
Smiths Group plc Annual Results 2014 |  1www.smiths.cominvestor.relations@smiths.com

Annual Results
17 September 2014

1851 1914 2014
Samuel Smith opens his first 

jewellery shop in south London

S. Smith & Sons floats on the LSE 

only days before WW1 breaks out

Smiths now employs over 

23,000 people in 50 countries
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This document contains certain statements that are forward-looking

statements. They appear in a number of places throughout this

document and include statements regarding our intentions, beliefs or

current expectations and those of our officers, directors and employees

concerning, amongst other things, our results of operations, financial

condition, liquidity, prospects, growth, strategies and the business we

operate. By their nature, these statements involve uncertainty since

future events and circumstances can cause results and developments to

differ materially from those anticipated. The forward-looking statements

reflect knowledge and information available at the date of preparation of

this document and, unless otherwise required by applicable law, the

Company undertakes no obligation to update or revise these forward-

looking statements. Nothing in this document should be construed as a

profit forecast. The Company and its directors accept no liability to third

parties in respect of this document save as would arise under English

law. This presentation contains brands that are trademarks and are

registered and/or otherwise protected in accordance with applicable law.



Smiths Group plc Annual Results 2014 |  3

Introduction

Philip Bowman

Chief Executive
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Introduction and overview Philip Bowman

Financial review Peter Turner

Operational review ïintroduction Philip Bowman

Smiths Medical Jeff McCaulley

Smiths Detection Richard Ingram

John Crane Duncan Gillis

Operational review and priorities Philip Bowman

Agenda
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Key messages

Continued focus on investment in growth drivers

ÅCompany-funded R&D investment up 5% at constant currencies

ÅEmerging market sales flat ïsignificant opportunities remain

Continued progress in commercial markets, tough in medical and defence
ÅGrowth in John Crane, Smiths Interconnect and Flex-Tek

ÅDifficult trading environment in Smiths Medical and Smiths Detection

Focus on operational efficiencies to fund growth and enhance returns
ÅFuel for Growth restructuring programme is now underway across all divisions

ÅTargeting £60m of savings by end of FY17; £10m delivered to date

Group is better positioned today as a result of our initiatives
ÅOur continued drive to reposition the business to accelerate the growth prospects

ÅFrustratingly, benefits to date have been obscured by tough trading in some markets

Adverse FX hit to profit of £43m (c. 8%): translation £27m & transaction £16m
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Results overview

Reported headline revenue down 5%; underlying up £2m

Headline operating profit down 10%, underlying down 6%

Headline EPS down 12% to 81.8p

Cash conversion remains strong at 97% - free cash flow of £143m

Return on capital employed down 90 bps at 15.7% 

Dividend up 2% to 40.25 pence
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Recordable & lost time incident rates continue to improve
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Environmental metrics

ÅNew five-year 

environmental targets

ÅFY2014* performance:

o Energy: 1% increase

o Greenhouse gas: 4% 

reduction

o Water: 1% increase

o Non-recycled waste: 

5% reduction

Promoting responsibility: Delivering continued improvements on key metrics

* Measured per 100 employees per year using US OSHA definition
* Calculated over rolling 12-month period 

to Jul 2014 compared to goal baseline of 

FY2013. Normalised to revenue at FY2014 

closing exchange rates. 
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Financial review

Peter Turner 

Finance Director
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Underlying headline revenue and profit performance

Revenue growth Revenue Operating profit

H1 H2 growth growth

John Crane +2% +2% +2% +8%

Smiths Medical -4% +3% -1% -12%

Smiths Detection -1% -7% -5% -57%

Smiths Interconnect -4% +6% +1% +9%

Flex-Tek +3% +3% +3% +14%

Group -1% +1% 0% -6%
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Smiths Detection: Margins affected by tough trading and one-off costs

£8m

£8m

Expensed

R&D

£5m

FX

One-off costs in 2014:

£15m working capital adjustments

£8m programme delivery costs 

£7m net provision charge

HOP: £58m

FY13 

programme

delivery 

costs, etc.

£19m
£8m

Volume

HOP:
£25m

£8m

Price/mix

£30m

FY14

one-off 

costs

Operational

efficiencies

£7m

£58m

£25m
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Headline profit progression 2013 to 2014

ÅNet one-off costs: £13m of net FY13 costs not repeated; offset by one-off costs of £30m in FY14 for Detection

ÅVolume: Volume growth in Medical, John Crane, Interconnect and Flex-Tek offset by declines in Detection

ÅPrice/mix: Negative pricing in Medical, Detection and Interconnect more than offsetting gains in John Crane and Flex-Tek

ÅCost inflation: Mainly wage-related with some increase in freight costs

ÅEfficiencies: Material cost savings (£17m) and overhead savings (£8m)

ÅAdditional Investment: Increased investment in new product development (£4m) and other growth investment (£3m)

ÅMedical device tax: 2.3% tax on US Medical device sales ïfive incremental months in the period

ÅForeign exchange: Translation (£27m) and transaction (£16m)

PBT:
£445m

PBT: £498m

Net one-

off costs

£17m

Volume

Additional 

Investment

£11m

£43m

FX

Average exchange rates

US$ 1.64 (2014: 1.57)

Euro 1.21 (2014: 1.20)

Translation FX ready reckoner

1 US cent = c. £2m HOP

1 Euro cent = c. £1m HOP

£9m

Price/mix

Cost

inflation

£17m
£28m

Efficiencies

£7m

FFG

savings

£10m

£3m

Medical

device 

tax

£2m

Interest
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£m (for continuing activities) 2014 2013

Headline operating profit 504 560

Changes in working capital (11) (15)

Share based payment 9 12

Capital expenditure (Property, plant & equipment) (54) (56)

Depreciation 46 52

Development costs & other intangibles (4) (5)

Operating cash-flow 490 548

Conversion rate 97% 98%

(net of amortisation and deferred income) 

Group cash conversion
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£m

Headline operating profit 504

Restructuring programmes (29)

Litigation provision: John Crane, Inc. (49)

Litigation provision: Titeflex Corporation (10)

Other items 7

Exceptional operating items (81)

Amortisation and impairment of acquired intangible assets (39)

Legacy retirement benefits (6)

Statutory operating profit 378

Reconciliation: Headline operating profit to statutory profit
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£m Costs Savings Total Full annualised

FY2014 FY2014 costs benefits

John Crane 7 7 25 13

Medical 10 - 49 23

Detection 5 - 34 14

Interconnect 5 3 9 7

Flex-Tek - - 3 3

Total 27 10 120 60

£m 2013/14 2014/15 2015/16 2016/17 Ongoing

Savings in year 10 20 40 50 60

Fuel for Growth ïdriving efficiencies to support growth investment

c. £35m of costs expected in FY2015
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Annual cash contributionsDeficit movement since 31 July 2013

£m 31 July 2014 31 January 2014 31 July 2013

Assets 3,800 3,716 3,696

Liabilities (4,042) (3,952) (3,950)

Deficit (242) (236) (254)

UK bond yields 4.0% 4.2% 4.4%

UK inflation 3.3% 3.3% 3.4%

US bond yields 4.4% 4.7% 4.8%

2014 2015 est

Funded scheme

contributions £82m £81m

- Smiths Industries PS £36m £36m

- TI Group PS £16m £16m

- US and other £30m £29m

Escrow contributions £24m £24m

£m 

Deficit at 31 July 2013 (254)

Foreign exchange 18

Return on assets 258

Contributions (net of service costs) 79

Change in liabilities (343)

Deficit at 31 Jul 2014 (242)

Including escrow gilts of £111m (131)

Pensions: Deficit improved by £12m to £242m
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Interest split Currency split Debt split

Bank

Public

USD

Euro

other

Net debt £m

Borrowings 994

Cash (190)

Net debt 804
Fixed 

Floating

Undrawn committed bank facilities of US$620m at 31 July 2014

Strong balance sheet supports growth investment and returns

Weighted average life of debt is 4.5 years

£ Bonds $ Privates $ BondsúBonds

£m
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2015 2016 2017 2018 2019 2020 2021 2022

Credit Rating:

BBB+ (stable)/Baa2 (stable)

$800m Revolving Credit Facility 

maturing in 2019

Target net debt

to EBITDA: 1.5-2.0x

31 July 2014: 1.38x
Revolving credit facility
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Guidance ïfinancial items

Headline tax rate 26-27%

Cash conversion 85-95%

Funded pension scheme contributions c. £80m + £24m to escrow

Year end net debt (subject to FX and acquisitions) c. £800-850m
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Operational review 

and priorities

Philip Bowman

Chief Executive
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Priorities for accelerating revenue growth and driving value

Drive sustainable profitable growth

ÅRefresh product portfolio

ÅGrow in emerging markets; improve penetration in developed markets

ÅImprove service levels and lower costs

Smiths Medical

Smiths Interconnect

Stabilise and grow the business

ÅBuild on installed base and expand aftermarket

ÅImprove programme delivery and reduce cost base

ÅEnhance customer engagement and raise service levels

Flex-Tek

John Crane

Smiths Detection

Clear plan to drive value 

ÅDrive growth through expanding installed base

ÅGrow in emerging markets; new products to extend core and adjacencies

ÅLeverage global sales and service network

Continue transition to higher growth commercial customers

ÅInvest in business development capabilities

ÅBuild on growth from new products in high growth sectors

ÅExtend penetration in emerging markets, particularly Asia

Maintain momentum on growth and margins

ÅCapitalise on growth in US residential markets and aerospace

ÅDeliver further expansion of specialty product lines through innovation

ÅExpand geographic reach in select markets and sectors
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Smiths Medical

Jeff McCaulley

President
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(1)% (12)% (240) bps

19.8% 

ÅSecond half performance improved in all franchises, after a very challenging 

first half

ÅTrading conditions remained tough in developed markets ïsluggish 

procedure volumes, continued price pressure

ÅMargins affected by transactional FX (£10m), price erosion (£9m) and 

medical device tax (£3m)

ÅMedication delivery ïunderlying sales up 7%

- Strong growth in ambulatory pumps; strong finish in syringe pumps

ÅVital care ïunderlying sales down 2%

- Lower volumes, pricing and distributor destocking; improved in second half

ÅSafety devices ïunderlying sales down 4%

- H2 decline reduced as marketing and pricing actions took effect

1  Medication delivery 30%

2  Vital care  41%

3  Safety devices  29%

1

2

3

Smiths Medical: Strong second half, but overall tough trading environment

2014 Revenue: £804mHeadline operating marginUnderlying headline profitUnderlying revenue
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Strong foundation for accelerated growth and profitability

ÅBroad portfolio and platforms provide exposure to numerous growth opportunities

ÅGreat brands, strong reputation and customer loyalty

ÅWell positioned in lower risk interventional procedures in areas vital to patient care

ÅWell positioned for migration to alternate care and home care settings

Recent performance has been disappointing, but direction is sound

ÅIncreased R&D investment has not yet translated to increased vitality, but pipeline is building

ÅChina investments taking longer to pay off, but delivering strong growth in select emerging markets

ÅService levels have been mixed, but Fuel for Growth initiatives focused on supply chain optimisation

Smiths Medical: Growth potential, despite recent underperformance



Smiths Group plc Annual Results 2014 |  23

Improve portfolio competitiveness, primarily through R&D productivity

ÅNew product investment at new high (5% of revenues);  New Shanghai development centre

ÅAppointed a new Chief Technology Officer as we upgrade talent

ÅImproving process disciplines; Better óvoice of customerô, stage gate disciplines, and multi-

generational product development

ÅRecent launches continue to provide traction and validate the investment strategy, but must improve 

speed to market

Drive penetration in developed markets

ÅGreater focus on balanced selling in all markets

ÅAligning structure and incentives accordingly

Continue to build presence and position in higher growth markets

ÅGreat growth in Brazil (up 12%) and India (up 74%); China down 7%

ÅLaunching new products in China market; Re-aligning sales team and distributor channels

ÅExpanding focus on alternate site solutions and channels

Improve service levels and total cost productivity

ÅDrive manufacturing network optimisation to improve quality, service delivery, and margins

ÅReorganising to ensure a more focused, more streamlined organisation at lower SG&A 

Smiths Medical: Initiatives to drive medium-term growth
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Outlook

ÅDeveloped markets are likely to remain 

challenging with budget constraints 

and price pressures

ÅRecent product launches (e.g. infusion 

pumps) should continue to gain 

traction

ÅContinued investment in new product 

development will drive future growth

ÅExpect improving performance in 

emerging markets as we roll out new 

products and align distributors

ÅFuel for Growth initiatives will drive 

service level improvements and 

productivity gains to help offset price 

pressure, fund growth initiatives, and 

improve margins

Smiths Medical: Restoring competitiveness, growth and margins

CADD-Solis medication cassette reservoir inspected to measure precise 

dimensions to ensure the highest quality
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Smiths Detection

Richard Ingram

President
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(5)% (57)% (560) bps

ÅRevenue down against strong comparator period

ÅWeak demand resulting from competitive pressures and tough trading 

conditions

ÅMargins affected by working capital adjustments, programme delivery costs,

lower volumes and adverse price/mix

ÅTransportation underlying sales down 5%

- Strong competition in all regions

ÅPorts & Borders underlying sales down 16%

- Lower contract activity in the period; product portfolio under review

ÅMilitary underlying sales down 10%

- Long term defence projects coming to an end, under budget pressure

ÅCritical Infrastructure underlying sales up 11%

- Increasingly competitive environment involving low-cost participants 

1  Transportation  51%

5  Critical infrastructure  19%

2  Ports & borders  15%

3  Military  12%

4  Emergency responders  3%

1

2

3

4

5

4.8% 

Smiths Detection: Tough trading environment; margins under pressure

2014 Revenue: £512mUnderlying revenue Underlying headline profit Headline operating margin
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Fundamentally a good business

ÅMarkets with long-term growth; leading-edge technology and products

ÅLarge installed base with strong aftermarket potential

Tough trading environment

ÅDifficult economic environment ïcustomer/government budgets constrained

ÅAggressive pricing strategies by competitors; some price deflation

Poor programme delivery

ÅSlow to adapt to changing requirements of larger contracts over past 5 years

ÅInsufficient rigour in cost control and project leadership

ÅLarger more complex programmes e.g. infrastructure enabling or networking

Cost base affecting competitiveness

ÅHigh cost of global footprint with poor overhead absorption

ÅHigh inventory levels

ÅProduct development programme requiring extensive R&D

Variable customer satisfaction levels

ÅDelivery, quality, and responsiveness missing targets

ÅPerceptions of remoteness from customers and lack of engagement

Smiths Detection: Facing up to the challenges ïthe main issues
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Build on our installed base and expand our aftermarket 

ÅReduce cost base and improve competitiveness

ÅGrow service sales, building on installed base to smooth revenue stream

ÅGreater focus on growth markets e.g. Asia, Middle East

ÅDevelop a better culture of execution & accountability

Improve our programme delivery

ÅNew programme review process in place

ÅInvest in our people, including training and qualification 

Reduce our cost base

ÅGlobal footprint reduction; three North American site closures announced

ÅExploit efficiencies of lower cost manufacturing sites; address working capital

ÅValue engineering programme to deliver savings; enhance product appeal

ÅStreamlined product range; targeted R&D

Deliver enhanced customer service

ÅStrategic customer insight programme initiated: management information 

systems investment

ÅA smarter approach to customer engagement

Smiths Detection: A prioritised action plan to deliver improved performance
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Smiths Detection: Outlook

Outlook

ÅTrading environment remains 

challenging: government capital 

spending still constrained

ÅIncreasing price pressure in some 

markets

ÅOrder book is at a similar level to last 

year which would deliver flat revenues 

but will continue to drive aftermarket 

revenues

ÅBusiness improvement programme 

over 12-18 months will benefit 

margins against a weak comparator

75,000 x-ray scanners have been deployed in over 180 countries
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John Crane

Duncan Gillis

President
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ÅSales growth driven by mid- and downstream oil and gas customers

ÅMargins benefit from higher revenue and productivity efforts

ÅOrder book at record high

ÅAftermarket revenue grew 4%; excluding upstream oil services

- Strong activity across Middle East, Latin America, North America 

- Key renewals and contract wins in several markets

ÅUpstream oil services declined ïaffected by severe weather in US and 

competitive environment, but now stabilising on a monthly sequential 

basis

ÅFirst-fit OEM underlying revenues up 4%

- New capital projects in oil and gas ïe.g. Middle East and China

- Power generation remains challenging

2014  Revenue:£941m

1  First-fit OEM 38%

5  General Industry  9%

2  Oil, gas & petrochem 37%

3  Chemical and pharma  9%

4  Distributors  7%

1

2

3

4
5

Aftermarket 62%

Underlying revenue Headline operating marginUnderlying headline profit

John Crane: Delivering revenue growth and enhanced margins and returns

+2% +8%
+150 bps

24.9% 
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Implemented a global reorganisation while continuing to grow the business

Progressing our strategy and increased investment in growth initiatives

ÅSales transformation; delivering on cross-selling opportunities

ÅContinued service network expansion

ÅExpanding manufacturing capacity to support record order book

Further growth opportunities in emerging markets, c. 22% of revenues

ÅUp 16% in Saudi Arabia, up 10% in India, 9% in ASEAN countries, 6% in China

Strengthened customer service capabilities in China

Å2 new service centres, new global R&D centre, improved training centre

ÅIncreased manufacturing capabilities

John Crane: Delivering a value growth platform 


