,
anti-slavery and human trafficking
policies, employee handbooks and
business-specific policies. All business-
specific policies are reviewed locally
within each business in order to ensure
compliance with local laws and
standards as a minimum.

There have been no violations reported
on human rights by our businesses in
2021 or in the previous two years.

LA
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Protecting
information security
and data privacy

Melrose strongly respects privacy and
seeks to minimise the amount of personal
data that it collects, as well as ensuring the
robust and sufficiently segregated storage
of any data that is held. Information security
and cyber threats are an increasing priority
across all industries globally, and like many
businesses, Melrose recognises that the
Group must be protected from potential
exposures in this area, particularly in

light of its scale, reach, complexity and
public-facing nature, as well as the potential
sensitivity of data held in relation to civil
aerospace technology and controlled
defence contracts.

The Melrose senior management team
continues to work with the businesses’
executive teams and external cyber
security risk consultants to track the
Group’s exposure to cyber security risk
and, to ensure appropriate compliance
with the GDPR, mitigation measures are
in place for the Group.

Melrose has deployed its information
security strategy and risk-based
governance framework to all businesses
within the Group, which follows the UK
Government’s recommendations on
cyber security. This strategy has enabled
risk profiling and mitigation plans to be
developed for each business to mitigate
and reduce their exposure to cyber risk in
amanner that is adequate for their level of
sophistication. This ensures clarity and
consistency in the assessment of IT and
cyber security matters across our diverse
and decentralised Group. The progress
of each business is measured against
the information security strategy and is
monitored on a quarterly basis.

The Board, supported by the Melrose senior
management team, oversees the Group’s
cyber security risk profile and, in line with
our decentralised model, each business

is required to protect their business and
personal information, ensuring safe and
appropriate usage of their IT systems and
processes by their employees.

To mitigate the impact of external cyber-
attacks, the Melrose senior management
team works with the executive teams of each
business and external cyber security risk
consultants to review each business’s cyber
risk profile to monitor and drive continuous
improvement actions. The results of this
ongoing review programme are reported

to the Board on a quarterly basis.

Through a hosted, externally auditable
self-assessment process, each business is
reviewed and reports on their compliance

in key areas of cyber management
incorporating disaster recovery processes
and business continuity plans, cyber incident
response plans, applications and database
management including access controls
testing, appropriate security products,
policies and procedures, confirmation of
appropriate change management processes
for all business-critical systems, IT inventory
listings including all classified data to meet
compliance with legal and regulatory
requirements, monitoring and logging

of all cyber incidents, physical environment
access controls and network security, regular
security training, and management of third
party access control.

The businesses regularly perform internal and
external testing of their perimeter defences
through penetration testing, ensuring
appropriate threat monitoring systems are in
place. All of our businesses follow and work
towards national and international business
accreditations in varying aspects of cyber
management where applicable and relevant
to their business activities, including the UK’s
National Cyber Security Strategy (“NCSS”),
ISO 27001, and industry-specific NIST in

the defence sector and TISAXin the
automotive sector.

As part of Melrose’s overall information security
strategy, [T security awareness training was
provided by all businesses in 2021.

.

Outlook for 2022

With our key sustainability targets now firmly established and
implemented, during 2022 we will continue to oversee and invest
in our businesses to accelerate their sustainability performance. As
global sustainability reporting standards seek to harmonise, we will
continue to bolster our internal reporting standards and controls to
align with new and emerging market standards, including external
data reviews in preparation for eventual third party assurance in
future years, and continued engagement with external reporting
platforms, such as CDP. Responsible Sourcing and Water have
been re-prioritised as material sustainability topics for the Group,
and progress in these two areas will be a focus during 2022.

Having made huge strides in 2021 towards building a more
sustainable future, we recognise that our journey towards
decarbonising our businesses’ industries has much further to go.

In 2022, we will continue to drive our businesses to protect the
workforce to uphold strong ethical and governance principles

and practices, to work more closely with their customers to develop
innovative low carbon products, and to make meaningful changes
within their day-to-day operations, towards helping the planet
transition to a net zero economy. Our plans for 2022 include:

e continuing to develop our multi-year sustainability action plan,
including a formalised transition plan towards a net zero
economy before 2050;

e continuing to expand data collection and measurement,
verified by external reviews in preparation for eventual
third-party assurance in future years, to enable us to better
track progress against targets;

® engaging with our supply chain through the collection and
reporting of Scope 3 emissions and continuing to promote
the strongest responsible, ethical and sustainable business
practices through our businesses’ stringent supplier
qualification processes;

e making our inaugural CDP Water Security submission
and developing a Group-level water reduction target; and

® providing ongoing support to our businesses as they develop
their standalone sustainability strategies in preparation for their
life beyond the Melrose Group.

Much of this work is already underway and we look forward
to accelerating our progress during 2022.
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Emissions and other environmental disclosures

Table 1 shows the GHG emissions for the Group, broken down by Scope 1, Scope 2 and some Scope 3 emissions.

Table 1: Total Melrose Group GHG emissions for the period 1 January 2021 — 31 December 2021 (tonnes CO,e" unless stated)

Change

2021@ 202009 2019® (2021/2020)

Scope 1: Direct GHG emissions

Combustion of fuel and operation of facilities® 168,315 185,210 223,847 -9%

Scope 2: Indirect GHG emissions

UK electricity 15,313 17,614 26,909 -13%
Overseas electricity 539,513 631,471 774,569 -15%
Total purchased electricity 554,825 649,085 801,478 -156%
Other purchased energy 220 2,045 3,165 -89%
Total Scope 27 555,045 651,130 804,643 -15%
Total Scope 1 and Scope 2 emissions 723,360 836,340 1,028,490 -14%

Company’s chosen intensity measurement:
Emissions reported above normalised tonnes per £1,000 turnover® 0.105 0.096 0.092 9%

Scope 3: Indirect GHG emissions in the value chain

Business travel® 6,873 — _ _
Other® 71,961 — _ _
Total Scope 3 emissions 78,835 - - -

(1) CO.,e - carbon dioxide equivalent, this figure includes GHGs in addition to carbon dioxide, as set out in Table 2 below.

The 2021 emissions data does not include Nortek Air Management, Brush or Nortek Control, as they were sold part way through the year. The emissions from these businesses fall below our
materiality threshold.

Our 2020 Scope 2 emissions data has been restated.

(4) The 2020 emissions data does not include GKN Wheels & Structures as it was sold part way through that year. The emissions from this business fell below our materiality threshold.

The 2019 emissions data does not include the Walterscheid Powertrain Group as it was sold part way through that year. 2019 was chosen as the base year for the purposes of reporting Group
emissions data in this report as it was the first full reporting year that GKN Aerospace, GKN Automotive and GKN Powder Metallurgy were reported as part of the Group.

Our Scope 1 figures include emissions from fuel used on premises, transport emissions from owned or controlled vehicles, losses of refrigerant, and process and fugitive emission.

S TET B
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The turnover figure used to calculate the intensity ratio does not include any share of revenues from entities in which the Group holds an interest of 50% or less. For 2021, the turnover figure
includes continuing businesses only.

9) Inclusive of business travel and business travel well-to-tank. Rail and vehicle travel was collected from 17% (by revenue) of the Group and air travel was collected from 54% (by revenue) of the Group.
(10) Includes emissions from fuel-related well-to-tank, electricity transmission and distribution losses, and water supply.

Table 2 shows a breakdown of the Group’s GHG emissions by type and by where those emissions were incurred. Our Scope 1 and Scope 2
emissions for 2021 encompass methane (CH,) and nitrous oxide (N,O). The vast majority of our emissions are from carbon dioxide (CO,), which
is common among most industrial businesses. There have been reductions in all GHG emission types between 2020 and 2021 across the
Group. The reductions in SF; are attributable to the sale of Brush and the reductions in R134a are attributable to the sale of Nortek Air
Management, which were historically responsible for these emissions. Scope 2 N,O and CH, emissions have decreased in line with the general
reduction in year-on-year energy usage and a decrease in the emission factors for many countries.

Table 2: Melrose Group GHG emissions by type (CO.e) for the period 1 January 2021 - 31 December 2021
(tonnes CO,e unless stated)

Our Scope 2 figures include emissions from electricity and heat purchased by the Group’s businesses. Scope 2 emissions, and total GHG emissions, are calculated using the location-based method.

2020@
Change in
Global Global Total
(excl UK) (excl UK) Total (2021/2020)
Scope 1@
CO, 9,375 158,051 167,427 9,700 172,178 181,878 -8%
CH, 13 210 222 13 227 240 7%
N,O 6 135 141 6 137 143 -2%
SFs 0 0 0 2,075 41 2,816 -100%
R134a 0 0 0 0 59 59 -100%
Total Scope 1 CO,e 9,394 158,921 168,315 11,794 173,677 185,471 -9%
Scope 2%
CO, 15,156 537,980 553,136 17,455 630,886 648,341 -15%
CH, 58 281 339 54 451 505 -33%
N,O 99 1,471 1,670 104 2,180 2,284 -31%
Total Scope 2 CO,e 15,313 539,732 555,045 17,614 633,516 651,130 -15%

1) CO,e — carbon dioxide equivalent, this figure includes GHGs in addition to carbon dioxide.
2) Our 2020 Scope 2 emissions data has been restated.
3) Our Scope 1 figures include emissions from fuel used on premises, transport emissions from owned or controlled vehicles, losses of refrigerant, and process and fugitive emission.
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(4) Our Scope 2 figures include emissions from electricity and heat purchased by the Group’s businesses. Scope 2 emissions, and total GHG emissions, are calculated using the location-based method.

Table 3 shows the energy consumption by type for the Group, broken down by UK and overseas consumption, in accordance with the
requirements of the SECR regulations. The Company’s chosen intensity ratio in this regard is megawatts usage (“MWh”) per £1,000 of turnover.

Table 3: Melrose Group energy consumption by type for the period 1 January 2021 - 31 December 2021 (MWh unless stated)

Change in

Total

(2021/2020)

Natural gas 50,903 787,088 837,991 52,132 809,336 861,468 -3%
LPG 76 37,748 37,824 317 37,716 38,033 -1%
Gas ol 0 4,894 4,894 0 5,669 5,669 -14%
Fuel oil 0 8,998 8,998 0 9,189 9,189 -2%
Diesel 202 8,467 8,669 261 6,809 7,070 23%
Petrol (gasoline) 28 1,594 1,622 13 667 6380 139%
Steam 0 15,150 15,150 0 18,819 18,819 -19%
Wood pellets 0 34,719 34,719 0 21,713 21,713 60%
Total non-renewable fuels consumption 51,209 898,658 949,867 52,723 909,918 962,641 1%
Total renewable electricity consumption 327 25,743 26,070 0 8,052 8,052 224%
Total non-renewable electricity consumption 72118 1,684,384 1,756,502 75,549 1,864,732 1,940,281 -9%
Total electricity consumption 72,445 1,710,127 1,782,572 75,549 1,872,784 1,948,333 -9%
Total operational energy consumption 123,654 2,608,785 2,732,439 128,272 2,782,702 2,910,974 -6%
Company’s chosen intensity measurement: 0.018 0.379 0.397 0.015 0.318 0.332 19%

MWh per £1,000 turnover®

(1) The turnover figure used to calculate the intensity ratio does not include any share of revenues from entities in which the Group holds an interest of 50% or less. For 2021, the turnover figure includes
continuing businesses only.

Water withdrawal data is presented in Table 4, showing a decrease in 2021 compared to 2020.

Table 4: Melrose Group water withdrawal data for the period 1 January 2021 - 31 December 2021

Change

2021@ 20209 (2021/2020)

Water withdrawal (m®) in operation 3,569,002 3,880,393 -8%
Company’s chosen intensity measurement:

me per £1,000 turnover® 0.519 0.443 17%

(1) For these purposes, water withdrawal is defined as the sum of all water drawn into the boundaries of the organisation (or facility) from all sources for any use over the course of the reporting period.

(2) Water withdrawal data was collected from 100% of sites across the Group in 2021.

(3) Water withdrawal data was collected from 147 sites (93%) across the Group’s businesses in 2020. Although a small number of sites did not record their water withdrawal, to give an indication as to
size, these sites accounted for less than 3% of the Group’s total GHG emissions in 2020, and so these omissions are not material.

(4) The turnover figure used to calculate the intensity ratio does not include any share of revenues from entities in which the Group holds an interest of 50% or less. For 2021, the turnover figure includes
continuing businesses only.

Table 5 shows the waste generation data for the Group in 2021, showing an overall increase in the total waste generated compared to 2020.
This was partially driven by the reopening of sites following shutdowns caused by the pandemic. Despite the increase in absolute waste weight,
there have been significant reductions in the proportion of non-hazardous waste that is incinerated and sent to landfill. Additionally, a larger
proportion of waste is being sent to higher waste hierarchy options of recycling and hazardous waste treatment in 2021 compared to 2020.

Table 5: Melrose Group waste generation data for the period 1 January 2021 - 31 December 2021

Change

2021 2020@ (2021/2020)

Weight of total non-hazardous waste (tonnes) 151,900 139,388 9%

Weight of total hazardous waste (tonnes) 10,436 11,087 -6%

Total waste generated (tonnes) 162,336 150,475 8%
Breakdown:

— Total recycled (tonnes) 141,947 121,912 16%

— Total incineration (tonnes) 5,850 9,103 -36%

— Total landfill (tonnes) 9,175 15,601 -41%

— Hazardous waste disposed through legally approved treatment routes (tonnes)® 5,394 3,859 40%

(1) Waste generation data was collected from 100% of sites across the Group in 2021.

(2) Waste generation data was collected from 136 sites (86%) across the Group in 2020. Although a small number of sites did not record their waste generation, to give an indication as to size, these
sites accounted for less than 3% of the Group’s total GHG emissions in 2020, and so these omissions are not material.

(3) This figure was calculated on the basis of the guidance published by the EU (see source: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02000D0532-20150601), which includes
waste from physical and chemical processing of metals that are hazardous to humans and wildlife, oil spills and waste materials containing oil, wastes containing mercury and heavy metals, waste
paint, varnish and coatings containing organic solvents and other hazardous substances.

The Strategic Report, as setout  On behalf of the Board:
on pages 1 to 77, has been {71.-'1
approved by the Board. W

Simon Peckham

Chief Executive
3 March 2022
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Governance overview

The Board is committed to maintaining the
high standards of corporate governance
required to ensure that the Company can
continue to deliver on its strategic goals, and
to achieve long-term success for the benefit
of its stakeholders.

Justin Dowley
Non-executive Chairman

As part of this approach, the Board has
applied the principles and complied with
the provisions of corporate governance
contained in the UK Corporate
Governance Code (the “Code”) issued
by the Financial Reporting Council (the
“FRC”) and available to view on the
FRC’s website at: www.frc.org.uk.

In support of this commitment, the
Board carried out a number of key
governance activities during 2021
designed to ensure that Melrose
remains compliant with the provisions
of the Code and to enable continuous
improvement in line with best practice
corporate governance guidelines.

Succession planning

Succession planning continued to be an area
of focus for Melrose in 2021. The Nomination
Committee and the Board considered the
leadership needs of the Group, present and
future, together with the skills, experience and
diversity needed from its Directors going
forward. We recognise that succession
planning is an ongoing process and is

critical to maintaining an effective and
high-quality Board.

During the year, Executive Vice-Chairman
Mr David Roper and Non-executive Director
Mr Archie G. Kane both retired from the
Board, and Mr Peter Dilnot, Chief Operating
Officer, joined the Board as an executive
Director on 1 January 2021. Following a
review by the Nomination Committee of the
composition of the Board and subsequent
recommendation by the Nomination
Committee in 2020 that a new female
Non-executive Director should be appointed,
the Board welcomed two new Non-executive
Directors in 2021, Mrs Heather Lawrence
and Ms Victoria Jarman, who each bring
significant experience to the Board.

Further details on their appointments are
outlined in the Nomination Committee report
on pages 99 to 101.

Recognising that Ms Liz Hewitt has served on
the Board for almost nine years, she will retire
as a Non-executive Director at the conclusion
of the 2022 Annual General Meeting. The
position of Senior Independent Director will
be assumed by Mr David Lis, Chairman of
the Remuneration Committee, and Heather
Lawrence will become Chairman of the

Audit Committee.

Succession planning arrangements by the
Board as a whole were reviewed in 2021.
This included reviewing the skills set, tenure,
diversity and independence of those already
on the Board in order to ensure that the right
balance of skills, experience and diversity
were reflected and being developed.
Diversity and inclusion continues to be a
very important part of succession planning,
and is a key consideration of the Nomination
Committee in its discussions. The Nomination
Committee report on pages 99 to 101
contains further details on how succession
planning arrangements for the Board and
the Melrose senior management team were
reviewed and considered during 2021.

Melrose Executive Committee

The Melrose Executive Committee operates
under the direction of the Chief Executive.

It is chaired by a member of the Melrose
senior management team on a rotating
basis to encourage diversity, and comprises
members of the Melrose head office team
from London, Birmingham and Atlanta. The
Melrose Executive Committee meets on a
weekly basis and executive and Non-executive
Directors attend by invitation. Its key roles are
to ensure that there is full knowledge of, and
coordination between, the Melrose central
team on all important issues, to consider
what, if any, actions are required that week
in respect of acquisitions, disposals and
day-to-day management, to ensure that the
appropriate resource is being devoted to
resolve any such issues, and to ensure that
actions being taken are supportive of the
Group’s aims, objectives and culture.

Remuneration

The Directors’ Remuneration report,
comprising the annual statement from the
Chairman of the Remuneration Committee
and the Annual Report on Remuneration,
is available on pages 102 to 116.

Following a successful consultation with
shareholders during 2020 and 2021, the
Company’s long-term incentive plan
arrangements were successfully renewed
with strong shareholder support in January
2021. The performance period of the 2020
Employee Share Plan will continue to run
until May 2028.

Melrose’s remuneration philosophy
remains unchanged in order to align
senior management with shareholders:
executive remuneration should be simple,
transparent, support the delivery of the
Melrose value creation strategy and pay
only for performance.

Sustainability

The Board is mindful of its responsibilities
regarding climate change and sustainability
more broadly, which are central to the
Company’s purpose and strategy (for further
details on this, see pages 2 and 3, and pages
54 to 77). It has carefully considered how it can
deal with matters relating to sustainability in the
most efficient and appropriate way, in light of
Melrose’s decentralised model and the
industries in which its businesses operate.

The Board oversees and retains ultimate
responsibility for Melrose’s initiatives,
disclosure and reporting in respect of
improving the sustainability performance of

its businesses. The Board receives regular
training at least annually, and quarterly updates
are provided for the Board, on sustainability
and climate issues that impact the Group’s
businesses. The Board also receives quarterly
updates on key sustainability and climate-
related issues that impact the sectors in which
the Group’s businesses operate, and on the
specific measures that are required to be
implemented to drive improved sustainability
performance over the longer term, for the
benefit of all stakeholders.

Main responsibilities of the Board

e Effectively manage and control the
Company via a formal schedule of
matters reserved for its decision.

¢ Define the Group’s purpose, determine
and review Group strategy and policy to
deliver that purpose, and provide
strategic leadership to the Group.

e Set the Group’s values and behaviours
that shape its culture and the way it
conducts business.

e Consider acquisitions, disposals and
requests for major capital expenditure.

® Review financial and trading
performance in line with the Group’s
strategic objectives.

e Ensure that adequate funding and
personnel are in place.

® Engage with stakeholders and key
shareholders on issues that are most
important to the long-term success of
the Company.

e Oversee the effective operations of the
Workforce Advisory Panel in ensuring
the views of the Group’s business unit
workforces are considered in its
discussions and decision-making.

e Report to shareholders and give
consideration to all other significant
financial matters.

e Agree Board succession plans and
consider the evaluation of the Board’s
performance over the preceding year.

e QOversee the Group’s risk management
and internal control systems.

¢ Determine the nature and extent of the
risks the Group is willing to take.

Agree the Group’s governance
framework and approve Group
governance policies.

Monitor, assess and review cyber
security and fraud risk for the Group.

Delegate and oversee responsibility for
entrepreneurial leadership and strategic
management of the Group to the Group
senior executives.

Challenge, review and exercise robust
managerial oversight across key
decisions, actions and processes
performed by the Group’s business
units.

Promote the success of the Company
over the long-term for the benefit of
shareholders as a whole, having regard
to a range of other key stakeholders and
interests.

Oversee and retain ultimate responsibility
for Melrose’s enhanced sustainability
and climate-related initiatives, disclosure
and reporting in respect of improving the
sustainability performance of its
businesses.
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Governance overview

Continued

Risk management and internal

control

Melrose has implemented a uniform
Enterprise Risk Management programme
across all of its business units. These
processes and procedures are now fully
embedded in all Group businesses. During
2021, the Audit Committee continued to keep
under review the Company’s internal financial
controls systems that identify, assess,
manage and monitor financial risks and

other internal control and risk management
systems, and the effectiveness of the Group’s
risk management system, through regular
updates from management. This included a
review of the key findings presented by the
external and internal auditors having agreed
the scope, mandate and review schedule

in advance.

During the year, Melrose senior management,
with support from Ernst & Young, continued
to enhance the online interactive dashboard
that had been developed to consolidate the
businesses’ risk reporting to the Company.
Since the rollout of the dashboard, the
Group’s risk management processes,
together with reporting and data collection
from the businesses, have continued to be
enhanced. The dashboard includes data from
the risk registers prepared by the risk and
legal leads from each business, as well as
objective trend analysis based on that data
and independent insight from Ernst & Young.
This helped to guide the Audit Committee
on relevant updates to the Group risks
(including the identification of new and
emerging Group risks), as reported in the
Risks and uncertainties section on pages 42
10 49, and set out a consolidated risk profile
report for each business within the Group.

Full details on the Group’s approach to risk
management can be found in the Risk
management section on pages 40 and 41,
and in the Audit Committee report on
pages 94 to 98.

Ethics and compliance

Our Code of Ethics (which can be found at
https://www.melroseplc.net/about-us/
governance/code-of-ethics/) reinforces
our values and provides guidance for all
employees, contractors and business
associates so that they are fully aware of
what is expected of them, their responsibilities
and the consequences of non-compliance.
All business units are required to ensure that
the Code of Ethics is communicated and
embedded into their business operations.
Each business unit is also required to ensure
there is a mechanism in place for anyone to
whom the Code of Ethics applies to seek
guidance on interpreting its principles, where
required. This is supported by a compliance
framework comprising policies covering best
practice with respect to anti-bribery and
corruption, anti-money laundering, anti-
facilitation of tax evasion, competition, conflict
minerals, trade compliance, data privacy,
whistleblowing, treasury and financial controls,
anti-slavery and human trafficking, document
retention, joint ventures, diversity and
inclusion, environmental, and human rights.

The implementation of the Melrose Code

of Ethics and Group compliance policies

are supported by risk assessments, training
and ongoing monitoring to ensure their
effectiveness for the Group. The Group also
introduced its first Environmental policy and
Human Rights policy, and further details
about these policies can be found on

pages 72 to 75 of this Annual Report. Taken
together, these initiatives have enhanced our
businesses’ effectiveness at identifying and
managing risks and have promoted and
embedded a more risk-aware culture. Further
details on the Group’s management of risk
can be found on pages 40 to 49 of this
Annual Report.

Melrose’s reputation for acting responsibly
plays a critical role in its success as a business
and its ability to generate shareholder value.
We maintain high standards of ethical conduct
and take a zero-tolerance approach to bribery,
corruption, modern slavery and human
trafficking and any other unethical or illegal
practices. We are committed to acting
professionally, fairly and with integrity in all
business dealings and relationships, within

all jurisdictions in which we operate. Further
details of the Group’s stance and focus on
ensuring effective stewardship in respect of
key environmental, social and governance
matters are set out in the Sustainability report
on pages 54 to 77. Supporting our updated
compliance policies are a comprehensive
online training platform, an industry-leading
whistleblowing reporting facility and a
data-driven risk reporting dashboard
providing increased risk management visibility
and trend analysis to senior management and
the Audit Committee. The integrity of the
compliance framework is further reinforced

by the use of independent assurance and
compliance audits.

Engagement with stakeholders

In 2021, the Company continued to run
engagement initiatives with key shareholders
and governance bodies on key topics
including diversity, sustainability and
remuneration. Members of the Board also
made themselves available to discuss issues
with key investors and other stakeholders on
an ad-hoc basis upon request. In particular,
there were a number of event-driven
consultations with the Group’s workforce
during the year, which resulted in positive and
agreed outcomes.

Melrose also continued with a variety of
workforce engagement initiatives, most
notably through its Workforce Advisory

Panel (“WAP”), which met twice in 2021.

The purpose of the WAP is to promote
effective engagement with, and encourage
participation from, the Group’s workforce.
Given the Group’s decentralised nature and
Melrose’s strategic business model, which
means that all businesses are eventually

sold, the WAP comprises the Chief Human
Resources Officer (or equivalent) from

each business unit and a Melrose Group
representative. The Board remains of the view
that this structure is the most appropriate and
effective method of ensuring that workforce
voices are heard.

It is our intention to continue with our
programme of stakeholder engagement in
2022. Full details of how the Board engages
with all of its stakeholders and considers
them in its decision-making is set out in our
Section 172 statement on pages 50 to 53.

b Bty

Justin Dowley
Non-executive Chairman
3 March 2022

Governance structure

Non-executive Chairman - Justin Dowley

Executive Directors

— Simon Peckham
— Christopher Miller

— Geoffrey Martin
— Peter Dilnot

Audit Committee
See page 94

Nomination Committee
See page 99

Remuneration Committee
See page 102

Diversity and skills overview!

Board gender diversity

Board ethnic diversity

® Male 58%
® Female 42%
Board skills

® Non BAME® 92%
® BAME® 8%

Melrose Executive Committee

® Industrial
® Accounting and Finance

Legal

® Investment
Corporate Governance

©iiwio i

Melrose Central employees (excl. Board)

® Male 58%
® Female 42%

® Male 64%

® Female 36%

(1) Diversity data as at 31 December 2021. Archie G. Kane has since retired from the Board.

(2) Black, Asian and Minority Ethnic.
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Board of Directors

Justin Dowley
Non-executive Chairman

Year appointed

Appointed as Chairman on 1 January 2019, having
previously served as a Non-executive Director from
1 September 2011 and as the Senior Independent
Director from 11 May 2017 to 31 December 2018.

Skills and experience

Justin has extensive experience with over 35 years
spent within the banking, investment and asset
management sectors. A chartered accountant, Justin
qualified with Price Waterhouse and was latterly Vice
Chairman of EMEA Investment Banking, a division

of Nomura International PLC. He was also a founder
partner of Tricorn Partners, Head of Investment
Banking at Merrill Lynch Europe and a director of
Morgan Grenfell.

Board meetings attended™ 4

Business reviews attended 3

Other significant appointments

* Senior Independent Director of Scottish Mortgage
Investment Trust PLC

e Director of a number of private companies

* Steward of the Jockey Club

© Deputy Chairman of The Panel on Takeovers and Mergers

Committee membership
* Nomination e Remuneration

Christopher Miller

Executive Vice-Chairman

Year appointed

Co-founder of Melrose, appointed as Executive
Vice-Chairman on 1 January 2019, having previously
served as Executive Chairman from May 2003.
Skills and experience

Christopher’s long-standing involvement in
manufacturing industries and private investment
brings a wealth of experience to the Board. A
chartered accountant, Christopher qualified with
Coopers & Lybrand, following which he was an
Associate Director of Hanson PLC. In September

Simon Peckham
Chief Executive

Year appointed

Co-founder of Melrose, appointed as Chief Executive
on 9 May 2012, having previously served as Chief
Operating Officer from May 2003.

Skills and experience

Simon provides widespread expertise in corporate
finance, mergers and acquisitions, strategy and
operations. Simon qualified as a solicitor in 1986,
before moving to Wassall PLC in 1990, where he
became an executive director in 1999.

1988, Christopher joined the board of Wassall PLC Board meetings attended® 4
as its Chief Executive. Business reviews attended 3
Board meetings attended® 4 | Independent Not applicable
Business reviews attended 3 Tenure® Not applicable

Other significant appointments
o Trustee of the Prostate Cancer Research Centre

Independent Not applicable

Tenure® Not applicable

Independent Yes
Tenure® 10 years
David Lis Charlotte Twyning

Independent Non-executive Director

Year appointed

Appointed as a Non-executive Director on 12 May
2016 and Chairman of the Remuneration Committee
on 1 January 2019. David will become the Senior
Independent Director following Liz Hewitt’s retirement
at the conclusion of the 2022 Annual General Meeting
on 5 May 2022.

Skills and experience

David has held several senior roles in investment

and fund management, as well as other board
appointments. He brings extensive financial
experience to the Board. David commenced his
career at NatWest, and held positions at J Rothschild
Investment Management and Morgan Grenfell

after which David founded Windsor Investment
Management. David joined Norwich Union Investment
Management in 1997 (later merging to form Aviva
Investors), before becoming Head of Equities in 2012
and latterly Chief Investment Officer, Equities and Multi
Assets, until his retirement in March 2016.

Board meetings attended® 4
Business reviews attended 3

Other significant appointments
e Non-executive Director of Hostmore PLC and
Dowgate Capital Limited

Committee membership
e Audit * Nomination e Remuneration (Chairman)

Independent Yes

Tenure® 5 years

Independent Non-executive Director

Year appointed

Appointed as a Non-executive Director on

1 October 2018 and Chairman of the Nomination
Committee on 1 January 2022.

Skills and experience

Charlotte brings a diverse range of experience and
commercial acumen to the Board. After a successful
legal career specialising in competition and M&A law
in the City, she held various senior positions in the
telecommunications and transport sectors, most
recently in aviation. She has proven leadership skills
inlarge, complex organisations and has consistently
succeeded in driving performance and building the
foundations for growth.

Board meetings attended® 4
Business reviews attended 3

Committee membership
e Audit ® Nomination (Chairman) e Remuneration

Independent Yes

Tenure® 3years

Funmi Adegoke
Independent Non-executive Director

Year appointed
Appointed as a Non-executive Director on
1 October 2019.

Skills and experience

Funmi has extensive experience as a global legal
and compliance leader, and has also held senior
commercial and project management roles. Having
worked in a number of multi-nationals, and across
sectors including aerospace, manufacturing, energy
and technology, Funmi brings diverse industrial
knowledge and significant commercial expertise to the
Board. Funmi is a qualified barrister, and is currently
Group General Counsel at the FTSE 100 company
Halma PLC.

Board meetings attended®

Business reviews attended 3

Committee membership

° Audit * Nomination
Independent Yes
Tenure® 2 years

Geoffrey Martin

Group Finance Director

Year appointed

Appointed as Group Finance Director on 7 July 2005.
Skills and experience

Geoffrey provides considerable public company
experience and expertise in corporate finance, raising
equity finance and financial strategy. A chartered
accountant, Geoffrey qualified with Coopers &
Lybrand, where he worked within the corporate
finance and audit departments. In 1996, Geoffrey
joined Royal Doulton PLC, serving as Group Finance
Director from October 2000 until June 2005.

Board meetings attended™ 4
Business reviews attended 3
Independent Not applicable

Tenure® Not applicable

Peter Dilnot

Chief Operating Officer

Year appointed

Appointed as an executive Director on 1 January
2021, having served as Chief Operating Officer since
April 2019.

Skills and experience

Peter has considerable public company and industrial
business experience having been the Chief Executive
Officer of international recycling company Renewi
PLC (formerly Shanks Group PLC) and having been

a senior executive at Danaher Corporation. Peter also
spent seven years at the Boston Consulting Group,
working primarily with industrial businesses. Peter has
an engineering and aviation background, and was a
helicopter pilot in the British Armed Forces. He also
holds a degree in Mechanical Engineering.

Board meetings attended® 4

Business reviews attended 3

Other significant appointments
* Senior Independent Director of Rotork PLC

Independent Not applicable

Tenure® Not applicable

Heather Lawrence
Independent Non-executive Director

Year appointed

Appointed as a Non-executive Director on 1 June
2021. Heather will become the Chairman of the Audit
Committee following Liz Hewitt’s retirement at the
conclusion of the 2022 Annual General Meeting on

5 May 2022.

Skills and experience

Heather originally qualified as a chartered accountant
and subsequently spent well over a decade working in
senior roles within corporate finance and investment
banking, where she honed her experience across
industrials and transportation businesses. Heather
has significant non-executive directorship experience,
most recently as non-executive director and audit
committee chair of FlyBe Group plc. She is currently

a senior advisor to a large Swiss-based family office.

Victoria Jarman
Independent Non-executive Director

Year appointed

Appointed as a Non-executive Director on 1 June 2021.
Skills and experience

Victoria has a degree in Mechanical Engineering and
is a qualified chartered accountant. She spent over

a decade working for Lazard in its corporate finance
team where she held various senior roles including as
Chief Operating Officer for its London and Middle East
operations. Victoria has significant and extensive non-
executive directorship experience, including as audit
committee chair and senior independent director.

Board meetings attended® 30

Business reviews attended 10

Other significant appointments
*Non-executive Director of Signature Aviation Plc,

Board meetings attended® 39 Great Portland Estates Plc and Entain Plc
Business reviews attended 1@ Committee membership

Committee membership * Remuneration

* Audit Independent Yes
Independent Yes Tenure® Ovyears
Tenure® Ovyears

Liz Hewitt
Senior Independent Director

Year appointed

Appointed as the Senior Independent Director

on 1 January 2019, having previously served as a
Non-executive Director from 8 October 2013, and
appointed as Chairman of the Audit Committee on
11 May 2017. Liz will retire as the Senior Independent
Director and as a Non-executive Director at the
conclusion of the 2022 Annual General Meeting

on 5 May 2022, having served as a Non-executive
Director of the Company for almost nine years.

Skills and experience

Liz has extensive business, financial and investment
experience gained from a number of senior roles in
international companies. A chartered accountant,
Liz qualified with Arthur Andersen & Co., following
which she held a variety of positions within Gartmore
Investment Management, CVC and 3i Group PLC.
Between 2004 and 2011, Liz was the Group Director
of Corporate Affairs for Smith & Nephew PLC, following
a secondment to the Department for Business,
Innovation and Skills and the HM Treasury, where Liz
worked to establish The Enterprise Capital Fund.

Board meetings attended® 4

Business reviews attended

Other significant appointments

¢ Non-executive Director of National Grid PLC,
Silverwood Property Ltd, St George’s Fields Ltd
and St George’s Fields (No2) Ltd

Committee membership
o Audit (Chairman) e Nomination

Independent Yes
Tenure®

8 years

(1) Meetings attended refers to scheduled meetings.

(2) Tenure runs from the date of appointment until
31 December 2021 and is based on full years only.

(3) Appointed to the Board with effect from 1 June 2021 and
attended all Board meetings and business reviews held
during the period 1 June 2021 to 31 December 2021.
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Directors’ report

Directors’ report

The Directors of Melrose Industries PLC present the
Annual Report and financial statements of the Group
for the year ended 31 December 2021.

Incorporated information

The Corporate Governance report set out on pages 88 to 93, the
Finance Director’s review on pages 32 to 39 and the Sustainability
report on pages 54 to 77 are each incorporated by reference into
this Directors’ report.

Disclosures elsewhere in the Annual Report are cross-referenced
where appropriate. Taken together, they fulfil the combined
requirements of the Companies Act 2006 (the “Act”) and of the
Disclosure Guidance and Transparency Rules and the Listing Rules
of the Financial Conduct Authority (the “FCA”).

AGM

The Annual General Meeting (‘“AGM”) of the Company will be held at
Butchers’ Hall, 87 Bartholomew Close, London EC1A 7EB at 11.00 am
on 5 May 2022. A detailed explanation of each item of business to be
considered at the AGM is included with the Notice of Annual General
Meeting. The notice convening the meeting is shown on pages 211 to
216 and includes full details of the resolutions to be proposed, together
with explanatory notes in relation to such resolutions (the “AGM Notice”).

Directors
The Directors of the Company as at the date of this Annual Report,
together with their biographies, can be found on pages 82 and 83.

Changes to the Board during the year are set out in the Corporate
Governance report on pages 88 to 93. Details of Directors’ service
contracts are set out in the Directors’ Remuneration report on
pages 113 to 114.

The Statement of Directors’ responsibilities in relation to the
consolidated financial statements is set out on page 117, which
is incorporated into this Directors’ report by reference.

Appointment and removal of Directors and their powers
The Company’s articles of association (the “Articles”) give the
Directors the power to appoint and replace other Directors. Under the
terms of reference of the Nomination Committee, any appointment
must be recommended by the Nomination Committee for approval

by the Board.

Pursuant to the Articles and in line with the UK Corporate Governance
Code (the “Code”), all of the Directors of the Company are required

to stand for re-election on an annual basis. With the exception of

Ms Liz Hewitt, who will retire from the Board at the conclusion of

the forthcoming AGM, and Mrs Heather Lawrence and Ms Victoria
Jarman, who will be standing for election for the first time following
their appointments on 1 June 2021, all current Directors of the
Company will be standing for re-election by shareholders at the
forthcoming AGM, and in each case an ordinary resolution will need
to be passed to approve such (re-)election.

The Directors are responsible for managing the business of the Company
and exercise their powers in accordance with the Articles, directions
given by special resolution, and any relevant statutes and regulations.

Insurance and indemnities

In accordance with the Articles and the indemnity provisions of the
Act, the Directors have the benefit of an indemnity from the Company
in respect of any liabilities incurred as a result of their office. This
indemnity is provided both within the Articles and through a separate
deed of indemnity between the Company and each of the Directors.

The Company has taken out an insurance policy in respect of those
liabilities for which the Directors may not be indemnified. Neither the
indemnities nor the insurance provides cover in the event that a
Director is proved to have acted dishonestly or fraudulently.

Post balance sheet events
There are no post balance sheet events which require disclosure.

Capital structure

During 2021, the Company completed the disposals of its Nortek Air
Management, Brush, and Nortek Control businesses, for net cash
proceeds of approximately £2.7 billion. After repayment of debt, in
accordance with its strategy to return value to shareholders, the
Company returned £729 million of the proceeds from the Nortek

Air Management disposal to shareholders (the “Return of Capital”).

In order to realise the Return of Capital, holders of ordinary shares in
the Company as at 6.00 pm on the record date, 6 August 2021,

received one B2 share with a nominal value of 15 pence each in the
capital of the Company for every ordinary share held as at that date.

The B2 shares were not admitted to listing or dealing on any exchange.

On 10 August 2021, the High Court of England and Wales approved
the cancellation of the B2 shares. On 14 September 2021, cheques
representing the nominal value of the B2 shares (15 pence each) were
dispatched to their holdings and CREST accounts were credited with
the proceeds, as appropriate.

Following the Return of Capital, the ordinary share capital of the
Company was sub-divided and consolidated (the “Share Capital
Consolidation”). This was to ensure that, so far as possible, the market
price of an ordinary share in the Company remained approximately
the same before and after the Return of Capital and, so far as
possible, historical per share data remained comparable against
future per share data.

The Share Capital Consolidation was effected by the sub-division

of each existing ordinary share of 48/7 pence in the capital of the
Company into nine undesignated shares and consolidating ten such
undesignated shares resulting from such sub-division into one new
ordinary share of 160/21 pence in the capital of the Company (the
“New Ordinary Shares”). The record date for the Share Capital
Consolidation was 6.00 pm on 27 August 2021 and the New Ordinary
Shares were admitted to listing and trading from 8.00 am on

31 August 2021. Subject to allowance for fractional entitlements,
shareholders continued to own approximately the same proportion
of the ordinary share capital of the Company before and after the
Share Capital Consolidation.

The Return of Capital and the Share Capital Consolidation were
approved by shareholders of the Company at a general meeting
of the Company held on 9 July 2021.

The table below shows details of the Company’s issued share capital
as at 31 December 2020; immediately following the Share Capital
Consolidation becoming effective on 31 August 2021; and as at

31 December 2021.

31 August 2021
(Post the Share

31 December Capital 31 December
2020 Consolidation)® 2021

Share class
Ordinary shares of

48/7 pence each 4,858,254,963 Nil Nil
Ordinary shares of
160/21 pence each Nil  4,372,429,473  4,372,429,473

(1) To effect the Share Capital Consolidation, seven ordinary shares of 48/7 pence each were
allotted and issued to Investec Bank plc on 26 August 2021 at 171.65 pence per share, being
the closing mid-market price of an ordinary share on 25 August 2021, in order to ensure that
the number of ordinary shares was exactly divisible by ten. These ordinary shares were issued
pursuant to the general authorities granted by the Company’s shareholders in accordance
with section 551 and section 570 of the Act at the Company’s AGM held on 6 May 2021. The
terms of this issue were fixed on 24 August 2021 following a meeting of a committee of the
Board. These ordinary shares were not entitled to participate in the Return of Capital, but were
subject to the Share Capital Consolidation.

The Company’s sole class of ordinary shares are admitted to the
premium segment of the official list.

The 2017 Incentive Plan was approved by the Company’s
shareholders at a general meeting of the Company held on 11 May
2017, and 12,831 Incentive Shares of £1.00 each (the “2017 Incentive
Shares”) were issued pursuant to the authority granted at such
meeting to issue Incentive Shares up to an aggregate nominal amount
of £50,000. The 2017 Incentive Plan expired in May 2020 for no value,
and therefore the 2017 Incentive Shares had no value. As anticipated
in the 2020 Annual Report, on 5 April 2021, the 2017 Incentive Shares
were transferred, for no consideration, to the Company Secretary in
his capacity as custodian and nominee on behalf of the Company,
and were thereafter cancelled. The 2017 Incentive Shares comprised
all of the Incentive Shares in issue, and as a result there are no longer
any Incentive Shares outstanding.

Shareholders’ voting rights

Subject to any special rights or restrictions as to voting attached to
any class of shares by or in accordance with the Articles, at a general
meeting of the Company, each member who holds ordinary shares in
the Company and who is present (in person or by proxy) at such
meeting is entitled to:

e on a show of hands, one vote; and
e on a poll, one vote for every ordinary share held by them.

There are currently no special rights or restrictions as to voting
attached to any class of shares.

The Company is not aware of any agreements between
shareholders that restrict voting rights attached to the ordinary
shares in the Company.

Where any call or other amount due and payable in respect of an
ordinary share remains unpaid, the holder of such shares shall not be
entitled to vote at or attend any general meeting of the Company in
respect of those shares. As at 3 March 2022, all ordinary shares
issued by the Company are fully paid.

Details of the deadlines for exercising voting rights in respect of the
resolutions to be considered at the 2022 AGM are set out in the AGM
Notice on pages 211 to 216.

Shareholders whose combined shareholdings amount to at least 5%
of the issued voting share capital may, pursuant to section 303 of the
Act, request that the Directors call a general meeting of the Company.
Shareholders whose combined shareholdings amount to at least 5%
of the issued share capital entitled to vote can also request that the
Company introduces a resolution to be voted on at an AGM.

Restrictions on transfer of securities

The Articles do not contain any restrictions on the transfer of ordinary
shares in the Company, aside from the usual restrictions applicable
where shares are not fully paid up, if entitled to do so under the
Uncertificated Securities Regulations 2001, where the transfer
instrument does not comply with the requirements of the Articles or,
in exceptional circumstances, where approved, provided such refusal
would not disturb the market in such shares. Restrictions may also be
imposed by laws and regulations (such as insider trading and market
abuse provisions). Directors and certain senior employees of the
Group may also be subject to internal approvals before dealing in
ordinary shares of the Company and minimum shareholding
requirements. We do not have any anti-takeover devices in place,
including devices that would limit share ownership.

The Company is not aware of any agreements between shareholders
that restrict the transfer of ordinary shares in the Company.

Articles of association

The Articles may only be amended by a special resolution at a general
meeting of the shareholders of the Company. There are no amendments
proposed to be made to the Articles at the forthcoming AGM.

Substantial shareholdings

As at 31 December 2021, the following voting interests in the ordinary
share capital of the Company, disclosable under Chapter 5 of the
Disclosure Guidance and Transparency Rules, had been notified to
the Directors:

% of ordinary
share capital as at

Shareholder Shareholding™” 31 December 2021
The Capital Group Companies, Inc 569,540,208 13.03
BlackRock Inc 332,302,037 6.84
Select Equity Group Inc 256,129,470 5.27
Aviva plc 130,611,965 2.98

(1) Some of these disclosures were made before the Share Capital Consolidation, which became
effective on 31 August 2021.

Between 1 January 2022 and 3 March 2022, the following voting
interests in the ordinary share capital of the Company, disclosable
under Chapter 5 of the FCA's Disclosure Guidance and Transparency
Rules, were notified to the Directors:

% of ordinary share
capital as at the
Shareholding™  date of disclosure®

134,928,387 3.09

Shareholder
Aviva plc

(1) Since the disclosure date, the shareholder’s interests in the Company may have changed.

Shareholder dividend

The Directors are pleased to recommend the payment of a final
dividend of 1 pence per share (2020: 0.75 pence) to be paid on

20 May 2022 to ordinary shareholders on the register of members

of the Company at the close of trading on 8 April 2022. This dividend
recommendation will be put to shareholders at the forthcoming

AGM of the Company, to be held on 5 May 2022. Subject to
shareholder approval being obtained at the AGM for the final dividend,
this will mean a full year 2021 dividend of 1.75 pence per share (2020:
0.75 pence).

For discussion on the Board’s intentions with regard to the Company’s
dividend policy, please see the Chairman’s statement on pages 8 and
9, which is incorporated into this report by reference.

The Company offers a Dividend Reinvestment Plan (“DRIP”), which
gives shareholders the opportunity to use their dividend payments to
purchase further ordinary shares in the Company. Further details
about the DRIP and its terms and conditions can be found within the
Investors section of the Company’s website at www.melroseplc.net.

Historical dividends

The Company administers the unclaimed dividends of the former FKI
plc (now Brush Holdings Limited). Pursuant to law and its articles of
association, Brush Holdings Limited is obliged to pay such unclaimed
dividends for a period of 12 years from the date on which they were
declared or became due for payment. Six months after this time
period has expired, the Company’s policy is to donate the amount of
the unclaimed dividends to a charity of the Company’s choice. As at
31 December 2021, the total amount of unclaimed dividends of Brush
Holdings Limited was £17,417.44. If the unclaimed dividends are not
claimed by 30 June 2022, the Company will look to donate the funds
to charity.

Equiniti, the Company’s registrar, administers the unclaimed dividends
of the former GKN plc (how “GKN Limited”). Pursuant to law and its
articles of association, GKN Limited is obliged to pay such unclaimed
dividends for a period of 12 years from the date on which they were
declared or became due for payment. As at 31 December 2021,

the total amount of unclaimed dividends of GKN Limited was
£243,969.083. If the unclaimed dividends are not claimed by 30 June
2022, the Company will look to donate the funds to charity.
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Ability to purchase own shares

Pursuant to sections 693 and 701 of the Act and a special resolution
passed at a general meeting of the Company on 6 May 2021, the
Company is authorised to make market purchases of up to
485,825,496 of its ordinary shares, representing approximately 10% of
the current issued ordinary share capital of the Company prior to the
capital reduction referred to above. The Company has not made any
purchases of its own shares pursuant to this authority. This authority
will expire at the end of this year's AGM, at which the Company is
seeking approval to make market purchases of its ordinary shares
up to 437,242,947, being approximately 10% of the current issued
ordinary share capital, thereby renewing the authority. The full text

of the resolution, together with minimum and maximum price
requirements, is set out in the AGM Notice on pages 211 to 216.

Financial instruments

The disclosures required in relation to the use of financial instruments
by the Company, including the financial risk management objectives
and policies (including in relation to hedging) of the Company and the
exposure of the Company to liquidity risk, cash flow risk, exchange
rate risk, contract and warranty risk and commodity cost risk, can be
found in the Finance Director’s review on pages 32 to 39, the Risks
and uncertainties section of the Strategic Report on pages 42 to 49,
and in note 25 to the financial statements, which are incorporated by
reference into this Directors’ report.

Research and development activities

The industries in which the Group invests are highly competitive and
the businesses within the Group are encouraged to research and
develop new and innovative product lines and processes in order to
meet customer demands in a continuously evolving environment and
to support its sustainability goals.

As noted in the Divisional reviews on pages 12 to 29, which are
incorporated by reference into this Directors’ report, investment into
research and development activities continued throughout 2021. GKN
Aerospace has successfully delivered a ground-breaking Intermediate
Compressor Case (“ICC”) to the Rolls-Royce UltraFan™ engine
demonstrator programme, which is aiming to achieve a 25%
improvement in fuel efficiency over the first generation of Trent
engines. It is also a Rolls-Royce Core Partner in the Clean Sky 2
programme, with responsibility for design and manufacture of the ICC.
Clean Sky 2 is the largest European aeronautics research programme,
developing innovative, cutting-edge technology aimed at reducing
CO, emissions and noise levels produced by aircraft.

GKN Automotive has invested over £200 million in advance e-Drive
development since 2019, which has enabled it to continue to lead

the field. Its engineers based at its UK Innovation Centre in Abingdon
are developing a cutting-edge Advanced Cooled and Controlled
high-speed e-Drive, the goal of which is to increase the e-Drive
system’s power output and improve system efficiency, whilst reducing
weight and material content.

GKN Powder Metallurgy’s investment in new technologies continued
during 2021, resulting in the launch of an electric pump for hybrid and
battery electric transmission vehicles. This technological innovation
targets notable efficiencies and CO, reductions driven by component
precision, as well as attractive cost benefits delivered through
manufacturing process improvements.

The Melrose Skills Fund has also funded initiatives in the GKN
Aerospace and GKN Automotive businesses and in the wider
community. Further details on the initiatives being implemented
are set out in the Sustainability report on pages 54 to 77.

Business review and risks

A review of the Group’s performance, the key risks and uncertainties
facing the Group and details on the likely development of the Group
can be found in the Chairman’s statement on pages 8 and 9 and the
Strategic Report on pages 1 to 77 of this Annual Report (including
the Longer-term viability statement on page 39 and the Risks and
uncertainties section on pages 42 to 49), which are incorporated into
this Directors’ report by reference.

Employee engagement

The Company operates a Workforce Advisory Panel (the “WAP”) as
its chosen method of complying with the requirements of the Code
on employee engagement. Details in relation to the WAP, employment
policies, and employee involvement, consultation and development,
together with details of some of the human resource improvement
initiatives implemented during 2021, are shown in the Sustainability
report on pages 54 to 77 and in the Section 172 statement set out

in the Strategic Report on pages 50 to 53, both of which are
incorporated by reference into this Directors’ report.

Business relationships

Details of our businesses’ clients and suppliers and how our
businesses work and engage with them are described in the Divisional
reviews on pages 12 to 29, in the Section 172 statement on pages 50
to 53, and in the Sustainability report on pages 54 to 77, each in the
Strategic Report, and all of which are incorporated by reference into
this Directors’ report.

Environmental

Details of the sustainability initiatives across the Group, and the
Group’s Greenhouse gas emissions, waste, and water usage, and
other energy consumption, as well as the methodology used to
calculate such emissions and consumption, are set out in the
Sustainability report on pages 54 to 77, which is incorporated by
reference into this Directors’ report.

In 2021, the Board set its inaugural sustainability targets and
commitments for the Group in line with the UN Sustainable
Development Goals, in addition to its target of net zero Greenhouse
gas emissions before 2050. Details of these targets and commitments
is set out in the Sustainability report on page 55. In addition, we
reported for the first time against all the key areas recommended by
the Task Force on Climate-related Financial Disclosures (“TCFD”),
which are set out in the Sustainability report on pages 60 and 61.

Political donations

The Group’s policy is not to make any political donations and there
were no political donations made during the year ended 31 December
2021 (2020: nil).

Branches

The Melrose Group and its businesses operate across various
jurisdictions. The businesses, through their various subsidiaries,
have established branches in a number of different countries in
which they operate.

Disclosures required under Listing Rule 9.8.4R
Other than the following, no further information is required to be
disclosed by the Company in respect of Listing Rule 9.8.4R:

e details of the allotment of ordinary shares to Investec Bank plc in
connection with the Share Capital Consolidation, which are set
out in the “Capital structure” section of this Directors’ report on
page 84;

details of the 2020 Employee Share Plan, which are set out on
page 107 of the Directors’ Remuneration report and note 23 to
the financial statements (incorporated by reference into this
Directors’ report); and

GKN had historically operated employee share option plan trusts
to satisfy the vesting and exercise of awards of ordinary shares
made under GKN’s share-based incentive arrangements. On the
acquisition of GKN, these shares were converted into Melrose
shares. A dividend waiver is in place on the shareholdings in
respect of relevant trusts in part, or in full, in accordance with
the provisions of the relevant trust deeds.

Significant agreements and change of control

With the exception of the Group’s banking facilities, the 2020
Employee Share Plan, and the divisional management long-term
incentive plans, there are no other agreements that would have a
significant effect upon a change of control of Melrose Industries PLC
as at 3 March 2022.

In December 2021, the Group extended the maturity date of both the
term loan and the revolving credit facility to 30 June 2024. Subsequent
to this extension, in December 2021 the term loan was partly prepaid by
£70 million and US$172 milion. Consequently, the Group’s committed
bank funding includes a multi-currency denominated term loan of

£30 million (31 December 2020: £100 million) and US$788 million

(31 December 2020: US$960 million) and a multi-currency
denominated revolving credit facility of £1.1 billion, US$2.0 billion

and €0.5 billion. Details of this facility are provided in the Finance
Director’s review on page 34 and note 25 to the financial statements.

In the event of a change of control of the Company following a
takeover bid, the Company and lenders under the facility agreement
are obliged to enter into negotiations to determine whether, and if so
how, to continue with the facility. There is no obligation for the lenders
to either fund new loans requested during the 30 day period after a
change of control, or continue to make the facility available for more
than 30 days beyond any change of control. Failure to reach
agreement with parties on revised terms could require an acquirer

to put in place replacement facilities.

The Company’s wholly-owned subsidiary, GKN Holdings Limited, has
outstanding £450 million fixed rate notes paying 5.375% p.a. interest
and maturing on 19 September 2022 and £300 million fixed rate notes
paying 4.625% p.a. interest and maturing on 12 May 2032, in each
case issued under Euro medium-term note programmes (together, the
“Notes”). Pursuant to the terms and conditions of each of the Notes, a
holder of the Notes has the option to require GKN Holdings Limited to
redeem or (at GKN Holdings Limited’s option) purchase the holder’s
Notes at their principal amount together with accrued interest, if there
is a change of control of GKN Limited and either (i) the Notes are
unrated or do not carry an investment grade credit rating from at

least two ratings agencies; or (i) if the Notes carry an investment
grade credit rating from at least two ratings agencies, the Notes

are downgraded to a non-investment grade rating or that rating

is withdrawn within 90 days of the change of control and such
downgrade or withdrawal is cited by the ratings agencies as being

the result of the change of control.

In the event of a takeover of the Company, awards granted under the
2020 Employee Share Plan would crystallise and convert into ordinary
shares in the Company or give rise to an entitlement to a dividend paid
in cash. The rate of conversion is based upon the offer price of the
Company’s ordinary shares as calculated on the date of the change
of control of the Company. If the offer price, or any element of the offer
price, is not in cash, the Remuneration Committee will determine the
value of the non-cash element, having been advised by a reputable
investment bank that such valuation is fair and reasonable.

Long-term management incentive plans have been put in place for our
key divisions that would be triggered upon a sale of their respective
business or a takeover of the Company. The plans provide for the
payment of bonuses to certain key managers of these divisions based
upon the increase in value of their respective business. If a sale of the
relevant business has not occurred within a certain period, the
incentive plan will crystallise and any payment to be made to
participants will be based on the increase in value of the business
during this period.

Commitments

Melrose entered into certain undertakings and other continuing
obligations with the UK Government and other regulatory bodies in
connection with its acquisition of GKN. It remains in full compliance
with these obligations and meets its regular reporting requirements.

Auditor

So far as each Director is aware, there is no relevant audit information
(being information that is needed by the Company’s auditor to prepare
its report) of which the Company’s auditor is unaware. Each Director
has taken all the steps that he or she ought to have taken as a Director
to make him or her aware of any relevant audit information and to
establish that the Company’s auditor is aware of that information.

This confirmation is given and should be interpreted in accordance
with the provisions of section 418 of the Act.

On behalf of the Board, the Audit Committee has reviewed the
effectiveness, performance, independence and objectivity of the
existing external auditor, Deloitte LLP, for the year ended 31 December
2021 and concluded that the external auditor was in all respects
effective. Deloitte LLP has expressed its willingness to continue in
office as auditor of the Group. Accordingly, resolutions will be
proposed at this year's AGM for the reappointment of Deloitte LLP

as auditor of the Group and to authorise the Audit Committee to
determine its remuneration.

Approval
Approved by the Board and signed on its behalf by:

Jonathon Crawford
Company Secretary
3 March 2022
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Corporate Governance
report

In line with the UK Corporate Governance Code (the
“Code”) and the Listing Rules issued by the Financial
Conduct Authority, this section of the Annual Report
and financial statements details the ways in which the
Company has applied the principles and complied
with the provisions of the Code applicable during

the year ended 31 December 2021.

The Audit Committee report, Nomination Committee report, Directors’
Remuneration report, Statement of Directors’ responsibilities, Risk
management and Risks and uncertainties sections of the Strategic
Report, together with the Sustainability report and the Section 172
statement, also form part of this Corporate Governance report.

Statement of compliance
Throughout the year ended 31 December 2021, the Company has
applied the principles and complied with the provisions of the Code.

1. Principles A-E: Board Leadership and Company Purpose

Long-term sustainable success

The Board is constituted of individuals from a diverse range of
backgrounds and with a wealth of knowledge, understanding and
experience. The Chairman, with the assistance of the Executive
Vice-Chairman, is responsible for leadership of the Board. The division
of responsibilities is described further in section 2 on page 89.

The Board’s overarching objective is to generate value for the
Company’s shareholders in a way that is sustainable in the long-term
and contributes to wider society. The Section 172 statement on
pages 50 to 53 sets out the ways in which the Board took these
considerations into account in its decision-making in 2021.

Our purpose, strategy and values

Melrose was founded in 2003 to empower businesses to unlock

their full potential for the benefit of all stakeholders, whilst providing
shareholders with an above-average return on their investment. This
has been delivered through our “Buy, Improve, Sell” strategy, whereby
we acquire high-quality but underperforming manufacturing businesses
and set out to solve chronic issues within those businesses, in order to
set them on the pathway to future success. We invest in them heavily to
improve performance and productivity, so that they become stronger,
better businesses under our responsible stewardship. At the
appropriate time, we find them a new home for the next stage

of their development and return the proceeds to shareholders.

The Company’s purpose and strategy remain underpinned by the
principles and values on which it was founded. We act with integrity,
honesty, transparency and decisiveness, and believe in a lean
operating model, high productivity and sustainable business
practices. Although we know our businesses will not be part of the
Group for the long-term, we act as responsible stewards of them,
investing in them as if we are going to own them forever, and we see
this as an important step on their pathway to long-term sustainable
success. We provide the focus and investment to improve our
businesses’ financial performance, through operational
improvements, by driving growth and profitability, and by investing in
research and development to make the businesses more sustainable.
We also recognise that the building of stronger businesses
encompasses a wide range of non-financial areas including risk
management and ethics and compliance, and we have worked with
the businesses to set meaningful sustainability targets alongside
financial metrics. These actions benefit their long-term future,

and benefit all stakeholders. We hold each business and their
management team accountable for their progress against agreed
sustainability targets. We do not shy away from difficult decisions,

but understand these decisions can have a material impact on certain
stakeholders, who we look to treat fairly, whatever the outcome. We
provide the space and resources to empower people to perform and
reward them well when they do. These principles lie at the heart of our
success, and are the basis on which we strive for future success.

Resources and controls

As described in more detail in the Risk management section of the
Strategic Report and the Audit Committee report on pages 40 and 41
and 94 to 98 respectively, the Board has established a framework of
reporting procedures, lines of responsibility and delegated authority,
which is updated regularly and understood by all Board members and
the Melrose senior management team. These reporting processes
allow the Board and the Melrose senior management team to allocate
resources in a sustainable and appropriate manner, enabling the
Group to meet its objectives and measure performance effectively,
whilst promoting sustainability. The Board and the Audit Committee
have access to the Melrose senior management team and to external
assistance in order to satisfy themselves that appropriate and effective
controls are in place, including Deloitte who undertake the Group’s
external audit, and BM Howarth and Emnst & Young who assist with
the Group’s internal audit.

Stakeholder engagement

Through presentations and regular meetings between the executive
Directors, analysts and institutional shareholders, including those
following the announcements of the Company’s annual and interim
results and trading updates, the Company seeks to build on a
mutual understanding of objectives with its shareholders and other
stakeholders. During 2021, in addition to the usual disclosure rounds
following the release of annual and interim results, the Company
continued its programme of engagement with key investors and
corporate governance bodies in respect of specific material topics,
as well as open-agenda discussions between key shareholders and
members of the Board. Engagement with key shareholders, proxy
advisors, employee bodies, ratings agencies (including sustainability
ratings agencies) and other governance bodies remains a central part
of the Company’s approach to stakeholder engagement and
governance and shall continue in the lead up to the 2022 Annual
General Meeting (“AGM”). Further details on the Company’s
engagement with stakeholders, including the material topics
discussed with investors and corporate governance bodies, are
contained in the Section 172 statement on pages 50 to 53.

In order to promote effective engagement with, and encourage
participation from, its workforce, Melrose operates a Workforce
Advisory Panel (“WAP”). Given the Group’s decentralised nature and
Melrose’s strategic business model, which means that all businesses
are eventually sold, the WAP comprises the Chief Human Resources
Officer (or equivalent) from each business unit and a Melrose Group
representative. Each member of the WAP is responsible for determining
how the workforce should be defined for their respective business unit,
promoting workforce engagement, disseminating information and
collating the voice of their workforce. Each member of the WAP is in
turn responsible for demonstrating how key workforce views are fed
into executive management decisions, which may include executive
remuneration, as well as ensuring that the workforce is aware of their
impact on such executive management decisions. The WAP meets
twice a year and an annual report is prepared for the Board which
highlights workforce engagement and key views. Further details on
the WAP are contained in the Sustainability report on page 67.

Workforce policies and practices

Melrose’s reputation for acting responsibly plays a critical role in its
success as a business and its ability to generate shareholder value.
It maintains high standards of ethical conduct which are reflected in
the compliance policies that are rolled out to the business units, and
cover best practice with respect to anti-bribery and corruption,
anti-money laundering, anti-facilitation of tax evasion, competition,
conflict minerals, trade compliance, data privacy, whistleblowing,
treasury and financial controls, anti-slavery and human trafficking,
document retention, joint ventures, diversity and inclusion,
environmental, and human rights.

The Company also operates an externally hosted whistleblowing
portal which is readily available to all Group employees. This is
supported by regularly updated policies, procedures and awareness
campaigns to create an environment in which the workforce feels it is
safe to raise concerns in confidence without fear of retaliation, and to
foster an ethical and supportive culture within each of the Group’s
business units. The Board and the Audit Committee are provided with
updates on material whistleblowing events as they are reported from
time to time to the Melrose senior management team, and the Audit
Committee is provided with an overview of whistleblowing activity on a
quarterly basis. An annual report is prepared for the Audit Committee
which highlights whistleblowing activity in further detail across the
business units, together with a summary of the approach taken by
each business unit to their whistleblowing process; this is then fed
back to the Board.

2. Principles F-I: Division of Responsibilities

The Board
Details of the structure of the Board and its key responsibilities are
shown on pages 79 and 81.

There were four formally scheduled Board meetings held during the
year and the attendance of each Director at these meetings is shown
on page 90.

Business review meetings are held between scheduled Board
meetings. There were three business review meetings held during
the year, and the attendance of Directors at these review meetings

is set out on page 90. These meetings provide the Directors with a
comprehensive understanding of the current performance of, and
the key issues affecting, the Group’s businesses, without the formality
or rigidity of a Board meeting. Divisional CEOs and other senior
management from the businesses are periodically invited to attend
and present at these meetings, providing the Directors with an
opportunity to discuss each business directly and to develop
relationships with their leadership teams. The executive Directors also
visit the sites of the business units on an ad-hoc basis and sessions
are held between the executive Directors and the business unit
executive teams at such site visits.

Detailed briefing papers containing financial and operational business
summaries and an agenda are provided to the Directors in advance of
each Board, Committee (where relevant) or business review meeting.
The Directors are able to seek further clarification and information on
any matter from any other Director, the Company Secretary or any
other employee of the Group whenever necessary.

Decisions are taken by the Board in conjunction with the
recommendations of its Committees and advice from external
consultants, advisors and Melrose senior management.

The Board has a fully encrypted electronic portal, enabling Board,
Committee and business review papers to be delivered securely
and efficiently to Directors. This facilitates a faster and more secure
distribution of information, accessed using electronic tablets, and
reduced resource usage, which in turn helps to reduce paper waste.

The Company Secretary is responsible for advising and supporting
the Chairman and the Board on corporate governance matters as well
as assisting the Chairman in ensuring a smooth flow of information to
enable effective decision-making. All Directors have access to the
advice and services of the Company Secretary and, through him,
have access to independent professional advice in respect of their
duties, at the Company’s expense. The Company Secretary,
supported by the Group Company Secretariat, acts as secretary

to the Board, the Audit Committee, the Nomination Committee

and the Remuneration Committee.

In accordance with its Articles and in compliance with the Act, the
Company has granted a qualifying third-party indemnity to each
Director. This indemnity is provided both within the Company’s
Articles and through a separate deed of indemnity between the
Company and each of the Directors. The Company also maintains
directors’ and officers’ liability insurance.

Chairman, Executive Vice-Chairman and Chief Executive
The roles of each of the Chairman, the Executive Vice-Chairman and
the Chief Executive of the Company are, and will remain, separate in
accordance with the Code and Board policy.

The Chairman, with the assistance of the Executive Vice-Chairman, is
responsible for leadership of the Board. The Chairman sets the Board
agenda and ensures that adequate time is given to the discussion of
issues in order to facilitate constructive discussions with effective
contributions from the Non-executive Directors, particularly on those
issues of a strategic nature. The Chairman, with the support of the
Company Secretary, also facilitates constructive Board relations by
providing accurate and clear information in a timely manner.
Responsibility for ensuring effective communications are made to
shareholders rests with the Chairman, the Executive Vice-Chairman
and the three other executive Directors.

The Chief Executive is responsible for strategic direction and decisions
involving the day-to-day management of the Company.

Non-executive Directors

The Company’s Non-executive Directors are encouraged to, and do,
scrutinise the performance of the executive Directors in all areas,
including on strategy, risks and financial information, through their roles
on the Company’s Committees, at the Board’s scheduled meetings
and business review sessions, and on an ad-hoc basis. The Non-
executive Directors come from a diverse range of backgrounds and as
such are able to draw on their own specialist knowledge to give
necessary guidance and advice, and to hold management to account.

The Board consists of four executive Directors, six Non-executive
Directors (inclusive of the Senior Independent Director) and the
Non-executive Chairman. As such, the Board is satisfied that there is
sufficient challenge by Non-executive Directors of executive
management in meetings of the Board, and that no individual or small
group of individuals dominates its decision-making.

Together with the Chairman, the majority of the Non-executive
Directors are members of the Nomination Committee and as such,
they play a key role in appointing and removing executive Directors.
As considered in section 3 on page 90, the Non-executive Directors
are also key in evaluating the performance of the Directors.

Non-executive Director independence

In accordance with the provisions of the Code, consideration has
been given to the independence of all Non-executive Directors. The
Board considers all of the Non-executive Directors to be independent.

Upon Mr Justin Dowley’s appointment to the role of Chairman he was
considered independent, and has strong shareholder support for his
current tenure to 2023, which was extended in 2020 with the support
of shareholders, in order to facilitate succession planning arrangements
and the development of a diverse Board, as well as to provide certainty
and stability through the pandemic. Ms Liz Hewitt is the appointed
Senior Independent Director, and acts as an intermediary for the other
Directors and shareholders. She will be succeeded in this role by Mr
David Lis upon her retirement in May 2022. In accordance with the
Code requirements, at least half of the Board, excluding the Chairman,
comprises Non-executive Directors determined by the Board to be
independent. The number of independent Directors on the Board
increased during 2021 with the appointments of Mrs Heather
Lawrence and Ms Victoria Jarman as independent Non-executive
Directors in June 2021.

The Non-executive Directors are not entitled to any cash bonus or
shares under the 2020 Employee Share Plan, nor do they receive
taxable benefits or pension contributions.

Corporate governance framework and terms of reference
The Board has an overarching corporate governance framework to
ensure continued alignment of the Board and Committee members’
roles and division of responsibilities with the Code, Melrose’s top-down
Board and senior management risk oversight, and the business units’
bottom-up risk management responsibilities. Each member of the
Board is provided with a copy of the Company’s corporate governance
framework, which they review, discuss and update periodically.
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Each of the Committees has its own written terms of reference.

The Company Secretary supports the Committees in updating these
terms of reference in order to comply with the Code and other good
corporate practice. The terms of reference are continuously reviewed,
although they are more formally reviewed on an annual basis in the
Committee meetings. The terms of reference are available via the
Melrose website at www.melroseplc.net.

Board induction, training and support

An induction programme tailored to the needs of individual Directors
is provided for new Directors joining the Board. The primary aim of the
induction programme is to introduce new Directors to, and educate
them about, the Group’s businesses, its operations and its
governance arrangements. Individual induction requirements are
monitored by the Chairman and the Company Secretary to ensure
that new Directors gain sufficient knowledge to enable them to
contribute to the Board’s deliberations as quickly as possible.

The Board also receives annual training and quarterly updates on key
sustainability issues that impact the sectors within which the Group’s
businesses operate, and on the specific measures that are required
to be implemented to drive improved sustainability performance over
the longer term for the benefit of all stakeholders.

Time commitments and attendance of Directors
at meetings

When considering appointments to the Board, the Board in
conjunction with the Nomination Committee reviews any other
demands on a candidate’s time, and new Directors are required
to disclose any directorships held and other business interests.
The ability of Directors to have sufficient time to meet their Board
responsibilities is considered on an annual basis as part of the
performance evaluation process. Peter Dilnot is the Senior
Independent Director of Rotork PLC, although the Board has
concluded that this does not affect his ability to meet his Board
responsibilities. None of the other executive Directors hold any
significant appointments nor do they have any non-executive
directorships in any FTSE 100 company.

The following table shows the attendance of each of the Directors at
the scheduled meetings of the Board and its Committees held during
the year. The quorum necessary for the transaction of business by the
Board and each of its Committees is two. The table also shows
attendance at business review meetings held between scheduled
Board meetings. Non-executive Directors are invited to, but are not
required to attend, such meetings.

Attendance of Directors

Business
Board Audit Nomination Remuneration review

Number of meetings® 4 4 2 2 3

Heather Lawrence®

w
|

Justin Dowley 4 4@ 2 2 3
Christopher Miller 4 - - - 3
Simon Peckham 4 - — _ 3
Geoffrey Martin 4 40 _ _ 3
Peter Dilnot 4 _ _ 3
Liz Hewitt 4 4 2 _ 3
David Lis 4 4 2 2 3
Charlotte Twyning 4 4 2 2 3
Funmi Adegoke 4 21 2 2 3

3 1

3 1

Victoria Jarman® - - 1

(1) In addition to the above scheduled meetings, ad-hoc Board and Committee meetings are held
from time to time which are attended by a quorum of Directors and are convened to deal with
specific items of business.

(2) Justin Dowley attended by invitation.

(3) Geoffrey Martin attended by invitation.

(4) Funmi Adegoke was appointed as a member of the Audit Committee with effect from
1 September 2021. Ms Adegoke attended all Audit Committee meetings held during the
period 1 September 2021 to 31 December 2021.

(5) Heather Lawrence and Victoria Jarman were appointed as Non-executive Directors of the
Board on 1 June 2021. They have each attended all Board and applicable Committee
meetings, together with all business reviews, since their appointment.

3. Principles J-L: Composition, Succession and Evaluation

Board composition

The Board believes that the Directors bring a combination of skills,
experience and knowledge to the Board that is complementary to
the activities of the Company. Biographies of the Directors are
shown on pages 82 and 83, and on the Company’s website at
www.melroseplc.net. These biographies identify any other
significant appointments held by the Directors.

During the year, David Roper, one of the co-founders of Melrose, and
Archie G. Kane, the Chairman of the Nomination Committee, retired
from the Board as planned. Peter Dilnot, Chief Operating Officer, also
joined the Board. In addition, the Board gained two new Non-executive
Directors, Heather Lawrence and Victoria Jarman, who both bring
significant non-executive experience gained through similar roles.

The Board has made significant progress with paving the way for
diversity. It continues to meet the Hampton-Alexander Review target
of having 33% female representation on its Board, with 45% female
representation as at the date of this report. In particular, four of the last
five Non-executive Director appointments, including the most recent
two made in 2021, have been female, and all departures from the
Board have been male. In addition, the Board continues to meet the
Parker Review target of having one Director from an ethnic minority
background on the Board. Melrose is committed to continuing to
meet these targets.

Succession planning

Succession planning is coordinated via the Nomination Committee

in conjunction with the Board and includes all Directors and senior
management. It was a core focus in 2021 and as explained in section
2 on page 89, the Board and shareholders approved the extension of
Justin Dowley’s tenure as Chairman of the Board in order to aid
effective succession planning.

Succession planning arrangements for the Board as a whole were
reviewed by the Nomination Committee and the Board. This included
reviewing the skills set, tenure, diversity and independence of those
already on the Board, and reviewing the Melrose senior management
team, including the career planning and talent management
programmes in operation for them. In each case this was to allow
the Nomination Committee to ensure that the right balance of skills,
experience and diversity were reflected and being developed.

Given the strength of Melrose’s decentralised operating structure in
achieving the Group’s strategic objectives, the Nomination Committee
does not have direct involvement in the succession planning
arrangements of the divisions. However, the Nomination Committee
has access to the divisional executive teams through the business
review cycle.

Board evaluation

Evaluation approach and process

The Code requires that FTSE 350 companies undertake an externally
facilitated Board and Committee evaluation once every three years.
The last external Melrose Board and Committee review was in 2020,
for which the Company engaged Lintstock Ltd. The Company will
again be conducting an external evaluation in 2023.

Whilst the Company is not required to undertake another externally
facilitated Board and Committee evaluation until 2023, during 2021
the Company continued its ongoing internal review of the Board and
each Committee, both internally within each of those bodies and with
the Chairman of the Board and the Chairman of each Committee
respectively. As in prior years, the Company also conducted an
evaluation of the Chairman of the Board’s performance. These
evaluations were conducted and facilitated by the completion of
questionnaires, and discussions at the applicable Board and
Committee meetings, with follow-up actions taking place as relevant.
Directors were also given the option for meetings to be scheduled with
the Chairman of the Board or the Chairman of the relevant Committee
about any relevant matters that they wished to raise as part of the
ongoing review.

A range of topics were discussed as part of the evaluation including
the mix of the Board, diversity of gender, race and thought, succession
planning oversight, risk management and internal controls, strategic
oversight, understanding of the views and requirements of key
stakeholders, and the integration of sustainability into the Group’s
strategy and operations.

Outputs of the evaluation

The report and subsequent discussion concluded that the Board, the
Chairman of the Board and the Senior Independent Director continue
to be highly effective.

In order to further enhance the Board'’s effectiveness, the following areas
were designated as the subject of management focus during 2022:

e continuing to monitor senior management succession;

e further developing the Board’s visibility over the impact of principal
risks on the divisions, and continuing to monitor and enhance the
Group’s management of risk;

further integrating and embedding sustainability into the Group’s
business strategy and operations, which the Group views as a
process of continuous progression in response to ever-evolving
sustainability developments;

although considerable steps were taken to improve cyber security
across all business units in 2021, it was recognised that cyber
security is an ongoing risk and will, therefore, be focused on again
in 2022;

continuing to improve and monitor the cash management culture
within the businesses (particularly within the GKN businesses) and
to improve cash performance; and

continuing to impress upon all divisions that the health and safety
of their workers is of the utmost importance and ensuring that
their executive teams place a high degree of focus on
implementing, monitoring and maintaining high standards of
health and safety awareness, coupled with appropriate protective
measures and high performance, with a view to eliminating
preventable accidents.

Annual re-election of Directors

Pursuant to the Company’s Articles and in accordance with the
provisions of the Code, all of the Directors stood for election or
re-election at the 2021 AGM. With the exception of Heather Lawrence
and Victoria Jarman, who are each standing for election for the first
time, and Liz Hewitt, who is retiring at the conclusion of the 2022 AGM,
all current Directors of the Company will be standing for re-election by
shareholders at this year's AGM, and in each case an ordinary
resolution will need to be passed to approve such re-elections.

In considering whether each Director should stand for re-election,

the Nomination Committee in consultation with the Board considers
whether the Board has the appropriate balance of skills, experience,
independence and diversity to enable the Board to carry out its duties
and responsibilities effectively. The time commitments of each Director
are also reviewed as part of this assessment, and Directors are required
to disclose any directorships held and other business interests. The
annual performance evaluation referred to opposite assists with
determining whether each Director should stand for re-election.

Following performance evaluations of each of the Directors, and
having considered in turn the individual skills, relevant experience,
contributions and time commitment of the Directors to the long-term
sustainable success of the Company, the Chairman is of the opinion
that each Director’s performance continues to be effective and
demonstrates commitment to the role. Similarly, following
performance evaluations of the Chairman, and having carefully
considered the commitments required and the contributions made
by the Chairman, the Non-executive Directors, led by the Senior
Independent Director, are of the opinion that the Chairman’s
performance continues to be effective and that he continues

to demonstrate commitment to the role.

Justin Dowley, Non-executive Chairman, is standing for re-election as
Director due to his extensive and long-standing experience within the
banking, investment and asset management sectors. Mr Dowley first
joined the Board as a Non-executive Director in September 2011 and
served as Senior Independent Director in the two years prior to his
appointment as Non-executive Chairman in 2019. Following positive
engagement with key shareholders in 2020, the Nomination
Committee and the Board approved his extended tenure to 2023
subject to annual re-election, in order to facilitate succession planning
arrangements for the Board and the development of a diverse Board.
Mr Dowley was considered independent upon his appointment as
Non-executive Chairman.

Simon Peckham, Chief Executive, is standing for re-election as
Director due to his deep understanding of the Melrose business
model, having co-founded Melrose, and initially appointed as Chief
Operating Officer in 2003. He has widespread expertise in corporate
finance, mergers and acquisitions, strategy and operations.

Christopher Miller, Executive Vice-Chairman, is also standing for
re-election on the basis of his deep understanding of the Melrose
business model, having co-founded Melrose. Mr Miller has long-
standing involvement in manufacturing industries and private investment.

Geoffrey Martin, Group Finance Director, is standing for re-election
due to his deep understanding of the Melrose business model, having
been appointed as Group Finance Director in 2005. He also brings to
the Board considerable public company experience and expertise in
corporate finance, equity finance raising and financial strategy.

Peter Dilnot, Chief Operating Officer, is standing for re-election due to
his deep understanding of the Melrose business model, having been
appointed as Chief Operating Officer in 2018, as well as having
performed the role of interim chief executive officer for GKN
Aerospace. He has strong sector experience in engineering and
aviation, and has extensive experience in holding executive roles in
listed companies.

The remaining Non-executive Directors are standing for re-election
due to their independence, diversity, skills and experience. In particular,
David Lis brings to the Board extensive financial experience and deep
insight into the expectations of Melrose’s institutional investor base,
having held several roles in investment management. Charlotte Twyning
brings to the Board a diverse range of experience and commercial
acumen due to her experience having held various senior positions

in the telecommunications and transport sectors, most recently in
aviation. Funmi Adegoke brings to the Board diverse industrial
knowledge as well as significant transactional and commercial
management expertise due to her extensive experience working in
and leading teams across the globe at multi-national organisations.

Election of Directors

Heather Lawrence and Victoria Jarman, who joined the Board on

1 June 2021, will be standing for election by shareholders for the first
time at this year's AGM and in each case an ordinary resolution will
need to be passed to approve such elections.

In considering whether each Director should stand for election,

the Nomination Committee in consultation with the Board considers
whether the Board has the appropriate balance of skills, experience,
independence and diversity to enable the Board to carry out its duties
and responsibilities effectively. The time commitments of each Director
are also reviewed as part of this assessment, and Directors are required
to disclose any directorships held and other business interests. The
annual performance evaluation, referred to opposite, assists with
determining whether each Director should stand for election.

Following performance evaluations of each of the Directors, and
having considered in turn the individual skills, relevant experience,
contributions and time commitment of the Directors to the long-term
sustainable success of the Company, the Chairman is of the opinion
that each Director’s performance continues to be effective and
demonstrates commitment to the role.
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Heather Lawrence and Victoria Jarman are standing for election due

to their independence, diversity, skills and experience. In particular,
Heather Lawrence brings to the Board a diverse range of experience
across the industrials and transportation sectors, having held senior
roles within corporate finance and investing banking, as well as having
the necessary expertise required to perform the role of Chairman of the
Audit Committee upon Liz Hewitt’s retirement. Victoria Jarman brings to
the Board significant and extensive financial and investment experience
and insight gained from a number of senior roles in corporate finance,
as well as extensive non-executive director experience.

Biographies of each of the Directors are shown on pages 82 to 83,
and on the Company’s website at www.melroseplc.net. Detailed
justifications for each Director’s (re-)election are set out in the Notice
of Annual General Meeting, on pages 211 to 216.

4. Principles M-O: Audit, Risk and Internal Control

Objectives and policy

A key responsibility of the Board and Melrose senior management
team is to safeguard and increase the value of the businesses and
assets of the Group for the benefit of its shareholders. Achievement of
their objectives requires the development of policies and appropriate
internal control frameworks to ensure that the Group’s resources are
managed properly and that any key risks are identified and mitigated
where possible.

The Board is ultimately responsible for the development of the Group’s
overall risk management policies and system of internal control
frameworks and for reviewing their respective effectiveness, while the
role of the Melrose senior management team is to implement these
policies and frameworks across the Group’s business operations. The
Directors recognise that the systems and processes established by
the Board are designed to manage, rather than eliminate, the risk of
failing to achieve business objectives and cannot provide absolute
assurance against material financial misstatement or loss.

The Board is committed to satisfying the internal control guidance for
Directors set out in the FRC’s Guidance on Risk Management, Internal
Control and Related Financial and Business Reporting. In accordance
with this guidance, the Board assumes ultimate responsibility for risk
management and internal controls, including determining the nature
and extent of the principal risks it is willing to take to achieve its
strategic objectives (its “risk appetite”) and ensuring an appropriate
culture has been embedded throughout the organisation. The risk
management and internal control system is complemented by
ongoing monitoring and review, to ensure that the Company is able

to adapt to an evolving risk environment.

A separate Audit Committee report is set out on pages 94 to 98
and provides details of the role and activities of the Audit Committee
and its relationship with the internal and external auditors.

Managing and controlling risk

Since 2016, the Group’s approach to risk management has been
reviewed and enhanced. The systems, processes and controls
in place accord with the Code and the FRC’s updated guidance.
Details on the Group’s risk management strategy are set out on
pages 40 to 41.

Further information regarding the Group’s financial risk objectives and
policies can be found in the Finance Director’s review on pages 32 to
39. A summary of the principal risks and uncertainties that could
impact upon the Group’s performance is set out on pages 42 to 49.

Internal financial controls and reporting

The Group has a comprehensive system for assessing the
effectiveness of the Group’s internal controls, including strategic
business planning and regular monitoring and reporting of financial
performance. A detailed annual budget is prepared by senior
management and thereafter is reviewed and formally adopted

by the Board.

The budget and other targets are regularly updated via a rolling
forecast process and regular business review meetings are held with
the involvement of senior management to assess performance. The
results of these reviews are in turn reported to, and discussed by, the
Board at each meeting. As discussed in the Audit Committee report
on page 98, the Group engages BM Howarth as internal auditor with
additional support, as required, from Emst & Young. A total of 42 sites
across the Group were assessed by BM Howarth and Ernst & Young
during 2021.

As was common across most large, geographically dispersed
companies, COVID-19 disruption continued to present a number

of challenges and limitations throughout the year due to restricted
international travel and extended periods of remote working for many
site-based finance teams. Further details about the additional
assurance measures that were taken to mitigate the impact of
COVID-19 disruption on internal controls during 2021 can be found
in the Audit Committee report on pages 94 to 98.

The Directors can report that based on the sites visited and reviewed

in 2021, there has been progress across the Group following the 2021
internal audit programme and that the majority of the recommendations
presented in the internal audit report have been or are in the process of
being implemented.

The Audit Committee also monitors the effectiveness of the internal
control process implemented across the Group through a review of
the key findings presented by the external and internal auditors.
Management are responsible for ensuring that the Audit Committee’s
recommendations in respect of internal controls and risk management
are implemented.

Ethics and compliance

The Company takes very seriously its responsibilities under the

laws and regulations in the countries and jurisdictions in which the
Group operates, and has in place appropriate measures to ensure
compliance. A compliance framework is in place comprising a suite of
Group-wide policies relating to anti-bribery and corruption, anti-money
laundering, anti-facilitation of tax evasion, competition, conflict
minerals, trade compliance, data privacy, whistleblowing, treasury
and financial controls, anti-slavery and human trafficking, document
retention, joint ventures, diversity and inclusion, environmental,

and human rights. These policies are in place within each business
and, other than in respect of certain policies where it would not be
appropriate for them to have such a broad reach, they generally

apply to all Directors, employees (whether permanent, fixed-term,

or temporary), pension trustees, consultants and other business
advisors, contractors, trainees, volunteers, business agents,
distributors, joint venture partners or any other person working for or
performing a service on behalf of the Company, its subsidiaries and/or
associated companies in which the Company or any of its subsidiaries
has a majority interest.

During 2021, Melrose implemented new Environmental and Human
Rights policies, and the Company also updated the Melrose Code of
Ethics in light of key regulatory and legal developments and to align it
with the new policies. The new policies and updated Melrose Code of
Ethics have been fully implemented across all business units, and they
(as well as all other Group compliance policies) continue to be monitored
to ensure their effectiveness for the Group. Online compliance training
continued to be conducted within all businesses, covering topics such
as anti-trust, trade compliance and export controls, data privacy,
anti-bribery and corruption, and anti-money laundering, to enhance
and supplement the existing compliance regime.

The Company’s Modern Slavery Statement is approved by the Board
annually and the current statement is available on the Company’s
website at https://www.melroseplc.net/media/2759/modern-
slavery-statement-fy2020.pdf. Under Melrose’s decentralised group
structure, each division is responsible (where applicable) for publishing
their own Modern Slavery Statement in accordance with the
requirements under the Modern Slavery Act 2015, and are supported
by Melrose where needed. To support the Company’s belief in the
importance of this matter, it has a Group-wide policy on the prevention
of modern slavery and human trafficking, which the businesses have
rolled out to employees, along with an online compliance training
module. Please also refer to section 1 on page 89 for details of the
Company’s whistleblowing policies and procedures.

BDO LLP were engaged to conduct an independent non-financial
review programme of the GKN Aerospace and GKN Automotive
businesses, to test and provide additional external assurance in
respect of those businesses’ key compliance areas and safeguards as
a result of their relative scale and complexity. Although COVID-19 travel
restrictions caused some delay to the original site visit schedule during
2020, the review programme was completed during 2021, with a total
of 67 site visits being conducted by BDO (and overseen by the General
Counsels of the businesses) across the programme. The programme
included GKN Aerospace sites across the UK, the Netherlands, India,
Singapore, Thailand, Sweden, and Norway, as well as GKN
Automotive sites including those located in Mexico, France, Malaysia,
Germany, ltaly, India and Japan. Overall, both GKN Aerospace and
GKN Automotive were found to demonstrate a good level of
compliance including within the areas of anti-bribery and corruption,
anti-money laundering, whistleblowing, data protection, export control,
contract compliance, health and safety, and trade compliance.

5. Principles P-R: Executive Remuneration

Policies and practices

Melrose’s remuneration philosophy has been the same since being
founded in 2003 and requires that executive remuneration be simple,
transparent, support the delivery of the value creation strategy, and
pay only for performance. The Company’s policy of restricting
opportunity in annual salary, bonus and benefits to below the lower
quartile of its peers, while heavily weighting potential reward to the
long-term employee share plan that is entirely performance based,
reflects those principles and is intended to align management’s
incentive arrangements directly with the interests of shareholders.

In compliance with the Code, the 2020 Employee Share Plan (which
is the only share plan the Company operates for Melrose senior
management) has a five-year total vesting and holding period, which
promotes long-term sustainable success for shareholders, and is
expected to be awarded in shares, further aligning management
with shareholders.

Development of policies

The Remuneration Committee has a formal and transparent
procedure for developing the Company’s policy on executive
remuneration. It regularly engages with shareholders to seek their
views (and particularly more so in advance of renewals), takes those
views into account when formulating proposals on executive
remuneration, obtains advice from external remuneration advisors,
and undertakes benchmarking exercises with respect to executive
pay to ensure that the executive remuneration structure remains
appropriate. Shareholders have the opportunity to vote on executive
remuneration through their binding vote at least every three years on
the Directors’ remuneration policy and their advisory vote annually
on the Directors’ remuneration report. As described further in the
Directors’ Remuneration report on pages 102 to 116, the Chief
Executive retains responsibility for setting and managing the
remuneration of Melrose senior management and divisional CEOs,
of which the Remuneration Committee has full disclosure. No Director
is involved in deciding their own remuneration outcome.

Independent judgement and discretion

The Remuneration Committee exercises independent judgement and
discretion when authorising remuneration outcomes, taking account
of both Company and individual performance, and wider
circumstances. As mentioned above, the Remuneration Committee
obtains regular advice from external remuneration advisors in order
to ensure that proposals are in line with the Code, and benchmarked
against the Company’s FTSE 100 peers. The current Directors’
remuneration policy provides the Remuneration Committee with the
ability to exercise discretion to override formulaic outcomes. No such
use of discretion was exercised in 2021, although the Remuneration
Committee have determined in 2022 to exercise discretion in respect
of the payment of the 2021 annual bonus to the Chief Operating
Officer in cash. Details can be found on page 102.

Details regarding Directors’ remuneration, both generally and in
relation to the requirements of the Code, are set out in the Directors’
Remuneration report on pages 102 to 116, which is presented in the
following two sections:

e the annual statement from the Chairman of the Remuneration
Committee, which can be found on page 102; and

e the Annual Report on Remuneration, which can be found on
pages 103 to 116.

The current Directors’ remuneration policy, which was approved
by shareholders at the 2020 AGM and subsequently amended in
January 2021 to incorporate the 2020 Employee Share Plan, is
available on the Company’s website.

(1) The full details of the Directors’ remuneration policy can be found on pages 103 to 111 of the
2019 Annual Report (www.melroseplc.net/media/2536/melrose-ar2019.pdf), and the full
details of the amendments can be found on pages 15 to 24 of the circular to shareholders dated
29 December 2020 (www.melroseplc.net/media/2587/291220-melrose-circular.pdf).
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Audit Committee
report

Liz Hewitt
Audit Committee Chairman

Role and responsibilities

The Committee’s role and responsibilities are set out in its terms

of reference. These were updated in November 2021 in line with

best practice and are available on the Company’s website at
www.melroseplc.net and from the Company Secretary at the
Company’s registered office. In discharging its duties, the Committee
embraces its role of protecting the interests of all stakeholders with
respect to the integrity of financial information published by the
Company and the effectiveness of the audit. The responsibilities

of the Committee include:

* reviewing and monitoring the integrity of the financial statements
of the Group, including the Annual Report, financial statements
and interim financial statements, and reviewing and reporting to
the Board on the significant financial reporting issues and
judgements which they contain;

keeping under review the effectiveness of the Group’s financial
reporting;

reviewing the effectiveness of and monitoring and overseeing the
Group’s risk management (excluding cyber security and fraud
risk, which are retained by the Board), internal financial control
systems and processes and compliance controls;

overseeing the adequacy and security of the Company’s
arrangements for its employees to raise concerns in confidence in
accordance with the Company’s whistleblowing policy, including
about possible wrongdoing in financial reporting or other matters;

monitoring and evaluating the independence and effectiveness of the
internal audit function and approving the internal audit plan and fee;

monitoring and evaluating the independence and effectiveness of
the external audit and approving the external audit plan and fee;

reviewing, challenging and reporting to the Board on the going
concern assumption and the assessment forming the basis of the
longer-term viability statement;

reviewing and, where necessary, challenging the consistency of
accounting policies, the methods used to account for significant or
unusual transactions, and compliance with accounting standards;
reviewing the Company’s procedures for detecting fraud, and its
systems and controls for the prevention of bribery;

The responsibilities of the Audit Committee
(the “Committee”) include overseeing
financial reporting, risk management and
internal financial controls, in addition to
making recommendations to the Board
regarding the appointment of the
Company’s internal and external auditors.

Member No. of meetings

Liz Hewitt (Chairman)* 0000 41
David Lis* 0000 /4
Charlotte Twyning 0000 /4
Heather Lawrence* 000 33"
Funmi Adegoke 0O 22°

*

Indicates Committee members with financial expertise. In total, 60% of the Committee
has financial expertise.
(1) Mrs Heather Lawrence was appointed as a Non-executive Director with effect from

1 June 2021. Mrs Lawrence attended all Committee meetings held during the period

1 June 2021 to 31 December 2021.
(2) Ms Funmi Adegoke was appointed as a member of the Audit Committee with effect
from 1 September 2021. Ms Adegoke attended all Committee meetings held during
the period 1 September 2021 to 31 December 2021.

e developing, implementing and monitoring the Group’s policy on
external audit and overseeing the objectivity and effectiveness
of the external auditor;

assessing annually the external auditor’s independence and
objectivity, taking into account relevant UK laws, regulations, the
Ethical Standards and other professional requirements and the
relationship with the auditor as a whole, including the provision

of any non-audit services;

reviewing and where necessary challenging the provision of
non-audit services by the external auditor; and

reviewing and considering the Annual Report and financial
statements to ensure that it is fair, balanced and understandable
and advising the Board on whether it can state that this is the case.

Composition

Ms Liz Hewitt continues to serve as the Chairman of the Committee.
However, Ms Hewitt will be stepping down from this position upon
her retirement from the Board at the conclusion of the 2022 Annual
General Meeting, and Mrs Heather Lawrence will assume the role of
Chairman of the Committee. Mrs Lawrence joined the Board and
Committee in June 2021. She has strong audit experience, having
acted as audit committee chair of FlyBe Group plc.

Ms Hewitt, Mrs Lawrence and Mr David Lis bring significant and
relevant financial experience to their roles on the Committee.
Furthermore, each member of the Committee, including Ms Charlotte
Twyning and Ms Funmi Adegoke, brings strong corporate governance
experience to the Committee. Further details of the relevant
experience of each member of the Committee are described in the
biographies on pages 82 to 83. The Committee is made up 100%

of independent Non-executive Directors.

The Company Secretary acts as secretary to the Committee.

To enable the Committee to provide robust challenge of the reports
submitted to it, the Committee invites the Group Finance Director, the
Head of Financial Reporting, and senior representatives of the external
and internal auditors to attend its meetings. The Chairman of the
Committee also speaks with the Group Finance Director prior to each
Committee meeting. The Committee has the right to invite any other
Directors and/or employees to attend meetings where this is

considered appropriate. In addition, the Committee meets at least once
per year with the external and internal auditors without management
present, and the Chairman of the Committee speaks with the external
and internal auditors prior to each Committee meeting.

Summary of meetings in the year

The Committee is expected to meet not less than three times a year.
However, during 2020, the Committee had agreed that an additional
meeting would be scheduled due to the ongoing uncertainty and
disruption caused by COVID-19 in order to enable further review and
challenge of significant accounting matters, and this was continued in
2021. In 2021, the Committee met in March, June, September and
November. The scheduling of these meetings is designed to be
aligned with the financial reporting timetable, thereby enabling the
Committee to review the Annual Report and financial statements, the
interim financial statements and the audit plan ahead of the year-end
audit and to maintain a view of the internal financial controls and
processes throughout the year.

Significant activities related to the 2021 financial

statements

As part of its duties the Committee undertook the following recurring

activities that receive annual scrutiny:

e review of the 2021 Annual Report and financial statements and the
interim financial statements, including the going concern of the
Group assumption and the assessment forming the basis of the

longer-term viability statement. As part of this review, the
Committee received reports from the external auditor on their audit
of the Annual Report and financial statements and their review of
the interim financial statements, as well as papers prepared by
management in respect of the going concern, longer-term viability
and significant accounting and control matters;

consideration of the 2021 Annual Report and financial statements
in the context of being fair, balanced and understandable and a
review of the content of papers prepared by management in
relation to the 2021 Annual Report and financial statements. The
Committee advised the Board that, in its view, the 2021 Annual
Report and financial statements when taken as a whole is fair,
balanced and understandable and provides the information
necessary for shareholders to assess the Company’s position
and performance, business model and strategy;

review of the effectiveness of the Group’s risk management and
internal financial controls and disclosures made in the 2021
Annual Report and financial statements on this matter;

review of the effectiveness of the Group’s internal and external
auditors; and

review of, and agreement of, the scope of work to be undertaken
in respect of the 2021 financial statements by the external
auditor and the scope of work to be undertaken in 2022 by the
internal auditor.

In addition to these matters, the Committee considered the following significant issues in relation to the financial statements during the year:

Significant issue considered by the Audit Committee

How the issue was addressed by the Audit Committee

Impairment testing of goodwiill

Impairment testing is inherently subjective as it includes assumptions in the
calculation of recoverable amount for each of the cash-generating units
(“CGU”) being tested. Assumptions include future cash flows of the relevant
groups of CGUs, discount rates that reflect the appropriate risk and long-term
growth rates which are applicable to the industry and geography of operations.

The impairment testing for 2021 has been performed on the groups of CGUs
disclosed in the 2021 Annual Report, which specifically now has one group of
CGUs for each of Aerospace and Automotive.

During 2021, due to the impact of the COVID-19 pandemic, additional
sensitivities were disclosed for aimost all of the Group’s individual CGUs.
During the year, the businesses have continued to mitigate the impact of

lower levels of demand caused by supply chain shortages (Automotive and
Powder Metallurgy) and continued market depression (Aerospace) through
cost reduction and efficiency actions, including further significant restructuring.
Under IAS 36, the value in use basis prohibits the inclusion of benefits from
future uncommitted restructuring plans although this is permitted when
applying the fair value less costs to sell basis, to the extent that similar actions
would be carried out by a market participant. Consistent with the prior year and
in accordance with the accounts standards, impairment testing for the GKN
businesses’ groups of CGUs remains on a fair value less costs to sell approach
as this has resulted in higher valuations than the value in use approach.

(Refer to notes 3 and 11 of the financial statements)

The Committee challenged the outcome of the impairment review in respect of
all groups of CGUs and also considered the proposed disclosures in respect of
the Aerospace, Automotive, Powder Metallurgy and Ergotron groups of CGUs.

In doing so the Committee considered the following:

® a paper prepared by management, which included the key outputs from
the impairment models;

e trading assumptions, including macro-economic factors, applied in the
models and in particular those that were key, being revenue growth and
profit margin;

¢ the market-based assumptions for long-term growth rates and discount rates;

e risk adjustments that were applied to the model, in particular regarding
the timing of when volume reductions would recover; and

¢ the appropriateness of the full disclosures in the financial statements in
respect of the impairment review performed and the impact, together
with sensitivities that could cause a future impairment.

The Committee discussed with Deloitte the audit work performed by them
and their conclusion regarding the disclosures presented.

Considering all of the above, as well as management responses to challenge
and Deloitte’s views, the Committee was satisfied that the assumptions
used were reasonable and that the impairment conclusions together with
disclosures were appropriately presented.

Accounting for revenue under IFRS 15

The overwhelming majority of the Group’s revenue recognition relates to the
simple sale of products and services where invoices are raised and amounts
are recognised when control of the goods is transferred to the customer.
However, the Group has one revenue stream which includes recognition of
variable consideration for risk and revenue sharing partnerships (‘RRSPs”),
in a small number of Aerospace businesses.

As required, management continue to review the key assumptions that have a
significant impact on the allocation of overall transaction prices for aerospace engine
components. It is particularly important to reassess the operational progress and
status of engines’ programmes in the early years of these long-term arrangements,
when performance issues can arise. Specifically, in relation to variable consideration
for certain RRSPs, revenue is significantly constrained until there is better visibility
over the outcome so as to comply with the requirement that amounts are only
recognised when it is highly probable that they will not reverse in the future.

Following positive operational progress on engine programmes within certain
RRSPs in the year, it was concluded that an update to assumptions was
appropriate. Whilst the changes have not led to a material impact on 2021
results (£24 million), they will impact future results too.

The amount of variable consideration recognised in the year of £55 million
reflects an underlying increase from the COVID-impacted results in 2020, ramp
up in volumes based on customer schedules as well as implications of the
change in assumptions.

(Refer to notes 3, 4 and 17 of the financial statements)

The Committee reviewed the paper prepared by management and
discussed the implications of IFRS 15, which included an assessment of
estimates used in calculating variable consideration within RRSPs.

The changes in estimates, relating to both the amount and timing of revenue
recognition, were primarily based on operational progress of specific
programmes. Whilst the impact of changes was immaterial for 2021, there
could be a more significant impact in the future.

The Committee discussed the audit work performed by Deloitte, to assess
whether the proposed revenue to be recognised, together with incremental
disclosures, were appropriate.

The Committee was satisfied that the approach and assumptions used
remained both reasonable and appropriate. However, it is understood that
there are reasonably possible changes in assumptions, that could lead to
the recognition of further variable consideration in the next year in respect
of previous performance obligations.
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Continued

Significant issue considered by the Audit Committee

How the issue was addressed by the Audit Committee

GKN Aerospace North America financial information in relation to
inventory balances

The Group has again reviewed inventory and other balances in GKN
Aerospace North America following historical pre-acquisition concerns,
to ensure that balances were appropriately stated.

The current year review has involved management from the Group finance
team travelling to four sites to conduct a detailed balance sheet review with
senior site teams. In addition, assurance has been taken from other higher-
level procedures. The review focused on inventory provisioning, among other
things, as these calculations often require estimation by management of
expected future sales.

(Refer to notes 3 and 16 of the financial statements)

During the year, the Committee reviewed a report prepared by management
updating on the previously disclosed concerns relating to GKN Aerospace’s
North American business. The assessment considered trends in inventory
carrying amounts and other balance sheet accounts as well as the

overall control environment and progress since the prior year. Specifically,
management from the Group finance team travelled to sites and met with local
management as well as senior members of the divisional finance function to
discuss the local control environment, any continued impact of COVID-19 on
compliance and documentation, and results of balance sheet review work.

The Committee discussed the results from year-end testing with
management as well as the findings from Internal Audit, who had visited
many of these sites. Additionally, the Committee sought a view from Deloitte
following their audit work, to assess whether the balances included in the
Group consolidated financial statements were appropriate.

Having considered the matters presented and evidence provided, the
Committee concluded that management’s response to issues was
appropriate and balances were reasonably stated.

Classification of adjusting items and use of Alternative Performance
Measures (“APMs”)

The reporting, classification and consistency of adjusting items continues to be
an area of focus for the Committee, in particular, given the guidance on APMs
provided by the European Securities and Markets Authority (‘ESMA).

The Committee considers this a key consideration when reviewing if the
financial statements are fair, balanced and understandable.

(Refer to notes 3 and 6 of the financial statements)

The Committee has considered the nature, classification and consistency of

adjusting items, whilst addressing the guidance provided by ESMA. These items
are defined and discussed in the Finance Director’s review and detailed in note 6
to the financial statements, together with the glossary to the financial statements.

Following a review of management’s paper and challenge, the Committee is
satisfied that there has not been any change to the substance of the policy. It
was noted that as a result of certain restructuring programmes management
had reviewed the associated carrying values of operating assets within the
Group. A charge of £112 million, relating to assets within the Group, was
recorded in the second half of the year.

The Committee also determined that disclosures are clear and transparent,
assisting shareholders in measuring the operating performance of the Group.
The Committee therefore concluded that adjusting items were appropriately
captured and disclosed.

The Committee also considered disclosure of the Group’s APMs with

respect to applicable guidelines and noted that these are set out in detail

in the glossary to the financial statements together with reconciliations of
adjusted performance measures to statutory results in note 6 to the financial
statements. The Committee found the disclosures to be clear and transparent.

Going concern and viability

The Committee is required to make an assessment of the going concern
assumption for the Group and the basis of the viability statement before making
a recommendation to the Board. Due to the disposal activity during the year,
significant cash proceeds have been received and to date only a proportion has
been returned to shareholders. This has led to a stronger Group balance sheet
with additional levels of headroom in covenant calculations.

The assessment of going concern for the annual financial statements uses
the same forecast data as included in many other areas of estimation within
the full year accounting and takes into account the covenant tests agreed with
the Group’s banking syndicate during the prior year.

(Refer to note 2 of the financial statements)

The Committee reviewed and approved management’s recommendation

to prepare the financial statements on a going concern basis. The key
principles debated were the level of committed facility headroom on bank
covenants and flexibility of liquidity arrangements to meet obligations. This
discussion took into account the recently agreed extension to facilities until
June 2024. In addition to base case modelling which uses approved financial
forecasts, a reasonably possible downside was considered.

The Committee also considered a paper and financial model prepared by
management in respect of the longer-term viability statement to be included
in the Annual Report and financial statements as well as analysis conducted
by the external auditor. The Committee challenged the assumptions and
judgements made by management before concluding that the longer-term
viability statement was appropriate.

Provisions for loss-making contracts
The level of provisioning for loss-making contracts requires estimation and
assumptions for long-term programmes.

Although provisions are reviewed on a regular basis and adjusted for
management’s best views, their inherently subjective nature means that future
amounts settled may be different from those provided.

During the year, as a result of continued focus on improving profitability
through operational actions or enhancing commercial terms with customers,
a number of contracts have successfully become break-even or better. There
has been a consequential net release of provisions originally recognised on
acquisition of £22 million, recorded as an adjusting item to avoid positively
distorting adjusted operating profit.

(Refer to notes 3, 6 and 21 of the financial statements)

At 31 December 2021, the carrying value of loss-making contract provisions

in the Group was £167 million (2020: £241 million). The Committee considered
management’s position and challenged the proposed changes during the
year as well as the closing provisions. The key assumptions and estimates
include volumes, price and costs to be incurred over the life of the contract
and, where changes have occurred in commercial terms, relevant legal advice.

Deloitte also reported on their audit work covering loss-making contract
provisions and the key assumptions to the Committee.

Having considered the matters presented and responses to challenge, the
Committee concluded that management’s proposed provisioning, released
amounts and the associated disclosures in the financial statements were
appropriate and the approach taken was consistent with previous years.

Change in operating segments

Following a review of strategic options during the second half of the year, the
Board (deemed to be the Group’s Chief Operating Decision Maker) decided
to change its internal reporting. The decision was taken to ensure that the
allocation of resources to the segments and assessment of performance
reflected the strategy of the Group.

As a consequence, the Hydrogen Technology business operating segment
was separated from the Powder Metallurgy business. In addition, the Other
Industrial division has been impacted by the sales of Brush and Nortek
Control whose results are included in discontinued operations. The Hydrogen
Technology business was included in Other Industrial for reporting purposes.
Comparative amounts have been restated accordingly.

(Refer to note 5 of the financial statements)

The Committee reviewed and challenged the rationale presented by
management and challenged the revised segments proposed. In addition,
the work performed by Deloitte was assessed.

The Committee was satisfied that the approach and rationale were
consistent with the accounting requirements.

Risk management and internal control

One of the key roles of the Committee is to review and monitor the
Group’s risk management, internal financial control systems and
processes, and compliance controls. The Committee has a high
degree of risk and compliance expertise to enable it to fulfil this role. In
particular, Ms Hewitt, Mrs Lawrence and Mr Lis have each held senior
roles at various financial institutions. Furthermore, Ms Hewitt was an
Independent Member of the House of Lords Commission and Mrs
Lawrence has held various non-executive directorship positions,
including as audit committee chair of FlyBe Group plc. Ms Twyning
and Ms Adegoke have each held senior legal roles at global
companies. In particular, Ms Adegoke is currently Group General
Counsel at the FTSE 100 company, Halma PLC.

During 2021, the Committee continued to keep under review the
Company’s internal financial controls systems that identify, assess,
manage and monitor financial risks and other internal control and risk
management systems, and the effectiveness of the Group’s risk
management system, through regular updates from management.
This included a review of the key findings presented by the external
and internal auditors having agreed the scope, mandate and review
schedule in advance.

Management with support from Ernst & Young continued to enhance
the online interactive dashboard that had been developed to
consolidate the businesses’ risk reporting to the Company. Since the
rollout of the dashboard, the Group’s risk management processes,
together with reporting and data collection from the businesses,

have continued to be enhanced. This has bolstered the Committee’s
oversight of risk areas and trends. The dashboard includes data from
the risk registers prepared by the risk and legal leads from each
business, as well as objective trend analysis based on that data and
independent insight from Ernst & Young. The Committee reviewed
and challenged the process of compiling the dashboard, and also
reviewed and challenged a summary report of the Group enterprise
risk management profile. This summary report guided the Committee
on relevant updates to the Group risks (including the identification

of new and emerging Group risks), as reported in the Risks and
uncertainties section on pages 42 to 49, and set out a consolidated
risk profile report for each business within the Group.

Management also reported on the Group’s internal control systems
supported by the internal audit review. Examples of both Group and
business unit controls, including financial, operational and compliance
controls, were presented and examined.

The Group’s risk management and internal financial control systems
were reviewed and the Committee confirmed their effectiveness. No
significant weaknesses were identified. The Committee reported its
conclusions to the Board at the next scheduled Board meeting.

Whistleblowing

The Committee is tasked with overseeing the adequacy and security
of the Company’s arrangements for its employees to raise concerns in
confidence in accordance with the Company’s whistleblowing policy,
including about possible wrongdoing in financial reporting or other
matters. The Company runs a Group-wide whistleblowing platform,
which is overseen by the Audit Committee and supported by the
Melrose senior management team, and ultimately reported to the
Board. The platform is monitored by the businesses’ legal,
compliance and HR functions, with support from the Melrose senior
management team. All employees have access to a multi-lingual
online portal, together with local hotline numbers that are available
24/7, in order to raise concerns, confidentially and anonymously,
about possible wrong-doing in any aspect of their business, including
financial and non-financial matters. The most material whistleblowing
cases are promptly notified to the Chairman of the Committee, and
quarterly whistleblowing reports are prepared by Melrose senior
management for discussion at each Committee meeting with a view
to ultimately reporting such matters to the Board.

Committee evaluation

The UK Corporate Governance Code (the “Code”) requires that FTSE
350 companies undertake a formal and rigorous annual evaluation of
the performance of the Board, its Committees, the Chairman and
individual Directors. In particular, FTSE 350 companies should
undertake an externally facilitated Board and Committee evaluation
once every three years. The last external Melrose Board and
Committee review was undertaken by Lintstock Ltd in 2020 and as
such, the Company is not required to undertake another externally
facilitated Committee evaluation until 2023. During the year, the
Company continued its ongoing internal review of the Committee and
collected feedback from Committee members with a similar range of
focal topics as featured in the 2020 external review. Specifically, the
assessment covered (i) the constitution and performance of the Board
and each Committeg; (ii) the Chairman of the Board; and (jii) individual
performance reviews. Alongside such formal feedback, the Committee
continued to facilitate direct ongoing contact between its members
and the Chairman of the Committee about any relevant matters that
the members wished to raise as part of the ongoing review.

External audit

Assessment of effectiveness and reappointment

The Committee reviews and makes recommendations with regard
to the reappointment of the external auditor. In making these
recommendations, the Committee considers auditor effectiveness
and independence, partner rotation and any other factors which may
impact the external auditor’s reappointment.

The Committee has reviewed the external auditor’s performance and
effectiveness. For 2021, a series of questions covering key areas of
the audit process that the Committee is expected to have an opinion
over were considered by the Committee, including:

e the calibre, experience, resources, leadership and technical and
industry knowledge of the engagement partner and of the wider
external audit team;

e the planning and execution of the audit process;

e the quality and timeliness of communications from the external
auditor; and

e the quality of support provided to the Committee by the external
audit partner.

Committee members, together with the Group Finance Director and
the divisional finance directors, were requested to provide detailed
feedback on the effectiveness of the external auditor. The Chairman of
the Committee also sought feedback from the Chief Executive and the
internal auditor. The Company Secretary subsequently produced a
paper summarising the responses, which was considered by the
Committee at length. The Committee subsequently concluded that
the quality of the external audit team remains very high, the external
audit process is operating effectively, and Deloitte LLP continues to
prove effective in its role as external auditor.

Audit tendering

The Committee has reviewed the regulations provided by the
European Commission (as they form part of retained UK law) and

the Competition and Markets Authority (‘CMA”) on audit tendering.
Rotation of the external audit firm is required by 2024 and the
Committee has commenced preparation for the tender process in
order to appoint a new external auditor by the end of this financial year.

The current audit engagement partner was appointed in 2019. The
Company’s audit firm is required to be rotated by 2024. Therefore, the
audit engagement partner will serve until the new audit firm assumes
the role of the incumbent external auditor.
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Non-audit services

Under CMA and EU regulations (as they form part of retained UK law),
there are restrictions on the type and amount of non-audit services
provided by Deloitte, which cap the level of permissible non-audit
services awarded to the external auditor at 70% of the average audit
fee for the previous three years. The cap applies in respect of the
current financial year, with audit fees in 2018, 2019 and 2020

being relevant.

A policy on the engagement of the external auditor for the supply of
non-audit services is in place to ensure that the provision of non-audit
services does not impair the external auditor’s independence or
objectivity. The policy outlines which non-audit services are pre-
approved (being those which are routine in nature, with a fee that is
not significant in the context of the audit or audit-related services),
which services require the prior approval of the Committee and which
services the auditor is excluded from providing. The general principle
is that the audit firm should not be requested to carry out non-audit
services on any activity of the Company where the audit firm may, in
the future, be required to give an audit opinion. In accordance with
best practice FRC guidelines, the Company’s policy in relation to
non-audit services is kept under regular review and was last updated
in 2020 to reflect current market practice.

Despite being well within the CMA guidance, the Committee has
taken into account feedback from institutional shareholder services
and has continued migrating non-audit work to other firms including in
respect of corporate finance affairs and risk management. It has also
obtained reward, tax, consulting advice and advice on the
remuneration reporting regulations and preparation of the Directors’
remuneration report from PwC LLP. This will be reassessed as part of
the preparation for the audit tender this year.

During 2021, the main services provided by Deloitte LLP other than
statutory audits were in relation to non-statutory audits of carve-out
financial statements, assurance reports for government grants or
subsidies and tax compliance in non-EU subsidiaries. The Company
did not use Deloitte LLP for any significant taxation services and does
not intend to in the future. The Company’s non-audit fee paid to the

external auditor of £1.0 million represents 9% of the audit fees for 2021.

The Committee closely monitors the amount of non-audit work
undertaken by the external auditor and considers using other firms for
transaction-related work. However, there are occasions when it is
appropriate, because of background knowledge, to use the auditor
for non-audit work. This was particularly relevant in 2021 where
Deloitte LLP audited the carve-out financial statements in respect

of the sale of Nortek Air Management. In such cases, the Chairman
of the Committee must first approve such work.

An analysis of the fees earned by the external auditor for audit and
non-audit services can be found in note 7 to the consolidated
financial statements.

Auditor objectivity and independence

The Committee carries out regular reviews to ensure that auditor
objectivity and independence are maintained at all times. As in
previous years, the Committee specifically considered the potential
threats that each limited non-audit engagement may present to the
objectivity and independence of the external auditor. In each case, the
Committee was satisfied with the safeguards in place to ensure that
the external auditor remained independent from the Company and its
objectivity was not, and is not, compromised. No fees were paid to
Deloitte LLP on a contingent basis.

At each year end, Deloitte LLP submits a letter setting out how it
believes its independence and objectivity have been maintained. As
noted above, Deloitte LLP is also required to rotate the audit partner
responsible for the Group audit every five years and significant
subsidiary audits every five years.

Based on these strict procedures, the Committee remains confident
that auditor objectivity and independence have been maintained.

Internal audit

Due to the size and complexity of the Group, it is appropriate for an
internal audit programme to be used within the business. BM Howarth
Ltd, an external firm, provides internal audit services to the Group in
accordance with an annually agreed Internal Audit Charter and internal
audit plan. Where additional or specific resource is required, additional
support is provided by Ernst & Young. A rotation programme is in
place, such that every business unit site will have an internal audit at
least once every three years, with the largest sites being reviewed at
least once every two years. The rotation programme allows divisional
management’s actions and responses to be followed up on a timely
basis. The internal audit programme of planned visits is discussed and
agreed with the Committee during the year.

The internal auditor’s remit includes assessment of the effectiveness
of internal financial control systems, compliance with the Group’s
Policies and Procedures Manual and a review of the businesses’
balance sheets. A report of key findings and recommendations is
presented to Melrose senior management, including the Head of
Financial Reporting, followed by a meeting to discuss these key
findings and to agree on resulting actions.

The 2021 internal audit programme continued to be impacted by
travel disruption caused by the COVID-19 global pandemic, resulting
in the majority of site visits being conducted remotely. However, as
was the case in 2020, the internal audit programme was adapted to
reflect an achievable level of activity, acknowledging the ongoing
implications from the global pandemic. Furthermore, the relaxation of
travel restrictions in Q4 resulted in an increased number of physical
site visits towards the end of the year. A total of 42 sites were
assessed in 2021.

To supplement the internal audit programme, a targeted sample of

sites were selected for a balance sheet review with interviews of site
controllers conducted by the internal auditor and senior management,
together with self-certification questionnaires which were discussed in
detail with divisional finance directors at the internal control sign-off
meetings. A report of all significant findings is presented by the internal
auditor to the Committee at each meeting and implementation of
recommendations is followed up at the subsequent Committee meeting.

During the previous year there were no significant deficiencies found
in internal financial controls that needed action by the Group Finance
Director and the Melrose accounting function. Any control findings are
followed up by the businesses to ensure a strengthening of the
site-based accounting functions, including specific action plans to
address the shortcomings identified. Follow-up visits were performed
during 2021 which identified significant progress in the improvement
of financial controls at sites.

A review of the internal audit process and scope of work covered by
the internal auditor is the responsibility of the Committee, to ensure
their objectives, level of authority and resources are appropriate for the
nature of the businesses under review. This also considers the insights
provided, improvements achieved and feedback from a number of
sources including key representatives of the Company.

The Committee reviewed the reappointment of BM Howarth Ltd as
internal auditor following an assessment of the services delivered and
approved their reappointment.

The Committee would like to thank the Group finance team, the
internal auditor, the external auditor and the Group Company
Secretariat for their hard work throughout 2021.

Liz Hewitt
Chairman, Audit Committee
3 March 2022

Nomination Committee report

Nomination
Committee report

Charlotte Twyning
Nomination Committee Chairman

Discharge of responsibilities
The Committee discharges its responsibilities through:

e regularly reviewing the size, structure and composition of the
Board, including by means of overseeing the annual evaluation
processes of the Board and its Committees, and providing
recommendations to the Board of any adjustments that may be
necessary from time to time;

giving full consideration to succession planning in order to ensure
an optimum balance of executive and Non-executive Directors in
terms of skills, experience and diversity, and in particular
formulating plans for succession for the key roles of Chairman of
the Board and Chief Executive;

reviewing the career planning and talent management programme
related to senior executives of the Company to ensure that it
meets the needs of the business;

managing the Board recruitment process and evaluating the skills,
knowledge, diversity and experience of potential Board
candidates in order to make appropriate nominations to the
Board;

reviewing and approving the Board of Directors’ Diversity policy
and the Melrose Diversity and Inclusion policy; and

keeping up to date and fully informed on strategic issues and
commercial changes affecting the Company and the markets in
which it operates.

The Committee’s terms of reference, which were last reviewed by
the Committee in November 2021, are available to view on our
website, www.melroseplc.net, and from the Company Secretary at
Melrose’s registered office.

Committee membership and attendance

The Committee comprises solely independent Non-executive
Directors. Archie G. Kane, former Chairman of the Committee, retired
from the Board on 31 December 2021, and was succeeded as
Chairman of the Committee by Charlotte Twyning effective 1 January
2022, who has been closely involved in the Committee’s activities
since her appointment as a Non-executive Director in 2018.

The Nomination Committee (the
“Committee”) has overall responsibility for
making recommendations to the Board on
all new appointments and for ensuring that
the Board and its Committees have the
appropriate balance of skills, experience,
independence, diversity and knowledge to
enable them to discharge their respective
duties and responsibilities effectively.

Member No. of meetings!

Charlotte Twyning (Chairman)? 002
Justin Dowley 0022
Liz Hewitt 002
David Lis 002
Funmi Adegoke [ X Y]

(1) Reflects regularly scheduled meetings of the Committee.

(2) Mr Archie G. Kane retired as a Non-executive Director and as Chairman of the
Committee on 31 December 2021 and was succeeded by Ms Charlotte Twyning with
effect from 1 January 2022. He attended both scheduled meetings of the Committee
during the year.

The Committee is expected to meet not less than twice a year and
during 2021, the Committee met twice. The attendance of its
members at these Committee meetings is shown in the table above.

The Company Secretary acts as secretary to the Nomination
Committee. On occasion, the Nomination Committee invites the Chief
Executive and the Executive Vice-Chairman to attend discussions
where their input is required.

Board composition and succession planning

The Committee keeps under review the membership of the Board,
including its size and composition, and makes recommendations to the
Board on any adjustments it thinks are necessary. The Committee
recognises the value in attracting Board members from a diverse range
of backgrounds who can contribute a wealth of knowledge,
understanding and experience. The Committee works with the Board
in order to ensure both of these matters are taken into account to aid
effective succession planning across the short, medium and long-term.

Succession planning arrangements for the Board as a whole were
reviewed by the Committee in 2021. This included a review and
discussion of the skills set, tenure, diversity and independence of
those already on the Board, to allow the Committee to satisfy itself
that the right balance of skills, experience and diversity are reflected
and being developed, that the composition of the Board is consistent
with the Board of Directors’ Diversity policy, and to ensure that the
Company continues to meet the expectations of the Hampton-
Alexander Review and the Parker Review. The Committee also took
an active interest in discussing and reviewing succession planning
arrangements for the Melrose senior management team, including the
career planning and talent management programmes currently in
operation for them. Again, this was to allow the Committee to ensure
that the right balance of skills, experience and diversity are reflected
and being developed, that the Melrose senior management team
reflects the requirements of the Melrose Diversity and Inclusion policy,
and to ensure that the Company continues to meet the expectations
of the Hampton-Alexander Review with respect to its Executive
Committee and direct reports. The Committee is satisfied as to the
Company’s current succession planning arrangements, and will
continue to keep these under review and discussion in 2022.
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During the year, Mr Peter Dilnot, Chief Operating Officer of Melrose
since April 2019, joined the Board in January as an executive Director.
Mr David Roper, one of Melrose’s co-founders, retired from the Board
in May as planned, having originally delayed his retirement for a year in
order to provide the Board with the benefits of his expertise as the
effects of the pandemic continued to impact the Group. In addition,
as mentioned above, Archie G. Kane, Non-executive Director and
Chairman of the Nomination Committee, retired from the Board on

31 December 2021.

The Board was pleased to welcome two new Non-executive Directors
to the Board in 2021, Mrs Heather Lawrence and Ms Victoria Jarman,
following a thorough recruitment process conducted by Stonehaven
International, an external recruitment consultancy firm unconnected
with the Company and its Directors. Their biographies can be found
on pages 82 to 83. They bring with them a broad range of skills and
experience which complement those skills already on the Board.

It is noted that Ms Liz Hewitt, Senior Independent Director and
Chairman of the Audit Committee, will have served as a Non-executive
Director of the Company for nine years in October 2022. Under the UK
Corporate Governance Code (the “Codge”), this is a key date in the
consideration of a Non-executive Director’s independence. Liz Hewitt
has agreed to retire from the Board at the conclusion of the 2022
Annual General Meeting, and will therefore not stand for re-election.
Heather Lawrence will succeed Liz Hewitt as Chairman of the Audit
Committee, having held similar positions on other FTSE boards. This
was a key part of her recruitment, in order to retain the necessary
expertise required to perform this role, and she has benefited from a
detailed handover in the year up to Liz Hewitt’s departure.

Mr David Lis, Chairman of the Remuneration Committee, will
assume the role of the Senior Independent Director upon Liz Hewitt’s
retirement from the Board. As well as being the most senior Non-
executive Director of the Board after the Chairman of the Board and
Liz Hewitt, David Lis also has the necessary experience for the
shareholder facing aspect of this role, having deep insight into the
expectations of Melrose’s institutional investor base gained from his
years of experience in investment management and in his role of
Chairman of the Remuneration Committee. In the Committee’s view,
he is very well positioned to take over this role.

Chairman’s tenure

The Committee also continued to review the role of Mr Justin Dowley
as Melrose’s inaugural Non-executive Chairman. Although he was
appointed to that role in 2019, he first joined the Board as a Non-
executive Director in September 2011, meaning he has served on the
Board for over nine years. As mentioned above, this is a key date in
the consideration of his independence under the Code.

Following positive engagement with key shareholders in 2020, the
Committee and the Board approved Justin Dowley’s extended tenure
for up to three years beyond the expiry of his nine year tenure in 2020
in accordance with the Code, to (@amongst other things) help oversee
succession planning for the Board. Justin Dowley remains subject to
annual re-election at the Company’s AGM each year and, reflective of
the positive responses during the engagement, his reappointment
continues to be strongly supported by shareholders.

Re-election and election of Directors

The effectiveness and commitment of each of the Directors is reviewed
annually as part of the Board evaluation upon recommendations from
the Committee. The Committee reviewed each Director in turn to
satisfy itself as to the individual skills, relevant experience, contributions
and time commitment of the Directors to the long-term sustainable
success of the Company. The Committee and Board have satisfied
themselves that each of the Directors should stand for re-election (and
Heather Lawrence and Victoria Jarman should stand for election for
the first time), and the justifications for such (re-)elections are set out

on pages 91 to 92 of this Annual Report and in the Notice of Annual
General Meeting on pages 211 to 216. As noted above, Liz Hewitt will
retire as a Non-executive Director at the conclusion of this year's AGM
and will therefore not stand for re-election.

Skills

Our Board possesses a wide range of knowledge and experience
from a variety of sectors. In order to ensure the maximum effectiveness
of the Board, the Committee continues to review the balance of skills
and experience of Board members. The Committee considers that the
current Directors, including the Non-executive Directors, have a diverse
range of skills and experience that is necessary both to discharge their
duties as Directors of the Company, and to create a culture of
collaborative and constructive discussion, which enables the Board

to contribute effectively to the delivery of the Company’s strategy.

The balance of skills across the Board is regularly reviewed by the
Committee. As set out on page 81, the current Directors have skills
and experience across five areas that the Committee considers to be
key to delivering the Company’s strategy: industrial; accounting and
finance; legal; investment; and corporate governance.

Business unit succession planning

Given the strength of Melrose’s decentralised operating structure in
achieving the Group’s strategic objectives, the Committee does not
have direct responsibility for the succession planning arrangements
of the businesses. This is the responsibility of the executive Directors,
although the Committee retains oversight of changes and has access
to the divisional executive teams through site visits and the business
review cycle.

Diversity overview®

Board gender diversity Board ethnic diversity

Melrose Executive Committee Senior management

and direct reports®

® Male 58%

® Non BAME® 92%

® Male 64% ® Male 63%

® Female 42% @ BAME® 8%

® Female 36% ® Female 37%

(1) As at 31 December 2021. Archie G. Kane has since retired from the Board.
(2) Black, Asian and Minority Ethnic.

(3) In accordance with the UK Corporate Governance Code, senior management is defined as the executive committee, or the first layer of management below board level,

including the Company Secretary.

Diversity and inclusion

Melrose is a meritocracy and individual performance is the key
determinant in any appointment, irrespective of ethnicity, gender or
other characteristic, trait or orientation. However, the Board and the
Committee also recognise the importance of diversity, and the
Committee keeps its approach to diversity under regular review,
including ensuring the development of a diverse Board and reviewing
diversity policies on an annual basis. As a central part of its
sustainability strategy, Melrose encourages diversity in all its forms
both internally at all levels of the Group, and externally. In particular,
four of the last five Non-executive Director appointments have been
women, including the most recent two made in 2021, and all
departures from the Board have been men. Furthermore, two of the
Committee Chair roles in 2022 will be held by women. Melrose also
continued to meet the Parker Review target of having one Director
from an ethnic minority background on the Board by the end of 2021.

The Committee currently takes into account a variety of factors before
recommending any new appointments to the Board, including relevant
skills to perform the role, experience and knowledge needed to
ensure a rounded Board and the benefits each candidate can bring
to the overall Board composition. The Committee also takes into
account race, ethnicity, country of origin, nationality, cultural
background and gender in the selection process to ensure a diverse
Board and it also strongly encourages executives to adopt the same
approach when making appointments to the Melrose Executive
Committee and the wider senior management team. The most
important priority of the Committee, however, has been, and will
continue to be, to ensure that the best candidate is selected, and

this approach will remain in place going forward.

As at 31 December 2021, Melrose had 42% female representation

on its Board, which has increased to 45% following the retirement

of Archie G. Kane on 31 December 2021, and therefore meets the
expectations of the Hampton-Alexander Review of having 33% female
representation on its Board.

Below Board level, Melrose established an Executive Committee at
the beginning of 2020, in part, in order to better facilitate the way for
a diverse pipeline for succession planning purposes and to recognise
the diversity of thought at a senior level. This focus is represented
through the fact that the Executive Committee and its direct reports
consisted of 37% female representation (and 36% female
representation specifically at an Executive Committee level) as at

31 December 2021, which is in line with the Hampton-Alexander
Review target of diversity at this level.

As with succession planning, given Melrose’s decentralised operating
structure, the Committee does not have direct responsibility for the
actual diversity policies and initiatives within the businesses, although
they are required to align to the Melrose Diversity and Inclusion policy
as a minimum standard, and Melrose provides constant
encouragement to the businesses to make continual improvement.

The Committee acknowledges that diversity and inclusion is a
changing landscape. In 2021, the Committee determined to separate
the existing Diversity policy into two distinct policies: a Melrose Board
of Directors’ Diversity policy, and a Diversity and Inclusion policy for
Melrose more generally, in order to add clarity to the different policies
in this area. The policies can be viewed on the Company’s website at
www.melroseplc.net/sustainability/. The Board of Directors’
Diversity policy sets out the Committee’s commitment to ensuring that
Board membership and pipeline for succession remains diverse, and
that it takes into account the recommendations of the Hampton-
Alexander Review and the Parker Review. The Melrose Diversity and
Inclusion policy, which is applicable to all Melrose employees, sets

out Melrose’s position on diversity and inclusion in its workforce. In
particular, it highlights that Melrose aims to create a workforce that is
diverse and inclusive, free from bullying, harassment, victimisation and
unlawful discrimination. The principles of the policy apply throughout
the Group, and our businesses are encouraged to promote diversity
once they have entered the Group.

Further details of Melrose’s commitment to diversity and the various
diversity initiatives undertaken within the Group can be found in the
Sustainability report on pages 66 to 71. Additionally, further details
on diversity and Board skills can be found on page 81 of this
Annual Report.

Evaluation

The Code requires that FTSE 350 companies undertake an externally
facilitated Board and Committee evaluation once every three years.
The last external Melrose Board and Committee review was in 2020,
for which the Company engaged Lintstock Ltd.

Whilst the Company is not required to undertake another externally
facilitated Board and Committee evaluation until 2023, during 2021
the Company continued its ongoing internal review of the Board and
each Committee, both internally within each of those bodies and with
the Chairman of the Board and the Chairman of each Committee
respectively. These evaluations were conducted and facilitated by
the completion of questionnaires, and discussions at a Committee
meeting, with follow-up actions taking place as relevant. Members
were also given the option for meetings to be scheduled with the
Chairman of the Committee about any relevant matters that they
wished to raise as part of the ongoing review. Please see the
Corporate Governance report on pages 90 to 91 for further details.

Charlotte Twyning
Chairman, Nomination Committee
3 March 2022
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Directors’ Remuneration report

Directors’
Remuneration report

Chairman’s Annual Statement

David Lis
Remuneration Committee Chairman

Dear Shareholders,

On behalf of the Board, | am pleased to present our report on Director
remuneration (the “Annual Report on Remuneration”) at the end of
another successful year for Melrose, in which the Group recovered
well from the pandemic, despite continued market volatility. This is
reflected in the adjusted diluted earnings per share, which increased
from 2.4 pence in 2020 (restated to a loss of 0.6 pence when including
continuing business only) to a profit of 4.1 pence in 2021, with a
proposed final dividend of 1 pence per share (up 33% on last year),
giving a full year dividend of 1.75 pence per share (up 133% on last
year). The Company also returned £729 million to shareholders as a
result of the successful disposal of Nortek Air Management. It was
generally another strong year of cash generation.

Management continue to work hard on implementing their improvement
strategies within the businesses, driving profitability and improvements
in working capital, and investing significantly in the businesses and their
technologies, including those technologies that are designed to
contribute to the sustainable development of their respective sectors.

In addition, the GKN UK defined benefit pension schemes have been
effectively fully funded, from a total starting accounting deficit at the time
of the GKN acquisition of £0.7 billion. This will significantly improve the
security of members going forward, and is an important milestone for
the Company as a responsible steward of the businesses it acquires.

It is with this performance in mind, and in line with Melrose’s remuneration
philosophy of paying only for performance, that the Remuneration
Committee (the “Committee”) has taken its decisions in respect of
executive Director remuneration arrangements for 2021 and 2022.

Melrose remuneration structure

Our long-standing executive remuneration structure is both well
understood and well supported, being central to the success delivered
for our shareholders. We remain firm believers that Melrose’s existing
remuneration structure is entirely appropriate in supporting our “Buy,
Improve, Sell” strategy. Our reward structure has always enjoyed strong
support from our investors, as most recently demonstrated by the
votes in favour of the Directors’ Remuneration Policy at the 2020
Annual General Meeting (AGM), the 2020 Employee Share Plan at the
January 2021 general meeting, and the approval of the 2020 Directors’
Remuneration Report at the 2021 AGM.

Executive Directors’ salaries continue to deliberately remain well below
the lower quartile of our FTSE 100 peers, with annual bonuses similarly
capped well below our peers at 100% of salary. With the increasing
focus on sustainability, during 2021 the Committee considered how
progress on sustainability matters may be better incorporated into the

Company’s executive remuneration structure. The Committee has
concluded that this is best achieved through the current approach, within
the annual bonus scheme as part of the strategic element, as specific
objectives relating to key items within the broader topic of sustainability,
as determined by the Committee (see page 104 for further details).
Executive Directors received limited benefits and a pension contribution
capped at 15% of salary, being the same percentage contribution that all
Melrose head office employees receive, and therefore aligned with the
workforce. The table on page 105 sets out the most recently available
CEO annual remuneration (excluding the LTIP element for comparison)
and puts this deliberate strategy in context, highlighting a difference of
almost £1 million from the average FTSE 100 CEO annual remuneration
in 2020.

As this and the table on page 105 clearly indicate, the opportunity for
significant reward has always been heavily weighted to the Company’s
long-term incentive arrangements, which are long-term in nature and
based entirely on performance. Executive Directors have the opportunity
to share in the value they create for shareholders above a threshold
return over a three-year performance period; however, if they do not
deliver the required level of performance to achieve the threshold return,
they receive no payout, and we strongly believe that this continues to

be the right approach for Melrose. We note that the continued market
volatility has weighed on the current scheme, such that if the
crystallisation date had been 31 December 2021 (effectively the half-way
point of the performance period), then there would have been no award
to the executive Directors. However, your Board believes that current
initiatives being undertaken by management in the businesses will deliver
value to shareholders within the remainder of the performance period.

The Committee has determined to exercise its discretion in relation to
the payment of the 2021 annual bonus to the Chief Operating Officer
in cash, while he continues to build up his minimum shareholding
requirement in compliance with the Directors’ Remuneration Policy.
The Committee’s justification for this is set out on page 107.

Full details are set out in the Annual Report on Remuneration on
pages 103 to 116 that will be put to an advisory vote at the 2022 AGM.

Shareholder engagement

We always strive for the full support of our shareholders in all that we

do. They are critical to our success, we keep them informed, and their
support is never taken for granted. We ran a comprehensive and
successful consultation with shareholders in 2020 and early 2021 on the
renewal of the Melrose long-term incentive arrangements, which was
central to the strong shareholder support received in favour of the 2020
Employee Share Plan at the general meeting in January 2021, with a
voting outcome of 82.64% in favour. There were no other key decisions
relating to our remuneration structure that necessitated a formal
engagement exercise with shareholders in 2021; however, we consult
with our key shareholders and proxy advisors during the year and we are
available to discuss any questions and concerns. The Committee will
continue its programme of engagement during 2022 on matters relating
o executive remuneration as appropriate, particularly as we approach the
next-scheduled renewal of the Directors’ Remuneration Policy in 2023.

We were very pleased that the 2020 Directors’ Remuneration Report
and the Directors’ Remuneration Policy both received strong
shareholder support at the 2021 AGM and the 2020 AGM respectively,
receiving voting outcomes of 99.57% and 98.40% respectively.

Your Board considers that the Melrose remuneration structure is
highly successful, appropriate for the value creation strategy, and
critical to the ongoing long-term performance of the Company. We
encourage you to provide your support for the 2021 Directors’
Remuneration Report at the 2022 AGM.

Yours sincerely

David Lis
Chairman, Remuneration Committee
3 March 2022

Annual Report on Remuneration

In this section of the Directors’ Remuneration report, we set out:

¢ the actual performance and executive remuneration outcomes for
the 2021 financial year; and

e the application of the current Directors’ remuneration policy (the
“Directors’ Remuneration Policy”) to the 2021 financial year and
how the Directors’ Remuneration Policy was operated in 2021.

The Directors’ Remuneration Policy was approved by shareholders at
the AGM on 7 May 2020 with over 98% of votes cast in favour of the
resolution, and subsequently amended on 21 January 2021 to include
the 2020 Employee Share Plan, which was approved by shareholders on
21 January 2021 with over 82% of votes cast in favour of the proposal.

The full details of the Directors’ Remuneration Policy can be found on
pages 103 to 111 of the 2019 Annual Report” and the full details of
the amendments can be found on pages 15 to 24 of the circular to
shareholders dated 29 December 2020©),

Key elements of the Annual Report on Remuneration
and where to find them

Element Page

Single figure of remuneration 104 and 113
Share interests awarded in the Financial Year None / 107
Statement of Director shareholdings and interests 108 and 113
Performance graph 110
CEO pay ratio 109 to 110
Percentage change in remuneration of the CEO 110 to 111
Relative importance of spend on pay 112
Consideration of matters relating to Directors’ remuneration 103 to 104
Statement of voting 16
Payments to Past Directors / For Loss of Office None / 105

Melrose’s Remuneration Strategy

Since the Company was first established in 2003, the Remuneration
Committee (the “Committee”) has pursued a consistent remuneration
strategy that closely aligns the executive Directors with the Company’s
shareholders, drives the Company’s “Buy, Improve, Sell” model, and
has been central to its success. This strategy is based around four key
principles — namely, that executive remuneration is:

(1) Simple — since Melrose was first established, executive Directors
have received the same four simple elements as the rest of the
Melrose employees — base salary, annual bonus, pension
contribution (15% of salary, being the same percentage
contribution for all Melrose head office employees) and limited
benefits — as well as being eligible under a single and consistent
long-term incentive plan based on a single value creation metric.

(2) Transparent — each year, there is full and detailed disclosure
in the Directors’ Remuneration Report of each component of
remuneration, including an explanation of the calculation of any
variable element and the current value of any unvested award
pursuant to the Melrose Employee Share Plan.

(3) Supports the delivery of the value creation strategy — with the fixed
elements and the annual bonus cap being deliberately pegged well
below the lower quartile of FTSE 100 peers, the opportunity for any
significant reward is heavily weighted to the Melrose Employee Share
Plan, which is entirely based on the creation of shareholder value.

(4) Pays only for performance — executive remuneration is heavily
weighted to the Melrose Employee Share Plan, which pays nothing
to participants unless the executive Directors deliver a threshold
return to shareholders over a three-year period, and only pays a
significant award if they materially outperform in the creation of
shareholder value.

These four key principles are wholly aligned with the UK Corporate
Governance Code (the “Code”) factors of clarity, simplicity, risk,
predictability, proportionality and alignment to culture, as set out on
pages 114 to 115. The Committee ensured that it took all of these
elements into account when establishing the Directors’ Remuneration
Policy, as well as its application to executive Directors during the period.

(1) Available at www.melroseplc.net/media/2536/melrose-ar2019.pdf.
(2) Available at www.melroseplc.net/media/2587/291220-melrose-circular.pdf.

Operation of the Directors’ Remuneration Policy in 2021
2021 has been a positive year for Melrose, despite challenging
conditions in the end-markets of our businesses, and the continued
impact of the pandemic. The Board is confident that the hard work of
management and the actions taken during 2021 will deliver the expected
outcomes as we move through 2022. The year marked another
milestone in Melrose’s “Buy, Improve, Sell” strategy, as we disposed of
the Nortek Air Management division, as well as the Brush and Nortek
Control businesses from our Other Industrial division. The sale of Brush
marked the final disposal from the highly successful FKI acquisition
which has overall delivered 2.6x shareholder money, and the Nortek Air
Management and Nortek Control disposals have put the Company on
track to double shareholder investment on the Nortek acquisition.

Management have continued to push the GKN businesses on their
improvement plans during 2021 and will continue to do so through 2022
and beyond. We are starting to see the benefits of the many operational
initiatives and restructuring projects that were executed during 2020 and
2021, which have significantly improved the Group’s trading position and
will continue to do so. Disciplined working capital management
contributed to strong cash generation across all GKN businesses and
enabled a significant reduction in leverage to mitigate against further
market volatility. The Group continues to hold the final business from

the Nortek acquisition, Ergotron, which has also had an extremely
successful year. Further details on the performance of each of our
businesses is included in the Divisional reviews on pages 12 to 29.

In 2021, the GKN UK defined benefit pension plans have been
effectively fully funded, ahead of plan, securing the future for their
members. This was a key milestone for the Company in terms of its
sustainability strategy and continued stewardship of its businesses,
as detailed in the Sustainability report on pages 54 to 77.

It is based on this performance, and in line with Melrose’s
remuneration philosophy of paying only for performance, that the
Committee has taken its decisions in respect of executive Director
remuneration arrangements for 2021 and 2022.

The Committee understands that shareholders expect executive
remuneration to be aligned with the overall experience of the
Company, its shareholders, employees and other stakeholders. As is
demonstrated elsewhere in this Directors” Remuneration report —in
particular, Comparison to Peers (page 105), CEO Pay Ratio (pages
109 to 110, and Wider workforce considerations (page 112), we
believe that the remuneration structure operated by Melrose, and the
outcomes produced by the operation of this structure, are appropriate
and result in a strong alignment between the executive Directors,
shareholders and other stakeholders.

2021 key decisions

The Committee remains committed to a responsible approach to
executive pay in accordance with the current Directors’ Remuneration
Policy, which was effective from the conclusion of the 2020 AGM (as
amended with effect from the conclusion of the general meeting that
took place on 21 January 2021), and its four key remuneration principles.

In line with increases in previous years, an inflationary increase of 3% was
made to the executive Directors’ base salaries with effect from 1 January
2021, consistent with the salary rises awarded to the wider Melrose head
office population. Salaries remained below the lower quartile of the

FTSE 100, as is demonstrated by the table on page 105. There were also
inflationary increases of 3% made to Non-executive Director basic fees
with effect from 1 January 2021, again consistent with the salary
changes effected in the wider Melrose employee population.

For 2022, an inflationary increase of 3% was made to the executive
Directors’ base salaries with effect from 1 January 2022 as set out on
page 108, consistent with the salary rises awarded to the wider Melrose
head office population. There were also inflationary increases made to
Non-executive Director basic fees with effect from 1 January 2022,
again consistent with the salary changes effected in the wider Melrose
employee population, as well as small increases to the additional fees for
holding the position of Senior Independent Director and Chairmanship
of the Nomination Committee, all as set out on page 113.
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Directors’ Remuneration report

Continued

Although the annual bonus outcomes for 2021 were finally determined by
the Committee in 2022, we refer to them here for completeness, as they
are a key decision relating to the reporting period. The financial element of
the annual bonus was fully met, and the Committee did not consider that
there was any justification for an exercise of discretion to change this
outcome. The Committee carefully considered the strategic objectives
and the extent to which these were met during 2021. As is detailed further
on page 106, the Committee felt that management’s performance met
the strategic objectives in full, and likewise, the Committee did not
consider that there was any justification for an exercise of discretion to
change this outcome. We have therefore determined to make a full award
for the strategic objectives of 20%, and therefore a total award for the
annual bonus of 100%. In light of the Company’s performance during
2021, including the reinstatement of dividends and return of capital made
to shareholders, and the fact that the Group took no payments from the
UK Coronavirus Job Retention Scheme during 2021, with all amounts
received during 2020 having been repaid already prior to the end of 2020,
the Committee believes that the bonus outcome for 2021 is appropriate.

The Committee has determined to exercise its discretion in relation to
the payment of the 2021 annual bonus to the Chief Operating Officer
in cash, while he continues to build up his minimum shareholding
requirement in line with the Directors’ Remuneration Policy. The
Committee’s justification for this is set out on page 107.

There was no long-term incentive arrangement due to vest in respect of
2021, with the crystallisation date under the 2020 Employee Share Plan
being 31 May 2023. As such there was no payout in respect of the year.

The Committee has reviewed the remuneration outcomes for the year
and confirms that the Directors’ Remuneration Policy operated as
intended during the year. The Committee felt that the incentive
outcomes were in line with the overall performance of the Group.
Other than as referred to above, there were no deviations from the
Directors’ Remuneration Policy during the year and the Committee
did not exercise any other discretion to alter the outcomes from the
application of the performance conditions.

Business performance

As anticipated, 2021 saw a repositioning of our businesses on the
improvement tracks that they were on prior to the pandemic. Al
businesses improved their adjusted operating margin in 2021
compared to 2020, ahead of plan or on track with their respective
restructuring projects. We also saw a continuation of the encouraging
signs of recovery in the end-markets of some of our businesses that
was seen in 2020, although certain markets remain challenging.
Further details on this are set out in the Chief Executive’s review on
pages 10 to 11 and the Divisional reviews on pages 12 to 29.

This Annual Report and financial statements, and specifically the
Group’s strategic KPIs on pages 30 to 31, demonstrates the good
progress that was made in 2021 towards the achievement of our
objective of building better, stronger businesses under our ownership,
even against a challenging backdrop. The Company’s Annual Bonus
Plan focuses directly and indirectly on rewarding executive Directors
and Melrose senior management for delivering these KPIs. The 2020
Employee Share Plan is designed to reward the flow-through of the
successful implementation of the strategy into longer-term sustainable
shareholder returns, consistent with previous incentive plans.

Sustainability

We mentioned in the last Directors’ Remuneration Report that the
Committee would be reviewing and considering in 2021 how progress

on sustainability matters may be better incorporated into the executive
remuneration structure. We appreciate that stakeholders are looking for
remuneration committees to ensure that executive compensation structures
and performance targets meaningfully reflect sustainability goals, and that
such targets are clearly linked to the Company’s commercial strategy. We
want to ensure that we do not make changes to our remuneration structure
for the sake of it; that we include purposeful targets, which are stretching
and measurable, but which make sense for our business model.

The Committee is of the view that the most appropriate place to
recognise such progress within the Melrose executive remuneration
structure is in the Annual Bonus Plan, as it allows for performance
assessment against a number of strategic elements, in addition to the
focus on financial elements. The Committee has considered whether any
amendments to the Directors’ Remuneration Policy would be necessary
in order to achieve this, and has concluded that currently this progress is
most appropriately measured through the current annual bonus structure
as part of the strategic objectives. This gives the Committee the
maximum flexibility to determine which sustainability objectives are

the most important in any particular period, as well as linking directly

to the Company’s business model by enabling an alignment against

the Company’s typical holding period for its businesses. It will also allow
the Committee to determine what allocation of the strategic element

is appropriate for these objectives, depending on their importance; it
considers this to be important, given that topics relating to sustainability
matters are constantly evolving in nature and priority, and given that
management are still working with the businesses to formulate their
sustainability strategies. Therefore, recognising that shareholders would
not normally be asked to review the Directors’ Remuneration Policy this
year, no amendments to the Directors’ Remuneration Policy were
proposed at this time. However, the Committee noted that there were
limitations that could be addressed and will continue to review the
position as part of its considerations for the next-scheduled renewal

of the Directors’ Remuneration Policy in 2023.

Single total figure of remuneration for the executive Directors for the 2021 financial year (audited)
The following chart summarises the single figure of remuneration for 2021 in comparison with 2020":

Total salary Taxable Total

and fees benefits LTIP Pension Total Total Fixed Variable

Executive Director £000@ £000 £000@ £000¢ palo]0]0] £000 £000
Christopher Miller 2021 551 2 n/a - 83 635 635 -
2020 490 2 n/a - 80 572 572 -

David Roper® 2021 230 1 n/a - 34 265 265 -
2020 490 3 n/a - 80 574 574 -

Simon Peckham 2021 551 2 551 - 83 1,186 635 551
2020 490 3 107 - 80 680 573 107

Geoffrey Martin 2021 450 9 450 - 68 977 527 450
2020 395 10 86 - 65 556 470 86

Peter Dilnot® 2021 450 15 450 - 68 983 533 450
Total 2021 2,232 30 1,451 - 335 4,047 2,596 1,451
20207 1,866 18 193 - 305 2,382 2,189 193

(1) The “Total” figures in the above table may not add up to the sum of the component parts due to rounding.

(2) The executive Directors, with the rest of the Board, committed to a temporary 20% reduction in salary in 2020 to support the Company’s cash management strategy in light of the pandemic. The
amounts stated in the table for 2020 are the actual amounts that were paid to the executive Directors.

(3) The 2017 Incentive Plan crystallised on 31 May 2020 for no value. The 2020 Employee Share Plan, which has a commencement date of 31 May 2020, is a five-year plan in total (comprised of a
three-year performance period and a two-year holding period). Accordingly, no value was vested to participants under either plan in respect of the year to 31 December 2020 and no value was
vested to participants under the 2020 Employee Share Plan in respect of the year to 31 December 2021.

(
(
(6) Peter Dilnot was appointed as an executive Director on 1 January 2021.
(7

4) Allamounts attributable to pension contributions were paid as a supplement to base salary in lieu of pension arrangements.
5) David Roper retired as an executive Director on 31 May 2021. The amounts included in the single figure of remuneration for 2021 are for the months of the year during which he was an executive Director.

)
) The total amounts for 2020 reflect the total remuneration paid to the executive Directors in role during 2020.

Payments to past directors/for loss of office (audited)

David Roper, co-founder of Melrose, retired as a Director and as Executive Vice-Chairman of Melrose on 31 May 2021. He received his salary
and benefits (including amounts attributable to pension contributions) from 1 January 2021 up to and including the date of his retirement on

31 May 2021. David Roper did not participate in the 2021 Annual Bonus Plan and he was not granted any further long-term incentive or other
share awards in 2021. He retained two elements of his existing compensation during the year which technically qualify as payments for loss of
office. Firstly, he continued to receive private medical insurance from retirement until the end of 2021, with a total value of £1,000. In addition, he
retains his right to his Conditional Awards under the 2020 Employee Share Plan, qualifying as a “good leaver” under the rules of that plan. The
Conditional Awards will vest in accordance with the rules of the 2020 Employee Share Plan. Other than the amounts disclosed on page 104,
no other remuneration payment was made to David Roper in the year.

Archie G. Kane retired as a Director and as Chairman of the Nomination Committee of Melrose on 31 December 2021. He received his
Non-executive Director fees from 1 January 2021 up to and including 31 December 2021. Non-executive Directors do not receive any taxable
benefits, pension contributions or variable remuneration. Other than the amounts disclosed on page 113, no other remuneration payment was
made to Archie G. Kane in the year and therefore no payment was made for loss of office.

No other payments for loss of office or any other payments have been made to former Directors during the year.

Comparison to peers
As part of an ongoing commitment to full transparency around remuneration structures at Melrose, the Committee has again benchmarked the
Melrose Chief Executive’s 2021 pay against the most recent available remuneration information from our FTSE 100 peers, being 20200

As the table below shows, the single total figure of remuneration for the Melrose Chief Executive in 2021 was aimost £1 million less than the
FTSE 100 average in 2020, notwithstanding the reductions in both salaries and bonuses seen across the FTSE 100 in 2020 due to the
pandemic, which will have impacted these comparison numbers. This demonstrates in practice the Committee’s policy of deliberately setting
salary, benefits and annual bonus for the executive Directors low, with the opportunity for significant reward being heavily weighted towards the
Melrose Employee Share Plan, which is entirely performance based, and which ensures that executive Directors only receive substantial
rewards when they have outperformed and created very significant value for shareholders.

Metric (GBP '000) Melrose Chief Executive FTSE 100 Lower Quartile FTSE 100 Upper Quartile
Total 1,186 1,048 2,130 2,755

FTSE 100 Average

Each of the elements in the single figure table is set out in more detail below, along with the benchmark for the Melrose Chief Executive to the
most recent available information for our FTSE 100 peers (being 2020).

Base Salary
Salaries are fixed at a level which is well below the lower quartile of FTSE 100 peers. Each executive Director received an inflationary increase in
base salary of 3% effective from 1 January 2021.

Metric (GBP '000) Melrose Chief Executive FTSE 100 Lower Quartile FTSE 100 Average
Annual Salary 551 668 937 1,078

FTSE 100 Upper Quartile

Pensions

Executive Directors receive the same 15% of base salary pension contribution® as the rest of the Melrose head office employees, thereby
providing alignment with the workforce. The Committee also notes that this is within the range of the wider workforce contributions provided in
the UK. The level of the executive Director pension contributions has not changed since Melrose was founded, and no executive Director
participates or has ever participated in a Group defined benefit or final salary pension scheme.

Metric (GBP '000) Melrose Chief Executive FTSE 100 Lower Quartile FTSE 100 Average

FTSE 100 Upper Quartile

Pension Contribution 83 11 175 217
Pension Contribution % 15% 1% 17% 20%
Benefits

Executive Directors receive the same taxable non-pension benefits as the rest of the Melrose employees, being generally private medical
insurance and a fuel allowance. The Group Finance Director also received paid train travel to and from London and the Chief Operating Officer
received a car allowance.

Metric (GBP ’000) Melrose Chief Executive FTSE 100 Lower Quartile FTSE 100 Average
Benefits 2 20 73 75

FTSE 100 Upper Quartile

Annual Bonus

Annual bonuses are entirely performance driven and are calculated by the Committee using two elements: 80% being based on audited diluted
earnings per share growth; and 20% based on the achievement of strategic elements. The maximum bonus opportunity is set at 100% of base
salary, which is significantly below the lower quartile maximum annual bonus opportunity for other FTSE 100 companies as set out in the table
below. The Executive Vice-Chairman does not participate in the annual bonus scheme.

For context, it is noted that for 2020, being the year for which the FTSE 100 comparison figures are provided, the Chief Executive received a
bonus of 20% of salary, being £107,000.

Metric (GBP ’000) Melrose Chief Executive FTSE 100 Lower Quartile FTSE 100 Average

FTSE 100 Upper Quartile
Annual Bonus 551 0 902 1,369

Max bonus opportunity % 100% 150% 203% 215%

(1) For comparison purposes, the included peer information excludes any payments made under long-term incentive arrangements, as none were payable to the Melrose Chief Executive in 2021.
(2) All of the amounts attributable to pension contributions were paid as supplements to base salary in lieu of pension arrangements.
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2021 Annual Bonus (audited)

The 2021 Annual Bonus has applied a consistent approach to previous years, in line with the current Directors’ Remuneration Policy. The
Committee awarded participating executive Directors a bonus of 100% of their 2021 base salary, based on 2021 performance, with the full
breakdown of the award calculation set out below.

As is shown by the table, the financial element of the 2021 annual bonus was satisfied in full and therefore a full award was made for this part
of it. The Committee did not seek to exercise any discretion to adjust for this. With respect to the strategic element, having given detailed and
thorough consideration to each of the strategic objectives and management’s performance against them during 2021, the Committee
determined that each of the strategic objectives was fully met during 2021 and therefore that the strategic element was met in full. The
Committee determined that no exercise of discretion to adjust this element of the award was required. Full disclosure of the strategic objectives
and why the Committee determined that these had been met is provided below. The Committee considers that the payout is consistent with
wider stakeholder experience, including shareholders and employees.

The Committee continues to be aware of the guidance published by the Investment Association and other governance bodies, as well as
institutional shareholders, regarding the payment of executive annual bonuses while the COVID-19 pandemic continues. In light of the
Company’s performance during 2021, including the reinstatement of dividends and return of capital made to shareholders, the Committee
believes that the executive remuneration awarded for 2021 is appropriate and in line with that guidance. It is noted that the Group took no
payments from the UK Coronavirus Job Retention Scheme during 2021, with all amounts received during 2020 having been repaid already
prior to the end of 2020, and it did not raise any capital from shareholders in response to the pandemic.

As mentioned on page 104, the Committee’s view is that the annual bonus plan is the appropriate place within the Melrose executive
remuneration structure to incorporate process on sustainability matters. The Committee specifically considered environmental, social and
governance factors when considering the strategic objectives for 2021 (outlined below) and the extent to which these were met by the executive
Directors. Specific objectives for sustainability were included in the 2021 annual bonus scheme as part of the strategic objectives.

Financial Objectives (80%) Percentage of maximum bonus earned

Threshold Target Maximum Actual Performance
EPS Growth 5% 10% 20% 71%"
% award 20% 40% 80% 80%
EPS Growth sub-total: 80%
Strategic Objectives (20%) Percentage of maximum bonus earned
Completion of restructuring  Management made significant progress with the “Improve” phase of Melrose ownership for the GKN businesses, tackling some 4%

projects — 4% quite complex and chronic challenges, including closures of multiple unviable sites and exiting non-core business. In addition
to completing these restructuring projects and ensuring that the full benefits of these projects will be felt for the businesses,
management were mindful of the impact on wider stakeholders. As discussed in further detail in the Section 172 statement on
pages 50 to 53, no decision to close any site was taken lightly or without exploring all alternative options, and some innovative
solutions were found, such as the reindustrialisation of the GKN Automotive site in Firenze, Italy.

Cash generation across the  Against the continuing challenges of the global pandemic, it was another strong year of positive cash generation for all businesses 3%
Group — 3% across the Group, at a cash conversion rate of 110% before capital expenditure and restructuring costs. Even after all costs

including restructuring costs, Melrose was able to end the year having generated free cash flow of £125 million, which was

achieved through, amongst other things, strong working capital and inventory management, and which meant that restructuring

projects were self funded throughout the year.

Reduction of Group debt
and liabilities — 3%

The net debt of the Group at 31 December 2021 was £0.95 billion. This represents a reduction of 67% on the previous year, 3%
and has resulted in the Group holding very comfortable leverage of 1.3x adjusted EBITDA, well below the Group’s long-term

average. This represents the repayment of all of the debt drawn down as part of the GKN acquisition in 2018 (net of the amount

used to fund dividends and the return of capital in 2021).

Return to margin target
path — 3%

The global pandemic caused major disruption to the improvement plans of all businesses in the Group during 2020. During 3%
2021, management have ensured that all intended projects to reignite these plans were commenced, and have reset the cost
base of each business, so that they should meet their stated margin targets as their markets recover to pre-pandemic levels.

Sustainability — 4% Publish sustainability targets and commitments: 4%
Following on from the commitment the Group made in 2020 to net zero Greenhouse gas emissions by 2050, in accordance
with its materiality matrix, management worked closely with each of the businesses to set meaningful sustainability targets and

commitments in 2021, and established a robust data platform that will enable progress against these targets to be measured.

Publish inaugural TCFD disclosures:

Management have conducted a thorough assessment of the Group’s (and each business’s) climate-related risks and
opportunities, detail on which is reflected in the Group’s first disclosures in compliance with the requirements of the new Listing
Rule on climate-related disclosures, reporting against all the key areas recommended by the Task Force on Climate-Related
Financial Disclosures (“TCFD”), which are set out on pages 60 to 61.

Improve sustainability benchmarking scores and external disclosure:

The Group’s sustainability scores with the relevant agencies have increased significantly, due to both improved performance
and the level and detail of reporting. In line with the approved strategy, the Company’s MSCI ESG score improved to A in 2021,
placing Melrose above average for Global Industrial Conglomerates, and its ESG Risk Management score with Sustainalytics
improved from 28.4 (“average”) in 2020 to 53.6 (“strong”) in 2021, which placed it in the top quartile of peers. Furthermore, in the
currently crowded landscape of ESG ratings agencies, there were improvements across the board.

Improving UK pension
scheme funding — 3%

Through a combination of increased annual contributions, special disposal-related contributions and other factors, 3%
management were able to eliminate the funding deficit of the GKN UK defined benefit pension schemes and deliver on

Melrose’s commitment to making the schemes fully funded to a more prudent level, ahead of schedule. These actions have

vastly improved the long-term positions of these schemes and provided security for their members, as well as freeing up future

cash flows for the Group, with no funding requirement from future disposal proceeds.

Strategic Objectives sub-total: 20%
Total annual bonus for 2021: 100%

(1) The 2020 audited results have been restated to account for discontinued businesses. As a result, adjusted earnings per share for 2020 has been restated from 2.4 pence to a loss of 0.6 pence.
However, the Committee has taken the conservative approach of using the original figure for 2020 when calculating growth in EPS between 2020 and 2021.

The 2021 bonus payments to the Chief Executive and the Group
Finance Director will be made in cash, as both have exceeded their
minimum shareholding requirements. As per the terms of the
Directors’ Remuneration Policy, clawback measures will apply

to the 2021 annual bonus payments.

Under the terms of the Directors’ Remuneration Policy, the Chief
Operating Officer, who was appointed as a Director on 1 January
2021, has three years from his appointment in which to meet the
minimum shareholding requirement of 300% of salary. As at

31 December 2021, the Chief Operating Officer did not meet this
requirement, although he made purchases of 82,000 ordinary shares
during the year towards this requirement, for a total purchase price of
approximately £125,000, which is equal to approximately 50% of his
net 2021 annual bonus. Under the terms of the Directors’
Remuneration Policy, up to 50% of an executive Director’s bonus
award may be deferred into shares for up to two years, where he

or she does not meet the minimum shareholding requirement.

The Committee has determined to exercise its discretion and to award
the Chief Operating Officer’'s annual bonus for 2021 in cash, while he
continues to build up to the minimum shareholding requirement. This
was considered to be appropriate in light of his acquisition of shares
during the year, which were equal to approximately 50% of his net
2021 annual bonus, the unprecedented impact of the pandemic on
the performance of the 2017 LTIP (in which the Chief Operating Officer
was a participant), which caused it to crystallise for no value (and
would have been awarded in shares and therefore contributed
towards meeting the requirement), the further period available to build
the necessary stake, which will grant him sufficient time outside of the
Company'’s closed periods in which to make further purchases of
shares to the extent required, and that such a payment in cash is not
misaligned with shareholders and other stakeholders. The Committee
considers that the Chief Operating Officer continues to remain fully
incentivised under the 2020 Employee Share Plan, which is for the
benefit of, and aligned with, the interests of shareholders.

Long-term incentive arrangements (audited)
No long-term incentives were either granted or crystallised during the
2021 financial year under the 2020 Employee Share Plan.

The 2020 Employee Share Plan, which was approved by shareholders
on 21 January 2021, is due to crystallise on 31 May 2023. Participants
in the 2020 Employee Share Plan share in 7.5% of the increase in
invested capital above a 5% annual charge, measured at the end of a
three-year performance period commencing on 31 May 2020, which
the Committee considers to be the appropriate performance
condition in light of the Company’s business model and strategy.
Awards are subject to an annual rolling cap and downwards
adjustment in the event of an earlier than expected aerospace market
recovery, which means that executive Directors will not be rewarded
for windfall gains. The awards under the 2020 Employee Share Plan
are structured as Conditional Awards, which are contingent rights to
be granted an award of ordinary shares of the Company or a nil cost
option (exercisable into ordinary shares of the Company) on the
crystallisation date.

The Conditional Awards of the executive Directors under the 2020
Employee Share Plan were made in one grant on 29 December 2020,
subject to approval by shareholders. This approval was granted at the
general meeting that was held on 21 January 2021. Full details of the
2020 Employee Share Plan, including the participation rate
percentages of the executive Directors, are set out in the circular
dated 29 December 20201,

(1) Available at www.melroseplc.net/media/2587/291220-melrose-circular.pdf.
(2) Following the Share Capital Consolidation which became effective on 31 August 2021.

As part of an ongoing commitment to full transparency around
remuneration structures at Melrose, set out below is a ‘snapshot’
of the current value of the 2020 Employee Share Plan as if the
crystallisation date was 31 December 2021 instead of the actual
crystallisation date of 31 May 2023. As this demonstrates, as at
31 December 2021, no value had currently accrued to the 2020
Employee Share Plan.

Theoretical value under the 2020 Employee Share Plan if crystallised on
31 December 2021 rather than on the 2023 scheduled payment date

Invested capital from (and including) May 2020 up to
(and including) December 2021
£6,336,495,231

Index adjustment/minimum return
£559,723,998

Indexed capital
£6,896,219,229

Number of issued ordinary shares on 31 December 2021?
4,372,429,473

Average price of an ordinary share for 40 business days prior to
and including 31 December 2021

1565.94p

Deemed market capitalisation of Melrose based on average price of an
ordinary share for 40 business days prior to 31 December 2021

£6,818,311,885

Overall change in value for shareholders since 31 May 2020
(£77,907,344)

Theoretical value to management and shareholder dilution calculated
at 31 December 2021

7.5% of change in value
0
Total number of new shares issued under the 2020
Employee Share Plan
0

Theoretical dilution to shareholders due to the 2020
Employee Share Plan
0
Break-even price of an ordinary share at 31 December 2021 for the
2020 Employee Share Plan to start to deliver value
157.7p

As at 31 December 2021 the minimum return hurdle of £559,723,998
had not been achieved. Management would need to create value for
shareholders of an additional £77,907,344, as well as the additional
index adjustment that will arise over the period, in order for the 2020
Employee Share Plan to begin to accrue value for participants.

The Committee did not adjust any incentive plan share outcome due
to share price appreciation as none crystallised during the year being
reported on, nor does it intend to adjust the incentive plan share
outcome due to share price appreciation on the crystallisation date
of the 2020 Employee Share Plan.
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Minimum shareholding requirements and equity exposure of the Board (audited)

Executive Directors are subject to two concurrent minimum shareholding requirements. The first is to always hold at least an amount of shares
equal to 300% of salary, for which they are given a period of three years from appointment to meet. The second requirement is for executive
Directors to hold all the shares they acquire pursuant to crystallisation of the 2020 Employee Share Plan (to the extent that crystallisation results in
an award of ordinary shares being made), after satisfying tax obligations following the crystallisation of that plan and subject to capital adjustments,
for the two-year holding period.

In the event that an executive Director were to leave the Company, he would be subject to a post-cessation minimum shareholding requirement of
300% of salary, for a two-year period following the date of cessation. This obligation is enforceable under direct contractual arrangements between
the Company and each executive Director. We note that these post-cessation obligations currently apply to David Roper following his retirement on
31 May 2021, and he remains in compliance with them.

In reality, the executive Directors hold well in excess of these minimum amounts (with the exception of the Chief Operating Officer, who was only
appointed as an executive Director on 1 January 2021), which reflects their long-term stewardship of the Company and long-term investment in
the Company’s shares. It is the Committee’s view that it is important when considering the remuneration paid in the year under the single figure
to take a holistic view of how each executive Director’s total wealth is linked to the performance of the Company. In the Committee’s opinion, the
impact on the total wealth of an executive Director is as important as the single figure in any one year; this approach encourages executive
Directors to take a long-term view of the sustainable performance of the Company and aligns them with shareholders.

This is demonstrated by the following table, which sets out all subsisting interests in the equity of the Company held by the executive Directors
as at 31 December 2021, as well as an indication as to the size of these interests relative to the entire issued share capital of the Company. It
also sets out the number of ordinary shares of the Company held by each executive Director at the end of the 2020 and 2021 financial years
and the impact on the value of these ordinary shares taking the closing mid-market prices for those dates:

Difference in value
of shares between
31 December

Shareholding
(% ordinary Shares Shares
share capital)  beneficially  beneficially Value of Value of

Applicable

shareholding Current Shareholding as at held on held on shares on shares on 2020 and

requirement shareholding requirement 31 December 31 December 31 December 31 December 31 December 31 December

Executive Directors® (% salary)® (% salary)® met? 2021 2020 2021460 20200 £ 20210 £ 2021 £

Christopher Miller 300% 6,612% Yes 0.521% 27108,510 22,777,659 48,266,702 36,421,477 (11,845,225)

Simon Peckham 300% 3,5604% Yes 0.276% 17,413,217 12,071,895 31,004,233 19,302,960 (11,701,273)

Geoffrey Martin 300% 2,365% Yes 0.152% 7,395,256 6,655,730 13,167,253 10,642,512 (2,524,741)
Peter Dilnot 300%" 36% No 0.002% 18,000 100,000 32,049 159,900 127,851

(1) Inaddition to the share interests set out in the table, each of the executive Directors has an additional exposure by virtue of their Conditional Awards under the 2020 Employee Share Plan (see
“Long-term incentive arrangements” on page 107).

(2) The shareholding requirement under the current Directors’ Remuneration Policy is 300% of base salary.

(3) For these purposes, the value of a share is 159.90 pence, being the closing mid-market price on 31 December 2021, being the last business day of the 2021 financial year.

(4) For these purposes, the interests of each executive Director listed in the table include any ordinary shares held by a person closely associated with that executive Director within the meaning of the
EU Market Abuse Regulation, as it forms part of UK domestic law by virtue of the European Union (Withdrawal) Act 2018.

(5) Following the share consolidation that took place on 31 August 2021, the Company’s ordinary share capital changed to 4,372,429,473 ordinary shares of 160/21 pence each.

(6) For these purposes, the value of a share is 178.05 pence, being the closing mid-market price on 31 December 2020, being the last business day of the 2020 financial year.

(7) Peter Dilnot was appointed as an executive Director on 1 January 2021. Under the Directors’ Remuneration Policy, he has three years from appointment to meet this requirement.

No executive Director may dispose of any ordinary shares without the consent of the Chairman of the Committee, which will not normally be
withheld provided the executive Director will continue to hold at least the “minimum number” of ordinary shares referred to in the table above
following any such disposal.

Between them, the executive Directors in 2021 purchased a further 82,000 ordinary shares in the Company and none were sold. Christopher
Miller and Simon Peckham gifted 1,800,000 ordinary shares and 4,000,000 ordinary shares respectively during the period to family members
for nil consideration, as part of standard family financial planning. There have been no changes in the ordinary shareholdings of the executive
Directors between 31 December 2021 and 3 March 2022.

Please see page 113 for a table setting out the equity interests of the Non-executive Directors as at 31 December 2021.

Key decisions and statement of implementation for 2022 | Annual bonus

Salary review The overall framework for the executive Director annual bonus
The executive Directors in the period have received an inflationary arrangements for 2022 will remain the same as in 2021, with a
increase of 3% to their base salaries with effect from 1 January 2022, maximum bonus opportunity of 100% of salary, based on financial
consistent with the wider Melrose head office population. The and strategic performance metrics, allocated 80% to financial
executive Directors’ salaries for 2022 are therefore as follows: objectives and 20% to strategic objectives (which will include
objectives designed to measure progress in respect of key
SEERAUICIEERIEIN | sustainability matters). The financial performance metric remains
consistent with prior years as audited diluted earnings per share
growth, which the Committee considers remains the appropriate

1 January 2022
Executive Directors Position £000

Christopher Miler _Executive Vice-Chairman 567 | metric for the Company. The Committee considers that the targets
Simon Peckham Chief Executive 567 | for the financial performance metrics and the details of the strategic
Geoffrey Martin Group Finance Director 464 | performance measures are commercially sensitive but will disclose
Peter Dilnot Chief Operating Officer 464 | the nature of both measures on a retrospective basis, where

appropriate, on a similar basis to the disclosure on page 106 in
Pensions and benefits respect of the annual bonus for the year ending 31 December 2021.
For 2022, standard benefits will be provided to the executive Directors
in line with the Directors’ Remuneration Policy and the pension
contribution rate remains at 15% of salary, the same percentage

contribution rate as for all Melrose head office employees.

Long-term incentive arrangements

Given the nature of the long-term incentive arrangements that the
Company has in place (see “Long-term incentive arrangements”
on page 107), no grants will be made to the executive Directors
during 2022.

Regulatory disclosures

Chief Executive remuneration for previous ten years

In accordance with the regulations governing the reporting of executive Director remuneration, the total figure of remuneration set out in the
table below includes the value of long-term incentives vesting in respect of the relevant financial year. This means that the full value of the
crystallisation of the 2009 Incentive Plan on 11 April 2012 is shown for the year ended 31 December 2012 and that the full value of the 2012
Incentive Plan which crystallised in May 2017 is shown for the year ended 31 December 2017, although these each represent rewards earned
over the previous five years. The 2017 Incentive Plan crystallised in May 2020 for no value. Per the terms of the 2020 Employee Share Plan, the
next award in relation to long-term incentive arrangements is not payable until May 2023, and only if the performance conditions are met.

Long-term
incentives as a
percentage of

Annual bonus as a

percentage of

Non-LTIP Total remuneration maximum maximum

Financial year Chief Executive £ £ opportunity opportunity
Year ended 31 December 2021 Simon Peckham 1,186,316 - 1,186,316 100% -
Year ended 31 December 2020 Simon Peckham 680,113 - 680,113 20% n/a®
Year ended 31 December 2019 Simon Peckham 976,000 - 976,000 72% -
Year ended 31 December 2018 Simon Peckham 1,049,000 - 1,049,000 95% -
Year ended 31 December 2017 Simon Peckham 994,000 41,770,000©) 42,764,000 90% n/a®
Year ended 31 December 2016 Simon Peckham 987,725 - 987,725 95% -
Year ended 31 December 2015 Simon Peckham 928,541 - 928,541 88% -
Year ended 31 December 2014 Simon Peckham 773,167 - 773,167 58% -
Year ended 31 December 2013 Simon Peckham 927,276 - 927,276 100% -
Year ended 31 December 20126 Simon Peckham 489,372 19,791,212 20,280,584 64% n/a®
David Roper 259,040 10,656,806 10,915,846 64% n/a®

(1) The 2017 Incentive Plan crystallised in May 2020 for no value.

(2) Although the 2017 Incentive Plan crystallised in May 2020 for no value, because the value that would have been derived on the crystallisation of the 2017 Incentive Shares and options depended
upon the shareholder value created over the relevant period, it would not have been possible to express the value derived as a percentage of the maximum opportunity.

(3) The value derived in 2017 from the 2012 Incentive Shares represents the Chief Executive’s share, determined in accordance with the terms of those shares, of the shareholder value created over a
period of approximately five years. This amount was paid in shares, not cash.

(4) On the crystallisation in May 2017 of the 2012 Incentive Plan, participants as a whole were entitled to 7.5% of the increase in shareholder value from 22 March 2012 to 31 May 2017. Because the
value derived on the crystallisation of the 2012 Incentive Shares depended upon the shareholder value created over the relevant period, it is not possible to express the value derived as a
percentage of the maximum opportunity.

(5) Inthe year ending 31 December 2012, David Roper was Chief Executive for the period from 1 January 2012 until 9 May 2012 and Simon Peckham was Chief Executive for the period from 9 May
2012 onwards. In the table above, the “Total remuneration” figure shows, in respect of David Roper, his total remuneration in respect of his service in the period from 1 January 2012 to 9 May 2012
and in respect of Simon Peckham, his total remuneration in respect of his service in the period from 9 May 2012 to 31 December 2012. Included in this figure for each of David Roper and Simon
Peckham is the value of the long-term incentives vesting in the year, pro-rated to reflect the portion of the year for which he was Chief Executive.

(6) The value derived in 2012 from the 2009 Incentive Shares represents the relevant Chief Executive’s share, determined in accordance with the terms of those shares, of the shareholder value created
over a period of approximately five years.

(7) On the crystallisation in April 2012 of the 2009 Incentive Plan awarded in 2009, participants as a whole were entitled to 10% of the increase in shareholder value from 18 July 2007 to 23 March 2012,
Because the value derived on the crystallisation of the 2009 Incentive Shares depended upon the shareholder value created over the relevant period, it is not possible to express the value derived
as a percentage of the maximum opportunity.

CEO pay ratio
Our median CEO to employee pay ratio for 2021 continued to be low at 29:1. The following table provides pay ratio data in respect of the
Chief Executive’s total remuneration compared to the 25th, median and 75th percentile UK employees.

25" percentile Median 75" percentile
Financial year Method pay ratio pay ratio pay ratio
Year ended 31 December 2021 Option A 34:1 29:1 23:1
Year ended 31 December 2020 Option A 20:1 16:1 131
Year ended 31 December 2019 Option A 30:1 241 191

The employees used for the purposes of calculating the pay ratios in the table above were those employed in the UK by any business within the
Group on 31 December 2021 (for the avoidance of doubt, including the Chief Executive), and the remuneration figures were determined with
reference to the financial year to 31 December 2021. Option A was chosen as it is considered to be the most accurate way of identifying the
relevant employees. This captures all relevant pay and benefits and aligns to how the single figure table is calculated for the Chief Executive and
other Directors. The value of each employee’s total pay and benefits was calculated using the single figure methodology consistent with the Chief
Executive, with the exception of the annual bonus, which was calculated using 2020 financial year bonuses (which were paid during 2021) where
the 2021 financial year data was not available at the last practical date before the finalisation of this report. No elements of pay have been omitted.
Where required, remuneration was approximately adjusted to reflect full-time and full-year equivalents based on the employees’ contracted hours
and the proportion of the year they were employed. None of the employees included in the pay ratios were on furlough during any part of 2021.

The following table provides salary and total remuneration information in respect of the employees at each quartile.

25" percentile pay 75% percentile

Financial year Element of pay employee Median employee employee
Year ended 31 December 2021 Salary and wages" £31,000 £37,000 £46,000
Total pay and benefits £35,000 £41,000 £52,000

(1) Base salary includes overtime and shift allowances/premiums. The individual at the median received shift premium and overtime during the year.

All ratios have risen slightly since last year. This primarily reflects the return of the Chief Executive’s remuneration to full levels following the
temporary and voluntary 20% reduction to his salary in 2020 during the pandemic, as well as the significant reduction to his 2020 annual bonus
due to the impact of the pandemic. The Chief Executive’s salary returned to its full level in 2021, coupled with strong performance in 2021
resulting in a significantly improved annual bonus payout, for the reasons set out on page 106. We note that there was no element of his
long-term incentive arrangements that was due to vest in 2021.
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Across the businesses, there was also a return to normality in terms of employee pay levels, with furlough schemes no longer being used and
improved performance resulting in expected higher performance outcomes for employee bonuses earned in relation to 2021 versus 2020.
However, it is noted that 2021 annual bonus data for approximately 84% of the employees included in the 2021 disclosure was not available
as at the date of this disclosure, and therefore 2020 annual bonus data has had to be used in its place. As 2020 bonuses were much lower on
average than 2021 bonuses, this has resulted in lower employee numbers and consequentially higher ratios than if the 2021 bonus data had
been available as at the date of this report. Notwithstanding this, the trend in the median CEO pay ratio over time has, to date, broadly moved
in line with changes in the Chief Executive’s remuneration, and therefore continues to reflect the relationship between the Chief Executive’s pay
and the experience of UK employees as a whole.

We have considered the pay data for the three employees identified and believe that it fairly reflects pay at the relevant quartiles amongst the UK
workforce. The Committee considers that the median pay ratio is consistent with the relative role and responsibilities of the Chief Executive and
the identified employee. Base salaries of all employees, including our executive Directors, are set with reference to a range of factors, including
market practice, experience and performance in role. The Chief Executive’s remuneration package is weighted towards variable pay due to the
nature of the role, and this means that the ratio is likely to fluctuate depending on the outcomes of incentive plans in each year, and is indeed
likely to be higher in years where long-term incentive arrangements crystallise. The Chief Executive’s remuneration package is otherwise very
reasonable compared to the Company’s FTSE 100 peers, which is also demonstrated on page 105 of this report.

To give context to the Chief Executive remuneration for the previous ten years and the CEO pay ratio, we have included an illustrative chart
tracking CEO pay and average employee pay over the last ten financial years alongside Melrose’s TSR performance and the FTSE 100’s TSR
performance over the same period. The Committee has always been committed to ensuring that the Chief Executive’s reward is commensurate
with performance. The chart shows a clear alignment between shareholder returns and the Chief Executive’s single figure pay.
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Percentage change in Directors’ remuneration

The table below sets out, in relation to base salary, taxable benefits and annual bonus, the percentage increase in pay for each Director
compared to the average increase for a group consisting of the Company’s senior head office employees and the divisional CEOs and CFOs
of the Group’s business units. The reporting legislation in this regard requires companies to publish the annual percentage change in the total
remuneration of Directors and employees of the Company. The Company itself does not have any employees other than the executive
Directors. However, in the interest of providing a relevant comparison to stakeholders, we choose to voluntarily disclose a comparison against
the aforementioned group of senior management, which we consider to be an appropriate comparator group because of their level of seniority
and the structure of their remuneration packages. The spread of the Company’s operations across various countries and industries means that
remuneration policies vary to take account of geography and industry such that the Committee considers that selecting a wider group of
employees would not provide a meaningful comparison. The percentages shown relate to the financial year ended 31 December 2021 as a
percentage comparison to the financial year ended 31 December 2020.

We are required to report on this change based on actual amounts received by the Directors. For basic salary and fees for the Directors, the
percentage increases have been distorted by the temporary 20% reduction that all Directors agreed to take during 2020 to support the Group’s
cash management strategy in light of the pandemic. The contractual increases for their basic salary and fees for both 2020 and 2021 were 3%
on the prior year, as is detailed elsewhere in this report. We also note that, given the low levels of annual bonuses paid in 2020 to the executive
Directors due to the pandemic, a full award of 100% of salary for 2021 has resulted in a large percentage increase.

1

Basic salary/fee Benefits Annual bonus Basic salary/fee Benefits Annual bonus
percentage percentage percentage percentage percentage percentage
Element of remuneration change change® change® change® change® change®
Executive Directors
Christopher Miller 12% -30% n/a -6% -20% n/a
Simon Peckham 12% -26% 415% -6% -2% -71%
Geoffrey Martin 14% -6% 422% -6% 7% -72%

Peter Dilnot™ - - - - - -

Non-executive Directors

Justin Dowley 12% n/a n/a -6% n/a n/a
Liz Hewitt 8% n/a n/a 5% n/a n/a
David Lis 10% n/a n/a -4% n/a n/a
Charlotte Twyning 12% n/a n/a -6% n/a n/a
Funmi Adegoke 12% n/a n/a 278%° n/a n/a

Heather Lawrence® -

Victoria Jarman® - — _ _ _ _
Senior employees 6% 92% 167% -1% 1% 45%2

(1) The annual percentage change is required to be calculated by reference to actual basic salary or fee (as applicable) paid for the financial year ended 31 December 2021 compared to that paid for
the financial year ended 31 December 2020. All Directors agreed to a temporary 20% reduction in their basic salary or fee (as applicable) during 2020 to support the Group’s cash management
strategy in light of the pandemic. For the Non-executive Directors, this fee includes both their basic fee and any additional fee received for holding the Chairmanship of the Remuneration
Committee, the Audit Committee and the Nomination Committee, and for holding the position of Senior Independent Director.

(2) Benefits data is calculated on the same basis as the benefits data in the single total figure table. It does not include any pension allowances.

(8) The annual percentage change in bonus is calculated by reference to the bonus payable in respect of the financial year ended 31 December 2021 compared to the financial year ended
31 December 2020 for the applicable executive Directors and senior employees. Neither the Executive Vice-Chairman nor the Non-executive Directors are eligible to receive an annual bonus.

It is noted that executive Director annual bonuses for 2020 were significantly reduced as a result of the pandemic, and therefore result in a large increase for 2021.

(4) The annual percentage change is calculated by reference to actual basic salary or fee (as applicable) paid for the financial year ended 31 December 2020 compared to the financial year ended
31 December 2019 and was similarly impacted by the temporary reductions in 2020 basic salary or fee (as applicable) referred to in footnote (1). For the Non-executive Directors, this fee includes
both their basic fee and any additional fee received for holding the Chairmanship of the Remuneration Committee, the Audit Committee and the Nomination Committee, and for holding the
position of Senior Independent Director.

(5) The annual percentage change in bonus is calculated by reference to the bonus payable in respect of the financial year ended 31 December 2020 compared to the financial year ended

31 December 2019 for the applicable executive Directors and senior employees. Neither the Executive Vice-Chairman nor the Non-executive Directors are eligible to receive an annual bonus.

It is noted that executive Director annual bonuses for 2020 were significantly reduced as a result of the pandemic, and therefore result in a large decrease for 2020.

This reflects an increase to the annual train travel fare.

Peter Dilnot was appointed to the Board with effect from 1 January 2021 and therefore no prior year comparison is possible.

)  Funmi Adegoke was appointed to the Board with effect from 1 October 2019. The increase in her basic fee from 2019 to 2020 reflects the fee actually received for the pro-rated period of
directorship in 2019 for the period 1 October 2019 to 31 December 2019 versus a full year for 2020, so is not a meaningful comparison. If an annualised figure is assumed for her fee in 2019, the
percentage change is -6%.

(9) Heather Lawrence was appointed to the Board with effect from 1 June 2021 and therefore no prior year comparison is possible.

(10) Victoria Jarman was appointed to the Board with effect from 1 June 2021 and therefore no prior year comparison is possible.

(11

(

3%

) Inlight of the Company’s business model of “Buy, Improve, Sell’, this group of senior management inevitably varies from year to year, and can vary significantly in acquisition and disposal years.

1
1
12) The change shown was impacted by legacy retention awards granted to GKN employees prior to our acquisition, a number of which crystallised during the period.

Total Shareholder Return

The total shareholder return graph below shows the value as at 31 December 2021 of £100 invested in the Company in October 2003,
compared with £100 invested in the FTSE 100 Index, the FTSE 250 Index and the FTSE All-Share Index. This shows a TSR of 1,751% and
demonstrates very clearly the long-term performance of the Company.

The Committee considers the FTSE 100 Index, the FTSE 250 Index and the FTSE All-Share Index to be appropriate indices for the year ended
31 December 2021 for the purposes of this comparison because of the comparable size of the companies which comprise the FTSE 100 Index
and the FTSE 250 Index and the broad nature of companies which comprise the FTSE All-Share Index. The data shown below assumes that all
cash returns to shareholders made by the Company during this period are reinvested in ordinary shares.
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Wider workforce considerations

Melrose is committed to creating an inclusive working environment and to rewarding our employees throughout the organisation in a fair
manner. The Committee is mindful of wider workforce remuneration and conditions, and uses its awareness of these arrangements to ensure
that Melrose executive pay is aligned with the Company’s culture and strategy.

The Committee is responsible for setting the remuneration of the executive Directors and the Non-executive Chairman. It does not have
responsibility for setting and managing the remuneration of the Melrose senior management team nor the divisional executive teams, which are
the responsibility of the Melrose Chief Executive, nor the pay policies of the business units, which are the responsibility of the divisional executive
teams. The businesses are responsible for engaging with their respective workforces in relation to remuneration. The Committee remains of the
view that such an approach is appropriate in light of Melrose’s decentralised business model. The Committee does, however, have oversight of
workforce pay, policies and incentives at a Melrose level and at a business unit executive level, which enables it to ensure that the approach
taken to executive remuneration is consistent with those workforces. This consistency is evidenced by the 15% pension contribution and other
benefits payable to the executive Directors, which are equal to those for Melrose head office employees and within the range of benefits of the
wider workforce. In addition, the CEO pay ratio continues to remain low.

Given the differing nature of our businesses, the Committee does not expect a standardised approach to remuneration, nor would this be
appropriate. However, when conducting its review, it does pay particular attention to whether each element of remuneration is consistent with
the Company’s remuneration philosophy. The Committee receives detail on divisional executive team remuneration, as well as an annual
confirmation from each business, via the Workforce Advisory Panel, that the remuneration provided to its executive team is consistent with the
remuneration provided to its wider workforce, and that the incentives operated by that business align with its culture and strategy. Based on
these disclosures, and in light of the Company’s decentralised structure, the Committee is satisfied that the approaches taken to remuneration
at all levels are consistent with the Company’s remuneration philosophy.

Melrose and each of its businesses pay all UK employees at least the real living wage, save for year-in industry students (of which there were
seven in the Group as at 31 December 2021), who are paid in accordance with the national minimum wage rates for their age group. In addition,
Melrose and each of its businesses offer all employees in the UK the opportunity to work for at least 15 hours per week.

Retirement provisions

The Company provides retirement benefits to Melrose employees and the business units determine the retirement benefits provided to their
respective employees. The Group’s commitments with regards to pension contributions are 15% of an employee’s salary for members of the
Melrose pension scheme, including the executive Directors, and these contributions are within the range of pension provisions across our
various business unit UK pension schemes.

In line with the “Improve” aspect of Melrose’s “Buy, Improve, Sell” strategy, we have continued to improve funding levels in the pension plans of
our business units. As further detailed on page 5, Melrose has a stellar record of successfully taking underfunded pension schemes under our
stewardship and bringing them to being fully funded. In particular, under Melrose ownership, the GKN UK defined benefit pension schemes
have been effectively fully funded, from a total starting accounting deficit at the time of the GKN acquisition of £0.7 billion.

Long-term incentives

Participation in the 2020 Employee Share Plan is limited to senior Melrose head office employees. However, we also recognise the need to
appropriately incentivise the executive teams of our businesses, in order to ensure that they are invested in helping us to build stronger, better
businesses. Consistent with Melrose’s decentralised business model, divisional long-term incentive plans have been implemented for senior
managers of our key businesses, to incentivise them to create value for the Company and our shareholders. Depending on the amount of value
created in relation to that particular business, participants in such incentive plans will receive a cash payment on the sale of the business. If a
sale of the relevant business has not occurred within a certain period, the incentive plan will crystallise and any payment to be made to
participants will be based on the increase in value of the business during this period.

Relative Importance of Spend on Pay
The following table sets out the percentage change in dividends and the overall expenditure on pay (as a whole across the Group).

Year ended Year ended

31 December 2020 31 December 2021
Expenditure £ million £ million  Percentage change
Remuneration paid to all employees!" 2,071 2,020 2%
Distributions to shareholders by way of dividend and share buy back - 798 n/a®

(1) The figure is the total staff costs as stated in note 7 to the financial statements. In light of the Company’s business model of “Buy, Improve, Sell”, your Board does not consider that the table is
meaningful in the context of the Group’s remuneration structure, which provides a strong alignment with shareholder interests.

(2) The figure for the year ended 31 December 2021 includes the return of capital to shareholders in September 2021.

(3) In light of the prior year figure being zero, no percentage change is possible.

Non-executive Directors
Single figure table and share interests (audited)
The following table sets out the single figure of remuneration for 2021 in comparison with 2020 for the Company’s Non-executive Directors(":

Other (bonus,
pension, LTIP,

Total basic fees  Total other fees taxable benefits) Total Fixed  Total Variable

Non-executive Directors Period £000@ £000©@ £000 £000 £000
Justin Dowley (Chairman) 2021 371 - n/a 371 371 -
2020 330 - n/a 330 330 -

Liz Hewitt (Senior Independent Director) 2021 80 45 n/a 125 125 -
2020 4l 45 n/a 116 116 -

David Lis 2021 80 20 n/a 100 100 -
2020 al 20 n/a 91 91 -

Archie G. Kane® 2021 80 10 n/a 920 920 -
2020 71 10 n/a 81 81 -

Charlotte Twyning 2021 80 - n/a 80 80 -
2020 4l - n/a 71 71 -

Funmi Adegoke 2021 80 - n/a 80 80 -
2020 4l - n/a 71 71 -

Heather Lawrence® 2021 46 - n/a 46 46 -
2020 - - - - - -

Victoria Jarman® 2021 46 - n/a 46 46 -
2020 - - - - - -

Total 2021 863 75 n/a 937 937 -
2020 685 75 n/a 760 760 -

(1) The “Total” figures in the above table may not add up to the sum of the component parts due to rounding.

(2) Along with the executive Directors, all Non-executive Directors of the Company took a temporary 20% reduction in their basic fee payable during 2020 to support the Group’s cash management
strategy in light of the pandemic. The amounts stated in the table for 2020 are the actual amounts that were paid to the Non-executive Directors.

(3) These are additional fees for holding the Chairmanship of the Remuneration Committee, the Audit Committee and the Nomination Committee, and for holding the position of Senior Independent
Director. There are no additional fees payable for membership of a Committee. All of our Non-executive Directors are members of at least one Committee.

(4) Archie G. Kane retired as a Non-executive Director of the Company on 31 December 2021.

(5) Heather Lawrence was appointed as a Non-executive Director of the Company with effect from 1 June 2021 and the fees referred to above for 2021 reflect her fees for the period 1 June 2021 to 31

December 2021.

(6) Victoria Jarman was appointed as a Non-executive Director of the Company with effect from 1 June 2021 and the fees referred to above for 2021 reflect her fees for the period 1 June 2021 to 31

December 2021.

The following table sets out the subsisting interests in the equity of the
Company held by the Non-executive Directors as at 31 December
2021, as well as an indication as to the size of these interests relative
to the entire issued share capital of the Company:

Shareholding

Ordinary shares held as (% ordinary share capital)
at 31 December 2021" as at 31 December 2021

Non-executive Directors

Justin Dowley 1,424,480 0.0326%
Liz Hewitt 190,239 0.0044%
David Lis 413,052 0.0094%
Charlotte Twyning 70,246 0.0016%
Funmi Adegoke - -
Heather Lawrence 22,500 0.0005%
Victoria Jarman 13,500 0.0003%

(1) For these purposes, the interests of each Non-executive Director listed in the table include any
ordinary shares held by a person closely associated with that Non-executive Director within
the meaning of the EU Market Abuse Regulation, as it forms part of UK domestic law by virtue
of the European Union (Withdrawal) Act 2018.

Non-executive Directors’ fees

Non-executive Directors’ basic fees and the Non-executive Chairman’s
fee have been increased by 3% with effect from 1 January 2022, in
keeping with increases made to executive Directors and other Melrose
head office employees, and in line with the Company’s FTSE 100
peers. We note that while all Non-executive Directors serve on at

least one of the Company’s committees (@and most serve on multiple
committees), there are no additional committee membership fees.

As noted in the single figure table above, the Company remains of the
view that it is not appropriate for our Non-executive Directors to receive
any taxable benefits, pension contributions or variable remuneration.

The Non-executive Director fee levels for 2021 and 2022 are set out in
the table below. The increases to additional fees for holding the
position of Senior Independent Director and for holding the
Chairmanship of the Nomination Committee were agreed by the
Board to be appropriate in light of the increasing remits of these roles,
and nonetheless remain in line with the market.

Fee with effect  Fee with effect

from 1 January  from 1 January

Fee element 2021 ¢ 2022 ¢
Non-executive Chairman fee 371,315 382,500
Basic Non-executive Director fee 79,600 82,000
Additional fee for holding the Chairmanship

of the Remuneration Committee 20,000 20,000
Additional fee for holding the Chairmanship

of the Audit Committee 30,000 30,000
Additional fee for holding the Chairmanship

of the Nomination Committee 10,000 15,000
Additional fee for holding the position of

Senior Independent Director 15,000 20,000

Service contracts and letters of appointment

Consistent with the best practice guidance provided by the Code,
the Company’s policy is for executive Directors to be employed on
the terms of service agreements, which may be terminated by either
the executive Director or the Company on the giving of not less than
12 months’ written notice (subject to certain exceptions).

The executive Directors’ service contracts do not provide for
pre-determined compensation in the event of termination. Any
payments made would be subject to normal contractual principles,
including mitigation as appropriate. The length of service for any one
executive Director is not defined and is subject to the requirement for
annual re-election under both the Code and the Company’s Articles
of Association.

There is no unexpired term as each of the executive Directors’
contracts is on a rolling basis.
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The Non-executive Directors do not have service contracts but have
letters of appointment for an initial term of three years, which may be
renewed by mutual agreement. Generally, a Non-executive Director
may be appointed for one or two periods of three years after the initial
three-year period has expired, subject to re-election by shareholders
at each AGM. The terms of appointment do not contain any
contractual provisions regarding a notice period or the right to receive
compensation in the event of early termination.

Each executive Director’s service contract and each Non-executive
Director’s letter of appointment are available for inspection at the
Company’s registered office during normal business hours.

Details of the Non-executive Directors’ current terms of appointment
are set out below:

Non-executive Directors First appointment Expires
Justin Dowley (Chairman) 1 September 2011 2023
Liz Hewitt (Senior Independent Director) 8 October 2013 2022
David Lis 12 May 2016 2022
Charlotte Twyning 1 October 2018 2024
Funmi Adegoke 1 October 2019 2022
Heather Lawrence 1 June 2021 2024
Victoria Jarman 1 June 2021 2024

* Subject to annual re-election.

Governance

Responsibilities

The Board has delegated to the Committee responsibility for
overseeing the remuneration of the Chairman of the Board and the
executive Directors.

The Committee’s responsibilities include:

e Establishing and maintaining an executive Director remuneration
policy that is appropriate, consistent and reflective of Melrose’s
remuneration philosophy.

e Determining the remuneration policy for the executive Directors.

e Setting and managing remuneration packages of the executive
Directors and the Chairman of the Board in accordance with the
Directors’” Remuneration Policy.

e Overseeing the remuneration of Melrose senior management and
divisional CEOs, to enable the Committee to consider their
consistency with the executive Director remuneration packages.

e Operating the Company’s long-term incentive arrangements.

As described on page 112, although they retain oversight, the
Committee is not responsible for setting and managing the
remuneration of Melrose senior management and divisional executive
teams, nor is it responsible for determining wider business unit
employee pay, which are the responsibility of the Chief Executive and
the relevant business unit executive team, respectively. Responsibility
for determining the remuneration of the Non-executive Directors (other
than the Chairman) sits with the Board. No Director plays a part in any
decision about his or her own remuneration.

The Committee’s terms of reference, which were last reviewed

by the Committee in November 2021, are available on our website,
www.melroseplc.net, and from the Company Secretary at
Melrose’s registered office.

Evaluation

The Code requires that FTSE 350 companies undertake an externally
facilitated Board and Committee evaluation once every three years.
The last external Melrose Board and Committee review was in 2020,
for which the Company engaged Lintstock Ltd.

Whilst the Company is not required to undertake another externally
facilitated Board and Committee evaluation until 2023, during 2021
the Company continued its ongoing internal review of the Board and
each Committee, both internally within each of those bodies and with
the Chairman of the Board and the Chairman of each Committee
respectively. These evaluations were conducted and facilitated by the
completion of questionnaires, and discussions at a Committee
meeting, with follow-up actions taking place as relevant. Members
were also given the option for meetings to be scheduled with the
Chairman of the Committee about any relevant matters that they
wished to raise as part of the ongoing review. Please see the
Corporate Governance report on pages 90 to 91 for further details.

Attendance at meetings
The attendance of the Non-executive Directors at the scheduled
meetings of the Committee in 2021 was as follows:

Member No. of meetings®

David Lis (Chairman) [ X Y]
Justin Dowley [ X Y]
Archie G. Kane® [ X Jlp)
Charlotte Twyning 002
Funmi Adegoke® [ X Y]
Victoria Jarman® ® /1

(1) Reflects regularly scheduled meetings of the Committee that took place in 2021.

(2) Retired from the Board and the Committee on 31 December 2021.

(3) Retired from the Committee at the end of the second Committee meeting.

(4) Appointed to the Committee with effect from 1 June 2021 and attended all Committee
meetings held during the period 1 June 2021 to 31 December 2021.

Compliance with legislation and the Code

We apply the principles of, and are fully compliant with, the key
provisions of the Code and the Financial Conduct Authority’s Listing
Rules and Disclosure Guidance and Transparency Rules, including in
relation to minimum shareholding requirements, post-cessation
minimum shareholding requirements, pension alignment, malus and
clawback, and discretion to override formulaic outcomes.

The Directors confirm that this report has also been prepared in
accordance with the Companies Act 2006 and Schedule 8 of the
Large and Medium-sized Companies and Groups (Accounts and
Reports) (Amendment) Regulations 2013.

As mentioned on page 103, the four principles of the Melrose
remuneration structure are wholly aligned with the Code factors of
clarity, simpilicity, risk, predictability, proportionality and alignment to
culture, as set out in the table opposite. The Committee ensured that
it took all of these elements into account when establishing the
Directors’ Remuneration Policy, as well as its application to executive
Directors during the period.

Factor How the Remuneration Committee has addressed and link to strategy

Clarity

The Company’s performance remuneration is based on supporting the implementation of the Company’s strategy, which
is primarily to create sustainable long-term shareholder value. This provides clarity to all stakeholders on the relationship
between the successful implementation of the Company’s strategy and the remuneration paid.

The Company seeks to present its remuneration arrangements to investors in the clearest and most transparent way
possible. We also remain committed to maintaining an open and transparent dialogue with our investors, both through
formal engagement processes, ad-hoc discussions, and through the disclosures in our annual reports.

Simplicity

The fixed elements of remuneration are limited to base salary, pension contribution and benefits, all below the lower
quartile of peers and in the case of pension contributions, the same as the rest of the Melrose head office employees.
There are only two variable elements of remuneration: the annual bonus and the 2020 Employee Share Plan, both of
which are based on simple and transparent metrics. The operation of the Annual Bonus Plan is linked to an earnings-
based target (at least 50%) and the achievement of strategic factors. The Company operates a single long-term incentive
scheme, which simply rewards the creation of shareholder value over a three-year period above a minimum level of return
for shareholders.

In the Committee’s view, this provides a very simple incentive framework which can be understood by all of the
Company’s stakeholders.

Risk

The Directors’ Remuneration Policy includes the following elements to mitigate against the risk of target-based incentives:

e Setting defined limits on the maximum award that can be earned, including capping the annual bonus to a
maximum of 100% of base salary and the application of the annual rolling cap to the 2020 Employee Share Plan.

e Requiring the deferral of up to 50% of the annual bonus award into ordinary shares of the Company in certain
circumstances and that all of the ordinary shares awarded in relation to the 2020 Employee Share Plan (other than
any ordinary shares sold in order to make adequate provision for any tax liability arising in connection with the
crystallisation) be held for a two-year holding period following the crystallisation date.

e The post-cessation minimum shareholding requirements, which require executive Directors to maintain the minimum
shareholding for a period of two years after leaving the Company.

e Aligning the performance condition with the “Buy, Improve, Sell” strategy of the Company.

e Ensuring there is sufficient flexibility for the Committee to adjust payments through malus and clawback and an
overriding discretion to depart from formulaic outcomes.

Predictability

Fixed remuneration for the executive Directors is set below the lower quartile of FTSE peers to limit fixed costs for the
Group, to provide certainty and to incentivise executive Directors.

Variable remuneration is limited to the annual bonus, which is capped at 100% of salary and performance-driven based
on financial growth and strategic factors, and the 2020 Employee Share Plan.

The method of calculation, limits and discretions under the Directors” Remuneration Policy are clearly set out.

Proportionality

The restricted fixed remuneration and capped Annual Bonus Plan is compensated by the opportunity for potentially
significant reward entirely dependent on performance pursuant to the 2020 Employee Share Plan that supports the
Company’s value creation strategy.

Alignment to
culture

The focus on responsible stewardship and long-term sustainable performance is a key part of the Company’s culture.
This is supported by the Directors’ Remuneration Policy, which (i) facilitates Committee oversight of workforce pay, policies
and incentives; (i) aligns executive Director pension contributions to those provided to the rest of the Melrose employees;
and (iii) deliberately restricts the annual salaries, bonuses and benefits for the executive Directors to below the lower
quartile of the FTSE 100.

Committee membership

All members of the Committee are independent Non-executive Directors within the definition of the Code. None of the Committee members
have any personal financial interest (other than as shareholders in the Company) in matters to be decided, nor do they have any conflicts of
interest from cross-directorships or any day-to-day involvement in running the business.

Advisors to the Remuneration Committee

During the year, the Committee received advice on the remuneration reporting regulations from PwC LLP. PwC LLP’s fees for this advice were
£238,850 excluding VAT, which were charged on a time/cost basis. During the year, PwC LLP also provided the Company with reward, tax,
accounting, and consulting advice.

The Committee appointed PwC LLP to act as its remuneration consultants and the Committee determined to reappoint PwC LLP to act for the
period under review. PwC LLP is a member of the Remuneration Consultants Group, and as such chooses to operate pursuant to a code of
conduct that requires remuneration advice to be given objectively and independently. The Committee is satisfied that the advice provided by
PwC LLP in relation to remuneration matters is objective and independent.

The Company Secretary acts as secretary to the Committee and attends Committee meetings.
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Statement of voting at general meetings

The charts below set out the votes on the Annual Report on Remuneration at the 2021 AGM, on the Directors’ Remuneration Policy at the 2020

AGM, on the 2020 Employee Share Plan at the January 2021 general meeting, and on the consequential amendments to the Directors’

Remuneration Policy at the January 2021 general meeting.

This Annual Report on Remuneration will be put to an advisory vote at the AGM, on 5 May 2022.

Resolution to approve the Directors’ Remuneration Report for the year
ended 31 December 2020 (5 May 2021)

Resolution to approve the Directors’ Remuneration Policy (7 May 2020)

@ Percentage of votes cast for the resolution  99.57%

® Percentage of votes cast against the resolution  0.43%

Votes withheld 89,212,976

Resolution to approve and implement the 2020 Employee Share Plan
(21 January 2021)

® Percentage of votes cast for the resolution ~ 98.40%

® Percentage of votes cast against the resolution  1.60%

Votes withheld 422,042,417

Resolution to approve the amendments proposed to the 2020 Directors’
Remuneration Policy to accommodate the 2020 Employee Share Plan
(21 January 2021)

® Percentage of votes cast for the resolution  82.64%

® Percentage of votes cast against the resolution 17.36%

Votes withheld 228,313,488

This report was approved by the Board and signed on its behalf by:

David Lis
Chairman, Remuneration Committee
3 March 2022

® Percentage of votes cast for the resolution  81.81%

® Percentage of votes cast against the resolution 18.19%

Votes withheld 108,963,824

Statement of Directors’ responsibilities

The Directors are responsible for preparing the Annual Report and

financial statements in accordance with applicable law and regulations.

Company law requires the Directors to prepare financial statements
for each financial year. Under that law, the Directors are required

to prepare the Group financial statements in accordance with
International Accounting Standards in conformity with the
requirements of the Companies Act 2006 and with International
Financial Reporting Standards (“IFRSs”) adopted pursuant to
Regulation (EC) No 1606/2002 as it applies in the European Union.
The financial statements also comply with IFRSs as issued by the
IASB. The Directors have also chosen to prepare the parent company
financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting
Standards and applicable law), including FRS 102 “The Financial
Reporting Standard applicable in the UK and Republic of Ireland”.
Under company law, the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair view
of the state of affairs of the Company and of the profit or loss of the
Company for that period.

In preparing the parent company financial statements, the Directors
are required to:

e select suitable accounting policies and then apply them
consistently;

e make judgements and accounting estimates that are reasonable
and prudent;

e state whether applicable UK Accounting Standards have been
followed, subject to any material departures disclosed and
explained in the financial statements; and

e prepare the financial statements on the going concern basis
unless it is inappropriate to presume that the Company will
continue in business.

In preparing the Group financial statements, International Accounting
Standard 1 requires that Directors:

e properly select and apply accounting policies;

e present information, including accounting policies, in a manner
that provides relevant, reliable, comparable and understandable
information;

e provide additional disclosures when compliance with the specific
requirements in IFRSs are insufficient to enable users to
understand the impact of particular transactions, other events and
conditions on the entity’s financial position and financial
performance; and

e make an assessment of the Company’s ability to continue as a
going concern.

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that the
financial statements comply with the Companies Act 2006. They are
also responsible for safeguarding the assets of the Company and
hence for taking reasonable steps for the prevention and detection of
fraud and other irregularities.

Under applicable law and regulations, the Directors are also
responsible for preparing a strategic report, directors’ report, directors’
remuneration report and corporate governance statement, each of
which complies with law and regulation.

The Directors are responsible for the maintenance and integrity of the
corporate and financial information included on the Company’s
website. Legislation in the United Kingdom governing the preparation
and dissemination of financial statements may differ from legislation in
other jurisdictions.

Directors’ responsibility statement
We confirm that to the best of our knowledge:

e the financial statements, prepared in accordance with the relevant
financial reporting framework, give a true and fair view of the
assets, liabilities, financial position and profit or loss of the
Company and the undertakings included in the consolidation
taken as a whole;

e the Strategic Report includes a fair review of the development and
performance of the business and the position of the Company
and the undertakings included in the consolidation taken as a
whole, together with a description of the principal risks and
uncertainties that they face; and

¢ the Annual Report and financial statements, taken as a whole, are
fair, balanced and understandable and provide the information
necessary for shareholders to assess the Company’s position and
performance, business model and strategy.

This responsibility statement was approved by the Board of Directors
on 3 March 2022 and is signed on its behalf by:

Geoffrey Martin Simon Peckham
Group Finance Director Chief Executive
3 March 2022 3 March 2022
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Independent auditor’s report to the
members of Melrose Industries PLC

Report on the audit of the financial statements

1. Opinion
In our opinion:

¢ the financial statements of Melrose Industries PLC (the ‘parent company’) and its subsidiaries (the ‘group’) give a true and fair view of
the state of the group’s and of the parent company’s affairs as at 31 December 2021 and of the group’s loss for the year then ended;

¢ the group financial statements have been properly prepared in accordance with United Kingdom adopted international accounting
standards and International Financial Reporting Standards (IFRSs) as issued by the International Accounting Standards Board (IASB);

¢ the parent company financial statements have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice, including Financial Reporting Standard 102 “The Financial Reporting Standard applicable in the UK and
Republic of Ireland”; and

¢ the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements which comprise:

e the Consolidated Income Statement;

e the Consolidated Statement of Comprehensive Income;

e the Consolidated Statement of Cash Flows;

e the Consolidated and Parent Company Balance Sheets;

e the Consolidated and Parent Company Statements of Changes in Equity; and

e the related notes 1 to 30 and the related notes 1 to 8 to the Parent Company Balance Sheet.

The financial reporting framework that has been applied in the preparation of the group financial statements is applicable law, United Kingdom
adopted international accounting standards and IFRSs as issued by the IASB. The financial reporting framework that has been applied in the
preparation of the parent company financial statements is applicable law and United Kingdom Accounting Standards, including FRS 102 “The
Financial Reporting Standard applicable in the UK and Republic of Ireland” (United Kingdom Generally Accepted Accounting Practice).

2. Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our responsibilities under
those standards are further described in the auditor’s responsibilities for the audit of the financial statements section of our report.

We are independent of the group and the parent company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s’) Ethical Standard as applied to listed public interest
entities, and we have fulfilled our other ethical responsibilities in accordance with these requirements. The non-audit services provided to the
group and parent company for the year are disclosed in note 7 to the financial statements.

We confirm that non-audit services prohibited by the FRC’s Ethical Standard were not provided to the Group, with the exception of advisory
services around the permissibility of paying a dividend in one of the Group’s overseas subsidiaries. This entity was no longer a subsidiary by the
year end and no specific reporting was required from the overseas firm in respect of this component. The fee for this work was approximately
£7,000. In our opinion, based on the monetary value and the nature of services provided, the impact of providing the services was immaterial
and inconsequential, however this is a breach, albeit insignificant, of the Ethical Standard. Following investigation it was concluded in agreement
with the Audit Committee that given the size of the services provided and their potential impact, as well as the safeguards in place, the provision
of these services did not impact upon our integrity, objectivity and independence as auditor to the company.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

3. Summary of our audit approach

Key audit matters The key audit matters that we identified in the current Within this report, key audit matters are identified as follows:
year were: ©  Newlyidentified
e |mpairment of goodwill and acquired intangibles;
e Classification of adjusting items;

e Revenue recognition in respect of RRSPs; and

® Increased level of risk
@ Similar level of risk

e Valuation of loss-making contract provisions. o Decreased level of risk

Materiality The materiality that we used for the group financial statements was £30 million which was determined on the based on a
number of benchmarks including adjusted profit before tax, net assets and revenue.

Scoping We selected 17 reporting sites where we requested component auditors to perform a full scope audit of the site
components’ financial information. We also selected 9 corporate components for a full scope audit of their financial
information.

We also requested component auditors to audit specific account balances and transactions (“SAB”) at a further 23
reporting units. Coverage from full scope and SAB scope components totals 79% of the group’s adjusted revenue, 88%
of adjusted operating profit and 84% of net assets.

Significant The number of components scoped in for the year end audit has reduced in comparison to the prior year, as the Nortek Air

changes in our Management, Brush and Nortek Control businesses were disposed of during the year.

approach

4. Conclusions relating to going concern
In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in the preparation of the
financial statements is appropriate.

Our evaluation of the directors’ assessment of the group’s and parent company’s ability to continue to adopt the going concern basis of
accounting included assessment of the following:

e obtained understanding of the financing facilities including nature of facilities, repayment terms and covenants;

e assessed the impact of risk and uncertainties on the business model and future cash flow forecasts;

e considered as part of our assessment the nature of the group, its business model and related risks including where relevant the impact
of Covid-19, the requirements of the applicable financial reporting framework and the system of internal control;

e evaluated the directors’ assessment of the group’s ability to continue as a going concern, including challenging the underlying data and
key assumptions used to make the assessment, and evaluated the directors’ plans for future actions in relation to their going concern
assessment. This was done through detailed assessment of the operating and non-operating cash flows for reasonableness and
consistency with the underlying forecast and plans for individual businesses;

e assessed the sufficiency of headroom available in the forecasts (cash and covenants) with respect to the risks and uncertainties;

e assessed management’s sensitivity analysis in order to assess whether that the reasonable worst-case sensitivities capture all the
reasonably possible downside risks and uncertainties; and

e assessed the adequacy of the disclosures provided in the financial statements.
Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions that, individually or

collectively, may cast significant doubt on the group’s and parent company’s ability to continue as a going concern for a period of at least twelve
months from when the financial statements are authorised for issue.

In relation to the reporting on how the group has applied the UK Corporate Governance Code, we have nothing material to add or draw
attention to in relation to the directors’ statement in the financial statements about whether the directors considered it appropriate to adopt the
going concern basis of accounting.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant sections of this report.
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Independent auditor’s report to the
members of Melrose Industries PLC

Continued

5. Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial statements of the
current period and include the most significant assessed risks of material misstatement (whether or not due to fraud) that we identified. These
matters included those which had the greatest effect on: the overall audit strategy, the allocation of resources in the audit; and directing the
efforts of the engagement team.

These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do
not provide a separate opinion on these matters.

5.1 Impairment of Goodwill and acquired intangibles Q

Key audit matter
description

Goodwill on the balance sheet at 31 December 2021 is £2,850 million (2020: £3,640 million), and the acquired intangible
assets balance is £4,193 million (2020: £5,150 million). As required by IAS 36 Impairment of assets (“IAS 36") management
performs an impairment review for all goodwill balances on an annual basis and for other assets whenever an indication of
impairment is identified. This review identified the following group of groups of Cash Generating Units (CGUSs):

e Aerospace (goodwill £933 million, other acquired intangible assets £2,542 million)

e Automotive (goodwill £1,001 million, other acquired intangible assets £979 million)

e Powder Metallurgy (goodwill £507 million, other acquired intangible assets £559 million)

e Ergotron (goodwill £409 million, other acquired intangible assets £113 million)

Impairment of goodwill and acquired intangibles has been identified as a key audit matter as a result of the quantitative

significance of the balances, and the application of management judgement and estimation in performing impairment reviews,
specifically with respect to:

¢ The selection of the appropriate methodology (fair value less costs to sell or value in use) in determining recoverable
amount for each group of CGUs;

e the effect on future cash flows as a result of the pace of recovery in the Automotive and the Aerospace industries;
e the margin improvements as a result of restructuring programmes; and

e determination of the correct discount and growth rates to be used in the model.

Headroom available at 31 December 2021 has increased for the groups of CGUs noted above as a result of reduced
economic uncertainty. During the year the automotive industry has been adversely impacted by the shortage in semi-

conductors which disrupted the supply chain. Other economic factors such as cost inflation and increased interest rates
have also affected the group. Overall, we have identified a heightened risk in relation to the Automotive group of CGUs.

Further details are included in note 11 to the group financial statements in relation to the sensitivities reflecting the risks
inherent in the valuation of goodwill and other non-current assets and also in note 3 to the group financial statements in
relation to the key sources of estimation uncertainty for these businesses.

Refer also to page 95 of the report of the audit committee.

How the scope of our
audit responded to the
key audit matter

We obtained an understanding of the relevant controls over the valuation of goodwill and other intangible assets, in particular
the relevant controls over the forecasts that underpin the value in use and fair value less cost to sell models and controls
around management’s preparation of impairment models.

We assessed management’s impairment paper, underlying analysis and supporting financial models, and challenged the
reasonableness of the assumptions that underpin management’s forecasts. Specifically, our work included, but was not
limited to:

¢ assessing the methodology selected by management to estimate recoverable amount (fair value less cost to sell or
value in use) against the requirements of IAS 36 and IFRS 13 Fair value measurement;

e understanding management’s process for assessing the impact on operating margin of ongoing and future
restructuring programmes;

e challenging management’s assumptions within the impairment models, particularly forecast cash flows and how
management will achieve improvements to operating margin through ongoing restructuring programmes by
benchmarking against previous restructuring programmes;

e benchmarking long term growth rates to applicable macro-economic and market data, also taking into account the
assumed recovery for the Covid-19 pandemic;

e involving our internal valuation specialists to challenge the discount rate applied, by obtaining the underlying data used
in the calculation and benchmarking it against market data and comparable organisations, and by evaluating the
underlying process used to determine the risk adjusted cash flow projections;

e evaluating the integrity of the impairment models through testing of the mathematical accuracy, checking the
application of the input assumptions and testing its compliance with IAS 36;

e performed sensitivity analysis to identify the key assumptions that have a significant effect on the model;

e assessing the appropriateness of the disclosures included by management in note 3 and 11 to the group financial
statements and re-performing the calculations that underpin those disclosures.

Key observations

We determined that the assumptions applied in the impairment model were within an acceptable range, that the overall
position adopted was reasonable and that the disclosures in respect of reasonably possible changes to key assumptions are
appropriate.

5.2 Classification of adjusting items &

Key audit matter
description

In addition to the statutory results, the group continues to present adjusted profit measures which are before the impact of
adjusting items. Judgements made by management regarding the classification of adjusting costs and income therefore
have a significant impact on the presentation of the group’s results. In total, adjustments of £826 million have been made to
the statutory operating loss of £451 million to derive adjusted operating profit of £375 million.

Adjusting items included:

e amortisation of acquisition-related intangible assets (£452 million);

e restructuring costs (£269 million);

e equity accounted investments adjustments (£28 million);

® equity settled compensation scheme charges (£19 million);

e acquisition and disposal related gains (£7 million);

 |oss on movement in fair value of derivatives (£114 million); and

® net income from releases and changes in discount rate of fair value items (£49 million).

A key audit matter has been identified in respect of the classification of items recorded as adjusting. While the key measure
used by management to monitor performance is adjusted operating profit, adjusted profit before tax is also a key measure
used by management in communication with shareholders. There is a risk that costs or income may be classified as
adjusting which are underlying or recurring items, and therefore distort the reported adjusted profit, whether due to

manipulation or error. Consistency in the identification and presentation of the adjusted costs or income is important for the
comparability of year-on-year reporting.

Explanations of each adjustment are set out in note 6 to the group financial statements. Refer also to page 96 (Report of the
audit committee).

How the scope of our
audit responded to the
key audit matter

We obtained understanding of the relevant controls over the classification of adjusting items in the financial statements.

We evaluated the appropriateness of the inclusion of items, both individually and in aggregate, within adjusted results.

Specifically, we:

¢ assessed the consistency of items included year on year and the application of management’s accounting policy,
challenging the nature of these items in comparison to ESMA guidance and FRC guidance, and challenging in
particular the inclusion of those items that recur annually;

e tested a sample of adjusting items by agreeing to source documentation and evaluating their nature in order to assess
whether they are disclosed in accordance with the group’s accounting policy, and also to assess consistency of
adjusting items between periods in the group financial statements;

o focussed our challenge on certain categories within adjusting items where we assessed that increased level of
judgement had been applied by management, and there was increased risk for fraud or error. This included additional
testing of restructuring costs, movements in fair value adjustments and impairment of assets;

e agreed the amounts recorded through to underlying financial records and other audit support to test that the amounts
disclosed were complete and accurate;

* where management recognised releases to fair value adjustments, we challenged this classification and assessed
whether events and conditions existed to cause a release of the provision recognised as part of acquisition accounting;

o for restructuring costs, assessed whether the recognised costs meet the recognition criteria set out in IAS 37
‘Provisions’; and

¢ assessed whether the disclosures within the group financial statements provide sufficient detail for the reader to
understand the nature of these items and how adjusted results are reconciled to statutory results.

Key observations

The value of adjusting items results in a material difference between the statutory and adjusted results. Whilst we note that the
majority of adjusting items recur from period to period, their classification and presentation is consistent with the Group’s policy.
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Independent auditor’s report to the
members of Melrose Industries PLC

Continued

5.3 Revenue Recognition in respect of RRSPs &

Key audit matter
description

The group has recognised total revenue of £6,883 million in 2021 (2020: £7,132 million).

There are judgements taken within the revenue recognition of material Risk and Revenue Sharing Partnerships (‘RRSPs”) in
the Aerospace division (where revenue totals £2,543 million (2020: £2,804 million)). The risk specifically arises in the Engine
Systems businesses and focuses on the timing at which performance obligations are met as well as the valuation of revenue
recognised given the increased level of estimation and judgement on application of principles set out in IFRS 15 Revenue from
contracts with customers. This includes the revenue recognised from those contracts identified by management where the
pricing for the same parts varies across the contract. There is judgement in how the overall price is allocated across the units
supplied where there is a contractual right to aftermarket revenues in consideration of the requirements of IFRS 15 to constrain
variable consideration recognised. The amount of revenue recognised from RRSP contracts during the year was £402 million,
which includes variable consideration of £55 million (2020: £354 million, which included variable consideration of £13 million).

Furthermore, the revenue recognition models used by management for RRSPs involve a number of significant assumptions
based on any modifications to the contracts including programme share or changes in pricing and historical data and trends,
such as engineering requirements to support programmes and the expected life of mature engines. Any changes to these
assumptions require a higher level of judgement and estimation. This increases the risk that revenue recognition may not

be appropriate.

Refer to page 95 (Report of the audit committee) and pages 143 to 145 (note 3 to the group financial statements) and
page 145 (note 4 to the financial statements ).

How the scope of our
audit responded to the
key audit matter

We obtained an understanding of the relevant controls over the recognition of revenue for RRSP contracts.

For each RRSP contract with material variable consideration, we recalculated the amount of revenue recognised to assess
that it has been calculated in accordance with IFRS 15, the contractual agreement and the latest correspondence with the
customer. In particular, we have:

e agreed the percentage of revenue entitlement to the customer contract;
e reviewed correspondence with the customer in the period, in particular entitiement reports;

e challenged estimations made by management at the year-end by taking account of historical settlements and checking
historical estimation accuracy;

e challenged the assumptions used in arriving at the element of variable consideration recognised. This was done by
performing a number of procedures listed below;

e performed an assessment of the timing at which control is transferred and revenue is recognised by identifying the
performance obligations from the contract and checking the recognition triggers;

e obtained and reviewed the contract modifications, including programme share or changes in pricing, and assessed
that they have been appropriately included in the RRSP models; and

e tested underlying data included in the trend analysis above and performed independent industry research for evidence
that may contradict management’s assumptions on margin and engine life.
In assessing the key assumptions in the revenue recognition model, we performed specific procedures that included:

e obtained an understanding of the relevant controls in place within the Aerospace businesses, that hold RRSP contracts,
to review the underlying data;

e challenged and assessed the position papers prepared by management, and the model prepared;

e assessed accuracy of the underlying data that has been used in the determination of the assumptions including usage
profiles, industry data and customer correspondence; and

e assessed of the disclosure provided in the group financial statements in relation to the changes in these assumptions
against the requirements of IFRS 15.

Key observations

We are satisfied that the key assumptions made in determining the value of revenue recognised on RRSP contracts with
variable consideration is within an acceptable range and the overall position is reasonable.

We consider the disclosure provided in the financial statements in relation to the changes in the key assumptions is
appropriate and consistent with the requirements of IFRS 15.

5.4 Valuation of Loss-making contracts provision 9

Key audit matter
description

In 2018, upon acquisition of GKN, the group recognised provisions of £629 million in relation to loss-making contracts. At
31 December 2021, following utilisation and release during the year, £167 million remained unutilised (2020: £241 million).
The methodology supporting the provisions is inherently complex and involves a high level of management judgement and
estimation. We consider the following to be the key judgements and estimates in relation to these provisions:

e accounting for the effect of negotiations and correspondence with customers on the existing loss-making contract
provisions;

e forecast cost projections including the level of material, direct labour, and contract-related overheads;

e calculation of utilisation for the year;

® assessing changes in inputs and assumptions to evaluate the correct timing of releases; and

e the classification of provision utilisation and release in the income statement.

While the level of loss-making provisions in Automotive is no longer material, we have identified wider macroeconomic
factors such as the semi-conductor shortage and its impact on sales volumes, increasing energy and freight charges, and
increasing commaodity prices, which all have an impact on the profitability of the components sold by GKN Automotive. While
there have not been material changes to the existing provisions which were identified during the Melrose acquisition of GKN,
there is still a heightened risk due to the wider macroeconomic factors that impact the valuation of the loss-making sales
already identified, but also increases the risk that additional contracts may have now become loss-making. Therefore there is
still a heightened risk around the completeness of loss-making sales

Refer to page 96 (of the audit committee report) and pages 143 to 145 (note 3 to the group financial statements and
pages 169 to 170 (note 21 to the group financial statements).

How the scope of our
audit responded to the
key audit matter

We obtained an understanding of the relevant controls over the review and estimation of loss-making contract provisions.

For a sample of loss-making contract provision balances (including all material provisions) our work included, but was not
limited to:

e obtaining and checking supporting documentation for key assumptions and inputs, for example:
— price data from corresponding contracts;
— volumes from independent and recognised industry reports;
— invoice and supplier documentation that supports costs; and
— executed agreements for changes to pricing or early termination of contracts and other terms;

e enquiry of legal, commercial, operational, programme and engineering management to understand any changes to the
relevant programmes that would impact valuation (e.g. new tooling, manufacturing improvements and efficiencies,
changes in raw material costs);

e reviewing relevant third-party correspondence (with customers and suppliers) and assessed the impact on the
valuation of the provision;

e recalculating the amount of the provision utilised in the year, and challenging assumptions and inputs used to calculate
utilisation;

o for any releases of provisions, challenging the judgements applied by management and examined appropriate evidence
supporting the release (new commercial agreements, price amendments, support for cost reductions such as labour
cost and direct overheads savings etc); and

e evaluating whether the releases and utilisation are classified in accordance with the accounting policy.

Key observations

We are satisfied that the loss-making contracts provision at 31 December 2021 is valued appropriately, that releases and
utilisations recorded during the year are appropriate, and that key estimates formed by management are reasonable.

6. Our application of materiality

6.1 Materiality

We define materiality as the magnitude of misstatement in the group and parent company financial statements that makes it probable that the
economic decisions of a reasonably knowledgeable person would be changed or influenced. We use materiality both in planning the scope of
our audit work and in evaluating the results of our work.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

Group financial statements Parent company financial statements

Materiality

£30 million (2020: £30 million) £15 million (2020: £15 million)

Basis for determining
materiality

We considered the following metrics:
e adjusted profit before tax;
e revenue; and

We determined materiality based on net assets, which was
then capped at 50% (2020: 50%) of group materiality in
order to address the risk of aggregation when combined

with other businesses.
® net assets.

Using professional judgement we determined materiality to
be £30m.

Rationale for the
benchmark applied

In determining our benchmark for materiality, we considered  In our professional judgement we believe that use of

a number of different metrics used by investors and other a balance sheet measure is appropriate for a holding
readers of the Financial Statements. This approach is company. This is with reference to the net asset position of
consistent with the prior year to reflect the volatility in the the company when compared to the net asset position of
results of the group arising from the impact of Covid-19 and  the group.

the recovery thereof.

Materiality for the current year represents:

* 11.9% of adjusted profit before tax (FY20: 19.6%);

® 0.4% of revenue (FY20: 0.3%); and

® 0.4% of net assets (FY20: 0.4%).
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Independent auditor’s report to the
members of Melrose Industries PLC

Continued

6.2 Performance materiality
We set performance materiality at a level lower than materiality to reduce the probability that, in aggregate, uncorrected and undetected
misstatements exceed the materiality for the financial statements as a whole.

Group financial statements Parent company financial statements

Performance materiality 60% (2020: 60%) of group materiality 60% (2020: 60%) of parent company materiality
In determining performance materiality, we considered the following factors:

¢ the assessment of the complexity of the group and nature of the group’s business model; and

¢ the de-centralised nature of the group’s control environment and its variation across the group.

Basis and rationale for
determining performance
materiality

6.3 Error reporting threshold

We agreed with the Audit Committee that we would report to the Committee all audit differences in excess of £1.5million (2020: £1.5 million), as
well as differences below that threshold that, in our view, warranted reporting on qualitative grounds. We also report to the Audit Committee on
disclosure matters that we identified when assessing the overall presentation of the financial statements.

7. An overview of the scope of our audit

7.1 ldentification and scoping of components

In order to determine the scoping of components we consider the nature of the Group and its structure. There are now four operating segments
in the continuing operations of the group:

e Aerospace;

e Automotive;

e Powder Metallurgy; and

e Other Industrial

In addition to the operating segments above, the group has a number of central cost centres which report to the Board and include head office
companies for corporate functions and costs.

Each division consists of a number of reporting units and manages operations on a geographical and functional basis. There are 200 sites in
total, each of which is responsible for maintaining their own accounting records and controls and using an integrated consolidation system to
report to UK head office. Our group audit scope focused on audit work at 49 components (2020: 60), of which

* 13 relate to components that form part of the Aerospace segment;

* 19 relate to components that form part of the Automotive segment;

® © relate to components that form part of the Powder Metallurgy segment;

e 2 relate to components that form part of the Other Industrial segment; and

e 9 relate to corporate cost centres.

Each component was set a specific component materiality, considering its relative size and any component-specific risk factors such as internal
audit findings and history of error. The component materialities applied were in the range £7 million to £14 million.

We selected 17 reporting units where we requested component auditors to perform a full scope audit of the components’ financial information.
We also requested component auditors to audit specified account balances and transactions (“SAB”) at a further 23 reporting units. Coverage
from full scope and SAB scope components totals 79% of the group’s adjusted revenue, 88% of adjusted operating profit and 84% of net assets.

Aerospace

In respect of the Aerospace division, 7 components were subject to a full audit and 6 components were subject to SAB scope. These 13
components together accounted for 73% of the Aerospace division’s adjusted revenue and 87% of the Aerospace division’s adjusted operating
profit and divisional costs.

Automotive

In respect of the Automotive division, 8 components were subject to a full audit and 11 components were subject to SAB scope. These 19
components accounted for 88% of the Automotive division’s adjusted revenue and 91% of the Automotive division’s adjusted operating profit
and divisional costs.

Powder Metallurgy

In respect of the Powder Metallurgy division, 1 component was subject to a full audit and 5 components were subject to SAB scope. These 6
components together accounted for 55% of the Powder Metallurgy division’s adjusted revenue and 80% of the Powder Metallurgy division’s
adjusted operating profit and divisional costs.

Other Industrial

In respect of the Other Industrial division, 1 component was subject to a full audit and 1 component was subject to SAB scope. These 2
components together accounted for 81% of the Other Industrial division’s adjusted revenue and 92% of the Other Industrial division’s adjusted
operating profit and divisional costs.

Corporate cost centres
In respect of the corporate cost centres, 9 components were subject to a full audit.

Company
The audit of the Company was performed by the group engagement team based at the Company’s head office.

Residual balances
All entities not subject to the audit procedures above were subject to analytical procedures by the group engagement team.

While we understood and tested design and implementation of relevant controls in key areas, given the number and diverse nature of the
components of the group, we took controls reliance in certain limited areas of the audit only.

Adjusted revenue Adjusted operating profit Net assets
® Full audit scope 51% ® Full audit scope 70% @ Full audit scope 83%
® SAB 28% ® SAB 18% ® SAB 1%
©® Review at 21% ©® Review at 12% © Review at 16%
group level group level group level

7.2.0ur consideration of climate-related risks

Climate change and the transition to a low carbon economy (“climate change”) were considered in our audit where they have the potential to
directly or indirectly impact key judgements and estimates within the group financial statements. The Group continues to develop its
assessment of the potential impacts of climate change, as explained in the Sustainability Report on pages 54 to 77. Climate risks have the
potential to materially impact the key judgements and estimates within the financial statements. Our audit considered those risks that could be
material to the key judgement and estimates in the assessment of the carrying value of non-current assets and impact on future cashflows.

We also considered whether information included in the climate related disclosures in the Annual Report were consistent with our
understanding of the business and the financial statements with involvement of sustainability specialists.

7.3.Working with other auditors

Due to intermittent restrictions on working practices caused by Covid-19 the majority of the audit work was executed remotely. Limited sites
were visited due to the restrictions to travel. In order to address the Impact of Covid, regular communication took place with component audit
teams and component management teams using conference and video calls, with a particular focus on locations where work was performed
on significant audit risks.

In addition to the above, the group audit partners including the senior statutory auditor held group-wide, divisional and individual planning and
close meetings which covered all businesses. Each division has a dedicated senior member of the group audit team responsible for the
supervision and direction of components, including where appropriate sector-specific expertise. We included the component audit teams in our
team briefing, discuss and review their risk assessment, and reviewed documentation of the findings from their work. We also reviewed the
audit work papers supporting component teams’ reporting to us remotely using shared desktop technology.

8. Other information
The other information comprises the information included in the annual report, other than the financial statements and our auditor’s report
thereon. The directors are responsible for the other information contained within the annual report.

Our opinion on the financial statements does not cover the other information and, except to the extent otherwise explicitly stated in our report,
we do not express any form of assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent with the
financial statements or our knowledge obtained in the course of the audit, or otherwise appears to be materially misstated.

If we identify such material inconsistencies or apparent material misstatements, we are required to determine whether this gives rise to a
material misstatement in the financial statements themselves. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.

9. Responsibilities of directors

As explained more fully in the Statement of Directors’ responsibilities, the directors are responsible for the preparation of the financial statements
and for being satisfied that they give a true and fair view, and for such internal control as the directors determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the group’s and the parent company’s ability to continue as a
going concern, disclosing as applicable, matters related to going concern and using the going concern basis of accounting unless the directors
either intend to liquidate the group or the parent company or to cease operations, or have no realistic alternative but to do so.

10. Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but
is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at: www.frc.org.uk/
auditorsresponsibilities. This description forms part of our auditor’s report.
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Independent auditor’s report to the
members of Melrose Industries PLC

Continued

11. Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with our responsibilities,
outlined above, to detect material misstatements in respect of irregularities, including fraud. The extent to which our procedures are capable of
detecting irregularities, including fraud is detailed below.

11.1 Identifying and assessing potential risks related to irregularities
In identifying and assessing risks of material misstatement in respect of irregularities, including fraud and non-compliance with laws and
regulations, we considered the following:

¢ the nature of the industry and sector, control environment and business performance including the design of the group’s remuneration
policies, key drivers for directors’ remuneration, bonus levels and performance targets;

e results of our enquiries of management, internal audit, legal counsel, operational staff and the audit committee about their own
identification and assessment of the risks of irregularities;

e any matters we identified having obtained and reviewed the group’s documentation of their policies and procedures relating to:
— identifying, evaluating and complying with laws and regulations and whether they were aware of any instances of non-compliance;
— detecting and responding to the risks of fraud and whether they have knowledge of any actual, suspected or alleged fraud;
— the internal controls established to mitigate risks of fraud or non-compliance with laws and regulations; and

e the matters discussed among the audit engagement team including significant component audit teams and involving relevant internal
specialists, including tax, valuations, pensions and IT specialists regarding how and where fraud might occur in the financial statements
and any potential indicators of fraud.

As a result of these procedures, we considered the opportunities and incentives that may exist within the organisation for fraud and identified
the greatest potential for fraud in the following areas: classification of adjusted items, revenue recognition in respect of RRSPs and valuation of
loss-making contracts provisions. In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond to
the risk of management override.

We also obtained an understanding of the legal and regulatory frameworks that the group operates in, focusing on provisions of those laws and
regulations that had a direct effect on the determination of material amounts and disclosures in the financial statements. The key laws and
regulations we considered in this context included the UK Companies Act and Listing Rules, UK Bribery Act as well as pensions legislation and
tax legislation.

In addition, we considered provisions of other laws and regulations that do not have a direct effect on the financial statements but compliance
with which may be fundamental to the group’s ability to operate or to avoid a material penalty. These included the group’s environmental
regulations in the jurisdictions the group operates in.

11.2 Audit response to risks identified

As a result of performing the above, we identified classification of adjusted items, revenue recognition in respect of RRSPs and valuation of
loss-making contracts provision as key audit matters related to the potential risk of fraud. The key audit matters section of our report explains the
matters in more detail and also describes the specific procedures we performed in response to those key audit matters.

In addition to the above, our procedures to respond to risks identified included the following:

e reviewing the financial statement disclosures and testing to supporting documentation to assess compliance with provisions of relevant
laws and regulations described as having a direct effect on the financial statements;

enquiring of management, the audit committee and in-house legal counsel concerning actual and potential litigation and claims;
performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks of material misstatement
due to fraud;

e reading minutes of meetings of those charged with governance, reviewing internal audit reports and reviewing correspondence with
HMRC; and

¢ in addressing the risk of fraud through management override of controls, testing the appropriateness of journal entries and other
adjustments; assessing whether the judgements made in making accounting estimates are indicative of a potential bias; and evaluating
the business rationale of any significant transactions that are unusual or outside the normal course of business.

We also communicated relevant identified laws and regulations and potential fraud risks to all engagement team members including internal
specialists and significant component audit teams and remained alert to any indications of fraud or non-compliance with laws and regulations
throughout the audit.

Report on other legal and regulatory requirements

12. Opinions on other matters prescribed by the Companies Act 2006
In our opinion the part of the directors’ remuneration report to be audited has been properly prepared in accordance with the Companies Act 2006.
In our opinion, based on the work undertaken in the course of the audit:

¢ the information given in the strategic report and the directors’ report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and

e the strategic report and the directors’ report have been prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the group and the parent company and their environment obtained in the course of the audit, we
have not identified any material misstatements in the strategic report or the directors’ report.

13. Corporate Governance Statement
The Listing Rules require us to review the directors’ statement in relation to going concern, longer-term viability and that part of the Corporate
Governance Statement relating to the group’s compliance with the provisions of the UK Corporate Governance Code specified for our review.

Based on the work undertaken as part of our audit, we have concluded that each of the following elements of the Corporate Governance
Statement is materially consistent with the financial statements and our knowledge obtained during the audit:

e the directors’ statement with regards to the appropriateness of adopting the going concern basis of accounting and any material
uncertainties identified set out on page 39;

e the directors’ explanation as to its assessment of the group’s prospects, the period this assessment covers and why the period is
appropriate set out on page 39;

e the directors’ statement on fair, balanced and understandable set out on page 117;

e the board’s confirmation that it has carried out a robust assessment of the emerging and principal risks set out on pages 43 to 49;

¢ the section of the annual report that describes the review of effectiveness of risk management and internal control systems set out on
page 40; and

¢ the section describing the work of the audit committee set out on page 94.

14. Matters on which we are required to report by exception

14.1 Adequacy of explanations received and accounting records

Under the Companies Act 2006 we are required to report to you if, in our opinion:

¢ we have not received all the information and explanations we require for our audit; or

e adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from
branches not visited by us; or

e the parent company financial statements are not in agreement with the accounting records and returns.
We have nothing to report in respect of these matters.

14.2 Directors’ remuneration
Under the Companies Act 2006 we are also required to report if in our opinion certain disclosures of directors’ remuneration have not been
made or the part of the directors’ remuneration report to be audited is not in agreement with the accounting records and returns.

We have nothing to report in respect of these matters.

15. Other matters which we are required to address

15.1 Auditor tenure

Following the recommendation of the audit committee, we were appointed by the Board of Directors in 2003 to audit the financial statements
for the year ending 31 December 2003 and subsequent financial periods. The period of total uninterrupted engagement including previous
renewals and reappointments of the firm is 19 years, covering the years ending 31 December 2003 to 31 December 2021.

15.2 Consistency of the audit report with the additional report to the audit committee
Our audit opinion is consistent with the additional report to the audit committee we are required to provide in accordance with ISAs (UK).

16. Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006. Our
audit work has been undertaken so that we might state to the company’s members those matters we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than
the company and the company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

As required by the Financial Conduct Authority (FCA) Disclosure Guidance and Transparency Rule (DTR) 4.1.14R, these financial statements
form part of the European Single Electronic Format (ESEF) prepared Annual Financial Report filed on the National Storage Mechanism of the
UK FCA in accordance with the ESEF Regulatory Technical Standard (‘(ESEF RTS’). This auditor’s report provides no assurance over whether
the annual financial report has been prepared using the single electronic format specified in the ESEF RTS.

%W’

Edward Hanson (Senior statutory auditor)
For and on behalf of Deloitte LLP
Statutory Auditor

London, United Kingdom

3 March 2022
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Consolidated Income Statement

Consolidated Statement of Comprehensive Income

Year ended Year ended
31 December 31 December
2021 2020
Notes £m £m
Profit/(loss) after tax for the year 837 (533)
Iltems that will not be reclassified subsequently to the Income Statement:
Net remeasurement gain on retirement benefit obligations 24 297 244
Fair value gain/(loss) on investments in equity instruments 12 43 (16)
Income tax charge relating to items that will not be reclassified 8 (71) (42)
269 186
Items that may be reclassified subsequently to the Income Statement:
Currency translation on net investments (101) (42)
Share of other comprehensive income from equity accounted investments 15 13 16
Transfer to Income Statement from equity of cumulative translation differences
on disposal of foreign operations 13 113 -
Derivative gains/(losses) on hedge relationships 54 (99)
Transfer to Income Statement on hedge relationships 46 8
Income tax (charge)/credit relating to items that may be reclassified 8 (19) 9
106 (108)
Other comprehensive income for the year 375 78
Total comprehensive income/(expense) for the year 1,212 (455)
Attributable to:
Owners of the parent 1,208 (458)
Non-controlling interests 4 3
1,212 (455)

Restated(™
Year ended Year ended
31 December 31 December
2021 2020
Continuing operations Notes £m £m
Revenue 4,5 6,883 7,132
Cost of sales (5,872) (6,330)
Gross profit 1,011 802
Share of results of equity accounted investments 15 38 32
Net operating expenses 7 (1,500) (1,321)
Operating loss 5,6 (451) (487)
Finance costs 7 (169) (195)
Finance income 7 2 3
Loss before tax (618) (679)
Tax 8 172 114
Loss after tax for the year from continuing operations (446) (565)
Discontinued operations
Profit for the year from discontinued operations 13 1,283 32
Profit/(loss) after tax for the year 837 (533)
Attributable to:
Owners of the parent 833 (536)
Non-controlling interests 4 3
837 (533)
Earnings per share
Continuing operations
— Basic 10 (9.6)p (11.7)p
— Diluted 10 (9.6)p 7)p
Continuing and discontinued operations
— Basic 10 17.7p (11.0)p
— Diluted 10 17.7p .0)p
Adjusted® results from continuing operations
Adjusted revenue 5 7,496 7,723
Adjusted operating profit 56 375 141
Adjusted profit/(loss) before tax 6 252 (41)
Adjusted profit/(loss) after tax 6 197 (27)
Adjusted basic earnings per share 10 4.1p (0.6)p
Adjusted diluted earnings per share 10 4.1p (0.6)p

(1) Results for the year ended 31 December 2020 have been restated for discontinued operations (note 1).
(2) Defined in the summary of significant accounting policies (note 2).
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%0 | Consolidated Statement of Cash Flows Consolidated Balance Sheet 131

Restated(® 31 December 31 December I
Year ended Year ended 2021 2020 g
31 December 31 December Notes £m £m 9,
2021 2020 =
Notes £m £m Non-current assets g
Goodwill and other intangible assets 11 7,390 9,198 T
Operating activities Property, plant and equipment 14 2,528 3,133 é
Net cash from operating activities from continuing operations 27 263 476 Investments 12 87 34 g..
Net cash from operating activities from discontinued operations 27 - 288 Interests in equity accounted investments 15 429 430
Deferred tax assets 22 250 180
Net cash from operating activities 263 764 Derivative financial assets 25 47 101
Other receivables 17 707 439
Investing activities 11,438 13,515
Disposal of businesses, net of cash disposed 13 2,703 10 Current assets
Purchase of property, plant and equipment (220) (253) Inventories 16 893 1,126
Proceeds from disposal of property, plant and equipment 13 25 Trade and other receivables 17 1,184 1,658
Purchase of computer software and capitalised development costs (18) (37) Derivative financial assets 25 23 47
Dividends received from equity accounted investments 15 52 54 Current tax assets 11 23
Purchase of investments 12 (10) () Cash and cash equivalents 18 473 311
Acquisition of subsidiaries, net of cash acquired - (19) p
Interest received 2 3 2:96% 3,165
Total assets 5 14,022 16,680
Net cash from/(used in) investing activities from continuing operations 2,522 (219) Current liabilities
Net cash used in investing activities from discontinued operations 27 (11) (29) Trade and other payables 19 2,051 2,456
Interest-bearing loans and borrowings 20 4