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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. 



Philip Bowman  

Chief Executive 

Introduction 
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Agenda 

Introduction and overview Philip Bowman 

Financial review Peter Turner 

Operational review ï introduction Philip Bowman 

 John Crane Duncan Gillis 

 Smiths Medical Srini Seshadri 

Operational review and priorities Philip Bowman 
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Key messages 

Resilient results in a challenging trading environment 

Channelling greater sales and marketing resource to high growth markets  

Emerging market sales up 9% - now representing 15% of Group revenues 

Focus on operational improvement to improve margins/fund growth 

Smiths Detection restructuring programme and continuous improvement elsewhere 

Further opportunities to generate value for shareholders 

Delivering growth in profit and returns while investing more in growth drivers 

Increased investment in new product development 

Company-funded R&D investment up 8% in H1 ï up c. 60% over five years 

Raising the bar for talent across the organisation 
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Results highlights 

Reported headline revenue up 4%; underlying up 6% 

Headline operating profit up 4%, underlying up 5% 

Headline EPS up 1% to 40.9p 

Cash conversion strong at 88% - free cash flow of £71m 

Return on capital employed up 70 basis points to 16.7%  

Dividend up 6% to 12.5 pence, reflecting the strong cash conversion 
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Recordable & lost time incident rates continue to improve 
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ÅEnergy:  

21% reduction 

ÅGreenhouse gases: 

25% reduction 

ÅWater:  

24% reduction 

ÅNon-recycled waste: 

21% reduction  

*** Calculated over rolling 12-month period  

to Jan 2013 compared to current goal 

baseline of FY2010. Normalised to 

revenue at H12013 exchange rates.  

Solid progress on 

environmental targets*** 

Promoting responsibility: An increased focus is delivering improvements 

* Measured per 100 employees per year using US OSHA definition 

** 0.50 excluding recently acquired businesses 



Peter Turner  

Finance Director 

Financial review 
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* In addition to statutory reporting, Smiths Group reports its continuing operations on a headline basis. Headline revenue and profit is before exceptional items, 
amortisation and impairment of acquired intangible assets, profit/loss on disposal of businesses, costs of acquisitions, net pensions finance credit and financing 
gains/losses from currency hedging. Free cash-flow and return on capital employed are defined in the Financial review in the press release.  

** Organic growth at constant currency. 

Headline* Statutory 

reported    underlying** 

  

 2013 2012   2013 2012 

    

Revenue 1,475 1,415 4% 6% 1,475 1,407 

  Operating profit 253 244 4% 5% 215 132 

Margin 17.1% 17.2% (10) bps - 14.6% 9.4% 

  Pre-tax profit 223 217 3% 6% 188 111 

Basic EPS (p) 40.9 40.4 1%  35.8 21.4 

Free cash flow 71 81  

Dividend (pps) 12.50 11.25 6%   12.50 11.25 

Return on capital employed 16.7% 16.0% 70 bps 

£m 

Interim results 2013 
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 Revenue Operating profit 
 growth growth 

John Crane +3% +7% 

Smiths Medical +2% -10% 

Smiths Detection +19% +56% 

Smiths Interconnect +4% +13% 

Flex-Tek +11% +20% 

Group +6% +5% 

Underlying headline sales and profit performance 
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Headline profit progression 2012 to 2013 

PBT: 
£217m 

PBT: 
£223m £15m 

Volume 

Associates 

£4m 

£5m 

Average exchange rates 

US$ 1.60 (H1 2012: 1.58) 

Euro 1.24 (H1 2012: 1.16) 

 

Translation FX ready reckoner 

1 US cent = c. £2m HOP 

1 Euro cent = c. £1m HOP 
Cost 

inflation 

£5m 
Increased 

R&D 

£5m £5m 

Price/mix 

Sales & 

marketing 

£7m 
£10m 

Efficiencies 

FX 

£3m 

ÅVolume: Volume growth across all divisions 

ÅPrice: Positive in John Crane and Flex-Tek offsetting negative pricing in Medical and adverse mix 

ÅIncreased R&D: Higher new product investment across all divisions 

ÅSales & marketing: Increased investment in sales & marketing ï particularly in emerging markets 

ÅEfficiencies: Detection restructuring and other operational efficiency initiatives across other divisions 

ÅCost inflation: Largely wage-related inflationary increases 

ÅAssociates: The impact from the sale of Crossmatch Technologies in July 2012 

ÅForeign exchange: Translation losses of £4m offset by transactional gains of £1m 
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£m (for continuing activities) 2013 2012 

Headline operating profit 253 244 

Changes in working capital (43) (51) 

Share based payment 6  5 

Capital expenditure (Property, plant & equipment) (21) (21) 

Depreciation 27  28 

Development costs & other intangibles  1 (4) 

Operating cash-flow 223 201 

Conversion rate 88% 82% 

(net of amortisation and deferred income)  

Group cash conversion 
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Return on capital employed is calculated over a rolling 12-month basis and is the percentage that headline operating profit comprises of 

monthly average capital employed. Capital employed comprises total equity adjusted for goodwill recognised directly in reserves, post-

retirement benefit assets and liabilities and litigation provisions relating to exceptional items, both net of tax, and net debt. 

0.0

5.0

10.0

15.0

20.0

25.0

30.0

Smiths Group Flex-Tek John Crane Smiths Medical Smiths
Interconnect

Smiths Detection

12 months to 31 Jan 2013 

12 months to 28 Jan 2012 

% 16.0% 16.7% 

25.1% 

29.8% 

23.8% 24.3% 

12.8% 12.3% 

17.3% 16.9% 

7.6% 

12.2% 

Improved return on capital from Flex-Tek, John Crane and Detection 



Smiths Group plc Interim Results 2013  |  14  

   £m 

Headline operating profit  253 

 Restructuring programmes (5) 

 Litigation provision: John Crane, Inc.  (10) 

 Litigation provision: Titeflex Corporation (2) 

 Gains on changes to pension plans 1 

 Profit on disposal of businesses 1 

 Exceptional operating items  (15) 

Amortisation and impairment of acquired intangible assets  (23) 

Statutory operating profit  215 

Key exceptional items below operating profit 

 Pension finance credit  6 

  

Reconciliation: Headline operating profit to statutory profit 
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*Treated as exceptional costs except for £7m charged against headline operating profit in FY2012 

£m H1 2013 savings  H1 2013 costs Total savings to date Total costs to date* 

 4 5 19 25 

  Revised ï by FY2015 

Total planned savings  Total planned costs* 

 £36m £33m 

Exceptional items: Restructuring programme in Detection delivering benefits 

Original ï by FY2014 

Total planned savings Total planned costs* 

 £40m £40m 

Achievements over 18 months 

ÅSite closures ï Morristown NJ, Rhode Island, Boston MA, Hopewell Junction NY, Milford CT,  

Laval, Canada 

ÅAligning X-ray manufacturing footprint to customer needs ï focusing on 3 hubs:  

- Americas - Expansion of Edgewood to include X-ray manufacture 

- Asia - New site in Malaysia is now serving the Asian market 

- Europe ï Agreed a restructuring plan with Wiesbaden to remove 170 roles 

ÅBeginning to establish a local supply chain to support new footprint 

ÅSenior management restructuring programme at key sites 

ÅDelivered these changes while growing the business and building the order book 
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Cash contributions Deficit movement since 31 July 2012 

£m  31 January 2013 31 July 2012 28 January 2012 

Assets  3,517 3,348 3,232  

Liabilities (3,899) (3,968) (3,691) 

Deficit  (382) (620) (459)  

UK bond yields 4.5% 4.1% 4.7% 

UK inflation 3.4% 2.8% 3.0% 

US bond yields 4.2% 3.8% 4.5% 

    2013 

Funded scheme 

contributions  £90m 

- Smiths Industries PS  £36m 

- TI Group PS  £16m 

- US and other  £38m 

Escrow contributions  £24m 

  £m  

Deficit at 31 July 2012 (620) 

Foreign exchange 1 

Return on assets 238 

Contributions (net of service costs) 41 

Change in liabilities (42) 

Deficit at 31 Jan 2013 (382) 

Including escrow gilts of £74m (308) 

Pensions: Deficit improved to £382m, driven by asset performance 
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Interest split Currency split Debt split 

Bank 

Public 

USD 

Euro 

other 

Net debt £m 

Borrowings 1,109 

Cash (254) 

Net debt 855 
Fixed  

Floating 

 Undrawn committed bank facilities of US$800m at 31 January 2013 

Strong balance sheet supports investment in acquisitions and growth 

Credit Rating: 

BBB+ (stable)/Baa2 (stable) 

Successful $400m bond 

issue with 10 year maturity 

and fixed coupon of 3.625% 

 

Weighted average life of debt is 5.9 years 

£ Bonds $ Privates $ Bonds ú Bonds 

£m 
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Philip Bowman  

Chief Executive 

Operational review and priorities 
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Delivering shareholder value ï two key themes 

Investing to accelerate revenue growth over the medium-term 

ÅIncreasing exposure to high growth markets,  e.g. China, Brazil, India 

ÅNew product development to sustain technology leadership 

ÅRebalancing portfolio away from government-funded customers 

ÅContinue to look for value enhancing acquisitions 

Operational improvements to fund growth and drive returns 

ÅFurther opportunities for efficiencies ï scale varies by division 

ÅImproving performance and capabilities through cross-divisional working 

ÅSustain strong cash generation to fund growth 

ÅBalance investment for long-term competitive advantage vs short-term returns 



Duncan Gillis 

CEO & President 

John Crane 
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ÅSales growth across all sectors, particularly oil & gas and chemical 

ÅAftermarket sales grew 4% 

- Pipeline expansion projects in North America for shale oil 

- Oil and gas aftermarket up 4% 

- Chemical and pharmaceutical aftermarket up 6% 

ÅFirst-fit OEM sales up 1% - customer investments in new projects 

slowed 

ÅMargins benefited despite increased investment in first-fit projects, 

sales & marketing and new product development 

2013 H1 Revenue (£469m) 

1  First-fit OEM  36% 

5  General Industry  9% 

2  Oil, gas & petrochem  39% 

3  Chemical and pharma  9% 

4  Distributors  7% 

1 

2 

3 

4 
5 

Aftermarket 64% 

Underlying revenue Headline operating margin Underlying headline profit 

John Crane: Delivering sales growth, improving margins and returns 

+3% +7% 
+90 bps 

21.8%  
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Investments in growth markets are starting to pay off 

ÅEmerging markets and fast-growth businesses represent over 21% of John Crane sales 

ÅFirst-half sales up in several regions 

Å>10% in Middle East & Africa, >13% in China, >20% in Australia 

New products expected to drive mid-term growth 

Å16% increase in new product development and engineering 

ÅPlans to expand R&D infrastructure in select regions 

ÅFocused on addressing customer demands in challenging operating situations 

 

 

John Crane: Investments position John Crane for future growth  
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Outlook 

ÅFirst fit customer slowdown 

expected to continue 

ÅOrder book slightly better due to 

aftermarket business 

ÅOverall, H2 revenues at a similar 

level versus last year 

ÅMargins will benefit from 

productivity efforts 

 

 

John Crane: Outlook 

Fitting a locking sleeve into the inboard stage of a gas seal 
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Positive long-term customer relationships deliver sustainable and strong cash flow  

ÅHigh net promoter scores speak to strength of customer relationships 

ÅSeveral, large, multi-year customer contracts signed 

Strong operational leadership ï focused on meeting customer needs and local demand 

Business strategy is under evaluation ð some adjustment in direction anticipated  

ÅMay reorganise to enhance customer service 

ÅContinue to build core business 

ÅAccelerate growth in select segments 

ÅDrive productivity  

ÅExplore acquisitions 

John Crane: Accelerating growth to increase value to shareholders 

Investor Day currently planned for December 



Srini Seshadri 

President 

Smiths Medical 
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+2% (10)% 
(240) bps 

21.1%  

ÅSales growth despite challenging operating environment 

ÅConsumables up 2%; hardware up 1% 

ÅSafety devices - sales flat 

- Growth in sharps offset by declines in PIVC and vascular access 

ÅMedication delivery - sales slightly up 

- Capital budget constraints continue but pipeline is promising 

ÅVital care - sales up 4% 

- Gains in most product areas offset by veterinary and kitting 

ÅMargins affected by additional £10m investment in emerging market 

expansion and new product development 

 

1  Medication delivery  27% 

2  Vital care  42% 

3  Safety devices  31% 

1 

2 

3 

Smiths Medical: Delivering sales growth from emerging markets and consumables 

* Headline revenue 

2013 H1 Revenue* (£413m) Underlying revenue Headline operating margin Underlying headline profit 
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Building sales capabilities in high-growth emerging markets 

ÅAdded almost 300 heads over last 18 months 

Investing to accelerate sales and generate returns over the medium term 

ÅLead time in recruiting and training people and to build brand presence 

ÅProduct registration process can be lengthy 

Strategy is delivering faster growth rates ï but more work to be done 

ÅEmerging markets up 12%:  China up 17% and Brazil up 18% 

ÅNow represent 11% of sales (2012: 10%) 

Smiths Medical: Investing in growth opportunities ï emerging markets 
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Accelerating new product launches: investment up 16% to 4.4% of sales (2012: 3.8%) 

Continued to streamline the organisation, upgrade talent and improve processes 

Expanded Chinese engineering team by >20% 

Strategy is delivering new product launches 

ÅMedfusion 4000 ï strong start; growth rate has slowed recently 

ÅCADD-Solis VIP ï recently received FDA clearance 

ÅGood progress with Graseby 2000/2100 syringe pumps in China and other developing 

markets 

ÅRecent safety devices launches: Jelco IntuitIV and ViaValve 

Smiths Medical: Investing in growth opportunities ï new product launches 
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Outlook 

ÅDeveloped markets are likely to 

remain challenging 

ÅFocus will remain on investment in 

new product development 

ÅInvesting in sales and marketing; 

increasing emerging market 

exposure 

ÅLower margins: regulatory costs: 

US medical device tax (2.3%) and 

REACH/RoHS compliance 

ÅFocus on cost savings such as 

value engineering to offset higher 

costs 

Smiths Medical: Outlook 

Portex EpiFuse Catheter Connector reduces risk of catheter 

disconnection 
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+19% +56% 
+270 bps 

ÅRevenue growth driven by transportation and ports and borders  

offset by declines in critical infrastructure 

ÅMargins benefit from better volumes and restructuring savings 

ÅTransportation underlying sales up 40% 

- Doha contract and smaller orders at various European airports 

ÅCritical infrastructure underlying sales down 22% 

- US budget pressure and caution around the ñfiscal cliffò 

ÅPorts & borders underlying sales up 41% 

- Contracts in Brazil and other emerging markets; customs protection 

ÅMilitary underlying sales up 14% 

- US JCAD programme and other integrated systems programmes 

1  Transportation  52% 

5  Critical infrastructure  16% 

2  Ports & borders  17% 

3  Military  10% 

4  Emergency responders  3% 

6  Non security  3% 

1 

2 

3 

4 

5 

6 

12.0%  

Smiths Detection: Improving sales trend; margins benefit from restructuring 

2013 H1 Revenue (£255m) Underlying revenue Headline operating margin Underlying headline profit 
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Increased investment in new products ï strong pipeline of new launches 

ÅCompany funded spend maintained at £17m or 6.6% of sales (2012: 7.6%) 

ÅTotal spend of £20m or 8.0% of sales ï with £3m of customer funded projects 

Recent product launches 

ÅCIP-300: low energy X-ray scanner for rapid screening of cars and light vehicles 

ÅHI-SCAN 10080 XCT: next generation explosives scanner under evaluation by USA 

Continued focus on emerging market sales 

ÅEmerging market sales up 14% to represent around 19% of sales 

ÅMalaysian factory supplying Asia; Focus on opportunities in Middle East and North Africa  

Aftermarket revenues grew 5% 

ÅGlobal organisation and increased focus is delivering benefits 

ÅNew training programme in place ï leading to reduced service interventions 

Smiths Detection: Investing in future growth through new products and markets 
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Outlook 

ÅTargeting a similar level of revenue 

in second half as very strong 

equivalent period last year 

ÅRemains subject to government 

budgets and project timing 

ÅOrder book remains strong 

ÅMargins will benefit from cost 

savings and operational efficiencies 

Smiths Detection: Outlook 

An emergency responder using GUARDION to identify potentially  

dangerous chemicals 
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+4% +13% 
+40 bps 

13.5%  

1  Connectors  34% 

2  Microwave 44% 

3  Power management 21% 

1 

2 

3 

Smiths Interconnect: Sales and margins improve against a weak comparator 

ÅSales growth from Connectors and Microwave offset by Power 

ÅMargins benefited from better volumes and cost savings 

ÅConnectors ï sales up 7% 

- Recovery in medical; growth in commercial aerospace and space 

- Robust demand from military customers, 

ÅMicrowave ï sales up 13% 

- Good growth in military, aerospace and test markets 

- Telecom declines against a strong comparator period 

ÅPower management ï underlying sales down 21% 

- Difficult market conditions facing PDI 

- Delays in US orders for power and EMP protection devices 

2013 H1 Revenue (£219m) Underlying revenue Headline operating margin Underlying headline profit 



Smiths Group plc Interim Results 2013  |  34  

Continued investment in new product development 

ÅCompany-funded R&D increased 3% to £11m or 5.2% of sales (2012: 5.5%) 

ÅCustomer-funded portion declined 33% due to US defence budget cuts 

ÅTotal R&D spend of £13m or 5.9% of sales (2012: 6.6%)  

ÅNew product initiatives include: 

- New lightweight battery-powered PIM tester for mobile communications networks 

- Microwave filter for train communications to prevent interference from public mobile 

phones  

Expansion in emerging markets 

ÅEmerging market sales up 21% to represent c. 15% of sales 

 

Smiths Interconnect: Investing in new products and emerging markets 
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Smiths Interconnect: Outlook 

Outlook 

ÅCautious outlook 

ÅDefence market is likely to remain 

challenging 

ÅCommercial markets (telecoms, 

semiconductor test, data centres) 

are expected to deliver long-term 

growth 

ÅHowever, timing on market 

recoveries is uncertain 

Assembly of static transfer switches, a key component of PDIôs  

product offer 
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+11% +20% 
+120 bps 

16.7%  

1  Fluid Management  34% 

2  Construction  30% 

3  Heat Solutions  21% 

1 

2 

4 

4  Flexible Solutions  15% 

3 

ÅStrong sales growth from aerospace and US residential construction  

- margins up 120 bps from higher volumes and price 

ÅFluid Management - sales grew 11% 

- Volume growth on major airframe platforms and engines 

- US automotive sales for fuel/brake applications remained robust 

ÅConstruction - sales up 26% 

- Improved demand; single family home starts up 18% to December 

ÅHeat Solutions - sales down 1% 

- Weak sales of HVAC components; growth in specialty heating elements 

ÅFlexible Solutions - sales up 4% 

- Sales of new sleep apnoea product offset US floorcare declines  

Flex-Tek: Strong growth from Fluid Management and Construction; margins benefit 

2013 H1 Revenue (£120m) Underlying revenue Headline operating margin Underlying headline profit 
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Outlook 

ÅOrder book for aerospace 

customers remains positive 

ÅResidential construction market 

should continue to improve 

ÅSolid foundation for H2 albeit 

against a strong comparator 

ÅMargins will benefit from higher 

volumes but face pressure from 

increased R&D investment, 

competitive pricing and potential 

commodity inflation 

Flex-Tek: Outlook 

Fluorescent penetrant shows hidden imperfections in aerospace tubes 
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Deliver new product launches to accelerate sales growth 

Invest in sales and marketing capabilities in high growth markets  

Drive operational efficiencies to improve margins and support investment 

Sustain strong cash conversion to fund growth initiatives and enhance value 

Effective capital allocation to drive improved returns and value for shareholders 

Operational priorities for 2013 



Questions & Answers 

Interim Results 

20 March 2013 

www.smiths.com 

investor.relations@smiths.com 


