
Melrose Industries PLC 
GKN – unlocking the potential 

1 January 2018 



Disclaimer 

IMPORTANT: YOU MUST READ THE FOLLOWING BEFORE CONTINUING. THIS PRESENTATION CONTAINS INSIDE INFORMATION. NOT FOR RELEASE, PRESENTATION, PUBLICATION OR DISTRIBUTION IN WHOLE OR IN PART IN, INTO OR FROM THE UNITED 
STATES, CANADA, JAPAN, AUSTRALIA, SOUTH AFRICA OR ANY JURISDICTION WHERE TO DO SO WOULD CONSTITUTE A VIOLATION OF THE RELEVANT LAWS OF SUCH JURISDICTION  
This presentation has been prepared by or on behalf of Melrose Industries plc (“Melrose”) in connection with the potential acquisition of the entire issued and to be issued share capital of GKN plc (“GKN”) by Melrose (the “Proposed Acquisition”). The information set out in this 
presentation is not intended to form the basis of any contract. By attending (whether in person, by telephone or webcast) this presentation or by reading the presentation slides, you agree to the conditions set out below. This presentation (including any oral briefing and any question-and-
answer session in connection with it) is for information only. The presentation is not intended to, and does not constitute, represent or form part of any offer, invitation, inducement or solicitation of any offer to purchase, otherwise acquire, subscribe for, sell or otherwise dispose of, any 
securities or the solicitation of any vote or approval in any jurisdiction. It must not be acted on or relied on in connection with any contract or commitment whatsoever. It does not constitute a recommendation regarding any securities. Past performance, including the price at which 
Melrose’s securities have been previously bought or sold and the past yield on Melrose’s securities, cannot be relied on as a guide to future performance. Nothing herein should be construed as financial, legal, tax, accounting, actuarial or other specialist advice.  
No shares are being offered to the public by means of this presentation. You should conduct your own independent analysis of Melrose, GKN and the Proposed Acquisition, including consulting your own independent advisers in order to make an independent determination of the 
suitability, merits and consequences of the Proposed Acquisition. The release, presentation, publication or distribution of this presentation in jurisdictions other than the United Kingdom may be restricted by law and therefore any persons who are subject to the laws of any jurisdiction 
other than the United Kingdom should inform themselves about and observe any applicable requirements. It is your responsibility to satisfy yourself as to the full observance of any relevant laws and regulatory requirements. Any failure to comply with applicable requirements may 
constitute a violation of the laws and/or regulations of any such jurisdiction.  
In the European Economic Area (“EEA”), this presentation is only intended for and directed at persons in member states who are “qualified investors” within the meaning of Article 2(1)(e) of the Prospectus Directive (Directive 2003/71/EC) and amendments thereto, including Directive 
2010/73/EU (to the extent implemented in the relevant member state of the EEA) and any implementing measure in each relevant member state of the EEA (“Qualified Investors”).  
In addition, in the United Kingdom, this presentation is being made available only to persons who fall within the exemptions contained in Article 19 and Article 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) and Qualified Investors. This 
presentation is not intended to be available to, and must not be relied upon, by any other person.  
This document must not be acted on or relied on (i) in the United Kingdom, by persons who do not fall within the Order and (ii) in any member states of the European Economic Area other than the United Kingdom, by persons who are not Qualified Investors. Nothing in this presentation 
constitutes investment advice and any recommendations that may be contained herein have not been based upon a consideration of the investment objectives, financial situation or particular needs of any specific recipient. None of Melrose, its shareholders, subsidiaries, affiliates, 
associates, or their respective directors, officers, partners, employees, representatives and advisers (the “Relevant Parties”) makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this presentation, or otherwise 
made available, nor as to the reasonableness of any assumption contained in such information, and any liability therefor (including in respect of direct, indirect, consequential loss or damage) is expressly disclaimed. No information contained herein or otherwise made available is, or 
shall be relied upon as, a promise, warranty or representation, whether as to the past or the future and no reliance, in whole or in part, should be placed on the fairness, accuracy, completeness or correctness of such information. The information contained in this presentation relating to 
GKN is derived from publicly available information only. None of the Relevant Parties has independently verified the material in this presentation.  
Unless expressly stated otherwise, no statement in this presentation (including any statement of estimated synergies) is intended as a profit forecast or estimate for any period and no statement in this presentation should be interpreted to mean that cash flow from operations, free cash 
flow, earnings or earnings per share for Melrose, GKN or the combined group, as appropriate, for the current or future financial years would necessarily match or exceed the historical published cash flow from operations, free cash flow, earnings or earnings per share of Melrose or 
GKN, as appropriate.  
Statements of estimated cost savings and synergies relate to future actions and circumstances which, by their nature, involve risks, uncertainties and contingencies. As a result, any cost savings or synergies referred to may not be achieved, may be achieved later or sooner than 
estimated, or those achieved could be materially different from those estimated. Nothing in this presentation constitutes a quantified financial benefits statement for the purposes of Rule 28 of the City Code on Takeovers and Mergers (the “Takeover Code”). No statement in this 
presentation should be construed as a profit forecast or interpreted to mean that the combined group's earnings in the first full year following implementation of the Proposed Acquisition, or in any subsequent period, would necessarily match or be greater than or be less than those of 
Melrose or GKN for the relevant preceding financial period or any other period.  
The Proposed Acquisition relates to the shares of two UK companies and is subject to UK procedural and disclosure requirements that are different from certain of those of the US. Any financial statements or other financial information included in this presentation may have been 
prepared in accordance with non-US accounting standards that may not be comparable to the financial statements of US companies or companies whose financial statements are prepared in accordance with generally accepted accounting principles in the US. It may be difficult for US 
holders of shares to enforce their rights and any claims they may have arising under the US federal securities laws in connection with the Proposed Acquisition, since Melrose and GKN are located in countries other than the US, and some or all of their officers and directors may be 
residents of countries other than the United States. US holders of shares in Melrose or GKN may not be able to sue Melrose, GKN or their respective officers or directors in a non-US court for violations of US securities laws. Further, it may be difficult to compel Melrose, GKN and their 
respective affiliates to subject themselves to the jurisdiction or judgment of a US court.  
It is intended that the Proposed Acquisition will be implemented by way of a takeover offer under English law (the “Offer”). No document relating to the Offer will be posted into the US, but an accredited investor may be permitted to participate in the Offer pursuant to the “Tier II” tender 
offer rules  included in Regulation 14E under the US Exchange Act, , together with the requirements of the City Code. Accordingly, the Offer will be subject to disclosure and other procedural requirements, including with respect to withdrawal rights, offer timetable, settlement procedures 
and timing of payments that may be different from those applicable under US domestic tender offer procedures and law.  
Alternatively, if the Proposed Acquisition is implemented by way of a scheme of arrangement under English law (with the consent of the Takeover Panel and the agreement of GKN), it will be subject to the disclosure requirements and practices applicable in the UK to schemes of 
arrangement which differ from the disclosure requirements of the US tender offer rules. If the Proposed Acquisition is implemented by way of a scheme of arrangement, any Melrose shares proposed to be issued to GKN shareholders pursuant to the terms of the Proposed Acquisition 
are expected to be issued in reliance upon the exemption from the registration requirements of the US Securities Act provided by Section 3(a)(10) of the US Securities Act. Section 3(a)(10) exempts securities issued in exchange for one or more outstanding securities from the general 
requirements of registration where the terms and conditions of the issuance and exchange of such securities have been approved by a court, after a hearing on the fairness of the terms and conditions of the issuance and exchange at which all persons to whom such securities will be 
issued have the right to appear and be heard. The Court will hold a hearing on the scheme’s fairness to GKN shareholders, at which hearing all such shareholders will be entitled to attend in person or through counsel.  
Investors should be aware that Melrose may purchase or arrange to purchase GKN Shares otherwise than under any takeover offer or scheme of arrangement related to the Proposed Acquisition, such as in open market or privately negotiated purchases.  
This presentation does not constitute an offer of securities for sale in the US or an offer to acquire or exchange securities in the US. Securities may not be offered or sold in the US absent registration or an exemption from registration, and any public offering of securities to be made in 
the United States will be made by means of a prospectus that may be obtained from the issuer or the selling security holder and that will contain detailed information about the company and management, as well as financial statements. No offer to acquire securities or to exchange 
securities for other securities has been made, or will be made, directly or indirectly, in or into, or by use of the mails, any means or instrumentality of interstate or foreign commerce or any facilities of a national securities exchange of, the US or any other country in which such offer may 
not be made other than (i) in accordance with the US Securities Act, as amended, or the securities laws of such other country, as the case may be, or (ii) pursuant to an available exemption from such requirements.  
Nothing in this presentation shall be deemed an acknowledgement that any SEC filing is required or that an offer requiring registration under the US Securities Act may ever occur in connection with the Proposed Acquisition.  
The Melrose shares proposed to be issued to GKN shareholders pursuant to the terms of the Proposed Acquisition have not been, and will not be, registered under the securities laws of any state or jurisdiction in the United States and, accordingly, will only be issued to the extent that 
exemptions from the registration or qualification requirements of state “blue sky” securities laws are available or such registration or qualification requirements have been complied with.  
By attending the presentation to which this document relates and/or by accepting this document you will be taken to have represented, warranted and undertaken that: (i) you are a person who is not resident of, or located in, the United States, Canada, Japan, Australia or South Africa 
and you are permitted by law to receive it; (ii) you have read and agree to comply with the contents of this notice; and (iii) you will not at any time during the offer period have any discussion, correspondence or contact concerning the information in this document with any of the 
employees or shareholders of Melrose or GKN or their respective affiliates nor with any of Melrose or GKN’s suppliers or customers or any governmental or regulatory body without the prior written consent of Melrose or GKN (as applicable). 
N M Rothschild & Sons Limited, Investec Bank plc and RBC Capital Markets are acting only for Melrose and will not be responsible to anyone other than Melrose for providing the protections afforded to clients of N M Rothschild & Sons Limited, Investec Bank plc and RBC Capital 
Markets for providing advice in relation to any potential offering of securities of Melrose.  
This presentation contains material, non-public information regarding Melrose and GKN. The insider dealing and market abuse provisions of the Criminal Justice Act 1993, the EU Market Abuse Regulation (No. 596/2014) and the rules of the Financial Conduct Authority in the United 
Kingdom prohibit any persons who have material, non-public information from, among other things, disclosing the information except in the proper performance of their employment, office or profession, from purchasing or selling securities of a publicly traded company or related financial 
instruments, and from encouraging any other person to do so. Securities laws relating to material non-public information in other applicable jurisdictions will also apply.  
This presentation contains forward-looking statements concerning the financial condition, results of operations and businesses of Melrose and of the Proposed Acquisition. All statements other than statements of historical fact are, or may be deemed to be, forward-looking statements. 
Forward-looking statements are statements of future expectations that are based on management’s current expectations and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those 
expressed or implied in these statements. Forward-looking statements include, among other things, statements concerning the potential exposure of Melrose to market risks and statements expressing management’s expectations, beliefs, estimates, forecasts, projections and 
assumptions including as to future potential cost savings, synergies, earnings, cash flow, return on average capital employed, production and prospects. These forward-looking statements are identified by their use of terms and phrases such as ‘‘anticipate’’, ‘‘believe’’, ‘‘could’’, 
‘‘estimate’’, ‘‘expect’’, ‘‘intend’’, ‘‘may’’, ‘‘plan’’, ‘‘objectives’’, ‘‘outlook’’, ‘‘probably’’, ‘‘project’’, ‘‘will’’, ‘‘seek’’, ‘‘target’’, ‘‘risks’’, ‘‘goals’’, ‘‘should’’ and similar terms and phrases. There are a number of factors that could affect the future operations of Melrose and could cause those results 
to differ materially from those expressed in the forward-looking statements included in this presentation, including (without limitation): (a) changes in demand for Melrose’s products; (b) currency fluctuations; (c) loss of market share and industry competition; (d) risks associated with the 
identification of suitable potential acquisition properties and targets, and successful negotiation and completion of such transactions; and (e) changes in trading conditions. All forward-looking statements contained in this presentation are expressly qualified in their entirety by the 
cautionary statements contained or referred to in this section. Readers should not place undue reliance on forward-looking statements. Each forward-looking statement speaks only as at the specified date of the relevant document within which the statement is contained. Neither Melrose 
nor GKN undertake any obligation to publicly update or revise any forward-looking statement as a result of new information, future events or other information. In light of these risks, results could differ materially from those stated, implied or inferred from the forward-looking statements 
contained in this presentation. 
 
IMPORTANT NOTICE 
Each of the Melrose directors, whose names are set out on the “Board of Directors” page of the Melrose website at www.melroseplc.net/about-us/directors (the “Melrose Directors”), accepts responsibility for the information contained in this presentation, provided that the only 
responsibility accepted by them in respect of information relating to GKN and the GKN directors, which has been compiled from published sources, is to ensure that such information is correctly and fairly reproduced and presented. 
To the best of the Melrose Directors’ knowledge and belief (who have taken all reasonable care to ensure that such is the case), the information contained in this presentation is in accordance with the facts and, where appropriate, does not omit anything likely to affect the import of such 
information. 
 
Certain financial data has been rounded. As a result of this rounding, the totals of data presented in this presentation may vary slightly from the actual arithmetic totals of such data. 
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GKN’s current position 
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An under-managed organisation without focus 

 Overly complex organisation without clear focus 

 Need for a fundamental change in culture and leadership 

 Parts that do not fit with each other - conglomerate-like structure 

 A history of missed targets and below par shareholder returns 

 Lack of return focus in investment 

 World leading businesses that offer huge scope for improvement 

 

 

 



593% 

315% 
171% 

MSCI World A&D MSCI World Auto
Components

GKN

Total shareholder returns (TSR) compared 
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GKN has underperformed 

1. As at close of business on 5 January 2018, the last business day prior to the approach 

2. Top 10 TSR performance over the period: Ashtead Group, JD Sports Fashion, Melrose, Micro Focus, Paddy Power Betfair, Dechra Pharmaceuticals, Domino’s Pizza, 

Croda, Hill & Smith and Diploma in order of performance 

3. TSR calculated since respective acquisition completion dates 

Source Datastream 

TSR 

MELROSE VS. FTSE 350 VS. GKN 
Since Melrose IPO – Oct 2003 

#3 #227 Ranking1,2 

c 18x higher 

TSR 

TSR   

GKN VS. ITS SECTORS 
Since Melrose IPO – Oct 2003 

c 3x higher 

TSR 

c 2x higher 

TSR 

 

 

               

TSR – GKN VS. MELROSE 
Since Melrose acquisitions3 

McKechnie/Dynacast  

May 2005 

FKI 

Jul 2008 
Elster  

Aug 2012 

Nortek  

Aug 2016 

Melrose 2,223% 1,624% 426% 49% 

GKN 168% 190% 70% 8% 

c 26% lower 

than market 

3,019% 

231% 171% 

Melrose FTSE 350 GKN



Melrose delivers for shareholders 
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Melrose 

performance 

Melrose has consistently generated significant financial returns 

1. As at close of business on 5 January 2018, the last business day prior to the approach 

2. Assuming participation in all equity issuances, based on 5 January 2018 share price 

3. Comprises McKechnie/Dynacast, FKI and Elster 

Total shareholder investment £ billion 

Total money invested (3.64) 

Total money returned to investors 4.35 

Net shareholder investment returned 0.71 

Market capitalisation1 4.22 

Net shareholder gain 4.93 

Generated net 

shareholder 

value of 

£4.9bn 

 £1 invested in 2003 

 

 Average annual return for a shareholder since incorporation 

 

 Average return on equity across all three3 exited acquisitions 

£17.7 today2 

21.9%2 

2.7x 

Source Melrose 



Summary of the proposal 
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 Proposal to acquire GKN for 405 pence per share represents: 

‒ Immediate premium of approximately 24% over the closing share price of GKN on 5 January, the last business day prior 

to the approach 

‒ Premium of approximately 30% on the average share price since the GKN trading statement on 13 October1 

‒ Value today ahead of GKN’s 3 year high share price of 386 pence per share on 23 February 2015 with further significant 

upside through continued shareholding of the enlarged group 

‒ Implied offer value of approximately £7 billion 

 GKN shareholders to receive 1.49 new Melrose shares and 81 pence in cash for each GKN share 

‒ Consideration payable 80% in new Melrose shares and 20% in cash at the proposal price of 405 pence per share 

‒ GKN shareholders would own approximately 57% of the enlarged group and would become major participants in 

potential future value creation 

‒ Net leverage in line with Melrose declared strategy of c 2.5x combined group EBITDA 

 Enterprise value of approximately £9.5 billion 

‒ EV / EBITDA 2017 of 8.4x2,3 

 Cash consideration to be financed via a new debt facility for the enlarged group, which is in an agreed form  

1. Average share price up to and including 5 January, the last business day prior to the approach 

2. Based on 2017 analyst consensus and including net pension deficit of £1.6 billion as at 30 June 2017, adjusted for £250 million contribution in H2 2017  

3. Consensus comprises all analyst notes available to Melrose since 13-Oct-17 (date of GKN’s trading statement) and includes divisional and group level estimates from the 

following analysts: Barclays (16-Oct-17), Berenberg (16-Oct-17), Deutsche Bank (16-Oct-17), J P Morgan Cazenove (group level only, 16-Oct-17), UBS (16-Oct-17), Peel 

Hunt (17-Oct-17), Citi (18-Oct-17), Liberum (23-Oct-17), Jefferies International (9-Nov-17) and Bank of America Merrill Lynch (16-Nov-17). Estimates from the following 

analysts have been excluded from the consensus as they adjust estimated trading profit for the impairment charge in the Aerospace business (shown as a separate impact 

on charts where applicable): Bank of America Merrill Lynch (17-Nov-17), Deutsche Bank (17-Nov-17), J P Morgan Cazenove (6-Dec-17), Investec Securities (18-Dec-17) 

and UBS (10-Jan-18). Estimates from Investec Securities (6- Nov-17) have been excluded from the consensus as it is a connected adviser to Melrose. In accordance with 

Rule 28.8(c) of the City Code, the consensus estimates are not shown with the agreement or the approval of GKN. The minimum group EBITDA full-year 2017 estimate per 

the consensus is £1,087m, the maximum group EBITDA full-year 2017 estimate is £1,178m and the arithmetic average is £1,132m.  



FKI shareholders’ return from Melrose shares over 3 years 

7 1. Cumulative dividends between 30 June 2008 and 30 June 2011 

2. Based on Melrose share price of 362p as of 30 June 2011 

FKI offer worth after 3 years 

 As part of the transaction, FKI shareholders 

received 0.277 Melrose share for each FKI 

share and 40p in cash 

 FKI shareholders who received and held 

Melrose shares achieved 2.6x return on the 

initial value of Melrose shares over 3 years  

‒ Total headline offer for FKI of 81.3 

pence (inclusive of 40 pence in cash) 

worth 147.4 pence in 3 years 

‒ Value of equity increased from 41.3 

pence as part of the offer to 107.4 

pence in 3 years’ time 

 Value creation achieved from margin growth 

(47%), cash generation (37%) and multiple 

expansion (16%) over the period of ownership 

 

 

40.0p 40.0p 

7.1p 

41.3p 

100.3p 

81.3p 

147.4p 

Offer value Year 3 value

0.277 Melrose 

shares 

Cash 

Total value of 

equity 

consideration 

at the end of 

year 3 – 

107.4p2 

Cumulative 

dividends1 

Offer for FKI 

2.6x equity 

increase 



11.2% 

9.6% 

11.9% 12.4% 

10.9% 
9.9% 

8.5% 

5.6% 

2011 2012 2013 2014 2015 2016 2017

GKN target margins missed ... despite significant expenditure 
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1,2 

1,3 

2012: 

Management 

announce target 

trading margin of  

11% to 13% 

2017 consensus profit – adjusted for 

£105m (mid point of expected further 

£80m - £130m inventory write-off) 

2012: 

Management 

announce target 

trading margin of  

8% to 10% 

1. See note 2 on page 6 for composition of consensus. In accordance with Rule 28.8(c) of the City Code, the consensus estimates are not shown with the agreement or the 

approval of GKN. 

2. The minimum Aerospace trading profit margin full-year 2017 estimate per the consensus is 8.2%, the maximum Aerospace trading profit margin full-year 2017 estimate is 

9.0% and the arithmetic average is 8.5%. The Aerospace margin in 2012 (excluding acquisition of Volvo) was 11.2% (per the FY12 results presentation), the Aerospace 

margin in 2015 (excluding acquisition of Fokker) was 12.2% (per the FY15 results presentation) 

3. The minimum Driveline trading profit margin full-year 2017 estimate per the consensus is 7.2%, the maximum Driveline trading profit margin full-year 2017 estimate is 7.5% 

and the arithmetic average is 7.3%.  

4. Spend during five years to December 2016 

7.0% 7.3% 7.2% 
8.1% 8.2% 

7.7% 7.3% 

2011 2012 2013 2014 2015 2016 2017

Group trading profit:  

Group trading margin:  

£0.8bn 

7.7% 

20171 

£3.2bn spent 
on capex and acquisitions 

capex 1.5x depreciation and amortisation on average4 

£0.5bn 

7.7% 

2011 

Aerospace trading 

margin  over 

recent years 

Driveline trading 

margin  over 

recent years 
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The lost opportunity for GKN shareholders 

If GKN achieved its divisional target margins in 2017  

consensus trading profit would be c £100m – c £300m higher   

(14% – 39% of 2017 consensus trading profit) 

Sales (£bn) Trading profit (£m) 

1. See note 2 on page 6 for composition of consensus. In accordance with Rule 28.8(c) of the City Code, the consensus estimates are not shown with the agreement or the 

approval of GKN. 

2. The minimum group sales and trading profit margin full-year 2017 estimates per the consensus are £9,883m and 7.6% respectively, the maximum group sales and trading 

profit margin full-year 2017 estimates are £10,241m and 8.0% respectively and the arithmetic averages are £10,113m and 7.7% respectively 

3. Arithmetical sum of applying top end or bottom end divisional targets to respective divisional revenues, adding consensus trading profit for the Other division and deducting 

consensus central costs. The minimum Other division trading profit full-year 2017 estimate per the consensus is £4m, the maximum is £18m and the arithmetic average is 

£12m. The minimum central costs full-year 2017 estimate per the consensus is £25m, the maximum is £33m and the arithmetic average is £29m.  

+c £100m 

+c £300m 

3 

3 

1 

Top end margin targets 

Bottom end margin targets 

Actual / expected margin1 

Consensus 2017 – adjusted 
for £105m (mid point of 
expected further £80m - 
£130m inventory write-off) 

Sales £10.1bn  

10.8% 

8.8% 

7.7% 

6.7% 

-

100

200

300

400

500

600

700

800

900

1,000

1,100

1,200

1,300

1,400

1,500

1,600

1,700

1,800

1,900

2,000

-

2.0

4.0

6.0

8.0

10.0

12.0

2012 2013 2014 2015 2016 2017

Based on divisional target  

trading margins 

        

Aerospace   11% to 13% 
 

Driveline    8% to 10% 
 

Powder Metallurgy 9% to 11% 
 

Includes central costs  



Melrose will improve GKN’s trading margin  

 

‒ GKN has promised but not delivered – Melrose will deliver 

 

The Melrose plan 
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to exceed GKN’s top-end group margin target of 10%1 

 

Our immediate actions:  

 

1. Head office to be restructured       Simplify management structure 

 

2. Culture to be changed       Focus on performance and reduced cost base 

 

3. Focus on profitability not sales       Exit unprofitable or low margin sales 

 

4. Investment in operations to produce return       Not growth only 

 

5. Management focus back on business      Targets there to be achieved – incentives restructured 

 

6. Fast economic-based decision making      Speedy, flat, unbureaucratic organisation 

   

1. GKN’s top-end group trading margin target based on the published group target range of 8% - 10% first stated in the 2007 annual report and repeated up until 2017 interim 

results   



How to simplify GKN within Melrose 
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• Reduce number of businesses to concentrate our efforts 

• Disposal at the right moment, timing also affected by pension situation 

Look to exit non core activities from within Aerospace and Automotive divisions in due course 

once improved 

Exit Powder Metallurgy in the medium term once improved 

In parallel, continue with strategy of exiting Nortek businesses in next 2 – 3 years 

Disposals will result in substantial capital returns to shareholders 

2 

1 

3 

4 

Focus on GKN’s main businesses 



Melrose deals with pension issues 
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 GKN only closed the main UK Pension Scheme to future accrual in July 2017  

‒ By contrast, Melrose closed the FKI UK Pension Scheme to future accrual in February 2011 

 

 

 

 

 

 

 

 

 

 

 Melrose has an excellent track record of managing pension schemes: 

Funding % (IFRS basis) On acquisition On sale 

McKechnie UK Plan 58% 109% 

FKI UK Plan 87% 

Separated into 3 schemes in June 2013 

 - residual FKI Plan 95% 

 - Bridon 99% 

 - Brush 107% 

1. Based on June 2017 reported plan assets and liabilities, adjusted for announced £250m cash injection in the second half of 2017 

Transferred with the Bridon business 

to Ontario Teachers’ Pension Plan 

Retained within the Brush business 

and in surplus 

Transferred into Honeywell with a full 

Honeywell International, Inc guarantee 

3.0bn  
3.6bn  

4.5bn  

2.4bn  2.7bn  2.9bn  

2006 2011 Current

Plan liabilities Plan assets

Net deficit: 

£0.6bn 

Net deficit: 

£0.9bn 

Net deficit: 

£1.6bn 

1 

c 3x higher  

Evolution of GKN net pension deficit over last 10 years 



The Melrose record for margin improvement 
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(>30% improvement) 

(>70% improvement) 

(>40% improvement) 

(>50% improvement) 

McKechnie  +6ppts   

Elster  +9ppts 

Dynacast  +5ppts 

FKI  +5ppts 

(>60% improvement) 

Nortek  +6ppts 

1 

Melrose underlying operating margin improvement 

1. Nortek operating profit margin up to 30 June 2017 

18% 

24% 

13% 

22% 

11% 

16% 

10% 

15% 

9% 

15% 

Entry Current Exit

Elster Nortek

Returns on capex and
restructuring and other
commercial actions

Central cost
savings

Exit of low margin
sales channels

+9ppts 

+6ppts 

+1ppt 

+1ppt 

+4ppts 

+6ppts 

+1ppt 

+2ppts 

How Elster and Nortek operating margin improved 

Operating margins always improved through management actions 



Conclusion 
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 Very attractive offer for GKN 

‒ GKN shareholders become major participants in potential future value creation 

‒ Over and above attractive immediate premium to the share price prior to our proposal  

 

 Substantial opportunity to realise the potential of the business 

‒ Swift decision making to turnaround GKN 

‒ Change culture and management 

‒ Exceed GKN’s top-end group trading margin target of 10%1 - reversing a history of underperformance 

‒ Simplify GKN by exiting smaller businesses in due course once improved and focusing on core 

 

 New team with “skin in the game” to deliver superior returns 

‒ Proven track record of Melrose strategy and approach as demonstrated on previous acquisitions 

‒ Melrose board owns 3.7% of Melrose (£150 million) 

1. GKN’s top-end group trading margin target based on the published group target range of 8% - 10% first stated in the 2007 annual report and repeated up until 2017 interim 

results   



Appendix 
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 last 5 years :  +5% 

 

The GKN Business 
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Leading positions in established end markets 

£bn 2016 20171 Organic revenue growth2 

Revenue 9.4 10.1 

Trading profit 0.8 0.8 

Trading margin 8.2% 7.7% 

Aerospace 

Aerostructures    Global 

Engine systems    Global 

Electrical wiring    Global 

#2 

#2 

#3 

 Organic revenue growth 
 

        last 5 years:  +3% 

         

Organic revenue growth 

Driveline 

Driveshafts     Global 

All Wheel Drive    Global 

eDrive       Global 

#1 

#1 

#1 

 Organic revenue growth 
 

        last 5 years:  +7% 

         

Organic revenue growth 

Powder Metallurgy 

PM components    Global 

Powders      Global 

Additive manufacture   Emerging 

#1 

#2 

 Organic revenue growth 
 

        last 5 years:  +3% 

         

Organic revenue growth 

(with GKN Aerospace) 

(50% of Aerospace) 

1. See note 2 on page 6 for composition of consensus. In accordance with Rule 28.8(c) of the City Code, the consensus estimates are not shown with the agreement or the 

approval of GKN. The minimum group revenue, trading profit and trading margin full-year 2017 estimates per the consensus are £9,883m, £776m and 7.6% respectively, 

the maximum group revenue, trading profit and trading margin full-year 2017 estimates per the consensus are £10,241m, £792m and 8.0% respectively and the arithmetic 

averages are £10,113m, £784m and 7.7% respectively. In accordance with Rule 28.8(c), the consensus estimates are not shown with the agreement or the approval of 

GKN. 

2. Aerospace, Driveline and Powder Metallurgy only 

3. Organic revenue growth represents average reported organic growth rate over last 5 years 



Performance by division 
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Aerospace Driveline Powder Metallurgy 

1 1 1 

Driveline below both 

higher and lower 

management targets 

A growing issue Opportunity clear Better managed 

Sales (£bn) Trading profit (£m) Sales (£bn) Trading profit (£m) Sales (£bn) Trading profit (£m) 

Aerospace shortfall 

against higher 

management target 

has nearly tripled 

2017 consensus profit – adjusted for £105m 
(mid point of expected further £80m - 
£130m inventory write-off) 
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1. See note 2 on page 6 for composition of consensus. In accordance with Rule 28.8(c) of the City Code, the consensus estimates are not shown with the agreement or the 

approval of GKN.  

2. The minimum Aerospace sales and trading profit margin full-year 2017 estimates per the consensus are £3,493m and 8.2% respectively, the maximum Aerospace sales and 

trading profit margin full-year 2017 estimates are £3,668m and 9.0% respectively and the arithmetic averages are £3,601m and 8.5% respectively.  

3. The minimum Driveline sales and trading profit margin full-year 2017 estimates per the consensus are £4,882m and 7.2% respectively, the maximum Driveline sales and 

trading profit margin full-year 2017 estimates are £5,212m and 7.5% respectively and the arithmetic averages are £5,087m and 7.3% respectively.  

4. The minimum Powder Metallurgy sales and trading profit margin full-year 2017 estimates per the consensus are £1,089m and 10.6% respectively, the maximum Powder 

Metallurgy sales and trading profit margin full-year 2017 estimates are £1,175m and 11.6% respectively and the arithmetic averages are £1,139m and 11.0% respectively.  
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Melrose’s track record with McKechnie Aerospace 

18 

18% 

22% 

24% 

2005 2006 2007

Significant operating profit improvement 

within just 2 years of ownership 

Melrose sells 

McKechnie 

Aerospace to 

JLL Partners 

$362m 

$856m 

$1.27bn 

May-05 May-07 Sep-10
Acquired by 

Melrose 

JLL Partners 

sells McKechnie 

Aerospace to 

Transdigm 

c 2.4x higher 

valuation 

c 1.5x higher 

valuation 

Continued value creation in McKechnie 

c 600bps 

higher margin 

How Melrose delivered operational improvements 

 Disciplined and focused approach to cost cutting and working 

capital requirements of the business  

 Investment in machine tool technology, production capacity 

and IT systems  

 Renegotiation of contracts with customers 

 Changes in management in certain divisions, empowering of 

second level management 

Strong platform created 

Further improvement post sale 


