DIVISIONAL REVIEW

JOHN CRANE
Mission-critical flow control solutions for increased efficiency,
emission reductions and energy transformation
FY2021 PERFORMANCE
REVENUE

REVENUE BY SECTOR

REVENUE MIX

(5)%1

ENERGY

ORIGINAL
EQUIPMENT

£865m

59%
INDUSTRIALS

AFTERMARKET

41%

68%

HE A DLINE OPER ATING
PROFIT

HE A DLINE OPER ATING
PROFIT MARGIN2

(1)% 1

+80bps 1

£187m

32%

21.6%

1 Underlying movement. Underlying defined in note 30 to the
Financial Statements.
2 Defined in note 30 to the Financial Statements.

PL AYING A LE ADING
ROLE IN CUSTOMER
DECARBONISATION
John Crane’s long experience in
preventing and remediating leaks
will enable us to play a leading
role in customer decarbonisation
through our methane initiative.
Methane is the most potent current
contributor to global warming. With the oil
& gas sector set to continue playing a key
role in the energy supply chain, reducing
methane emissions is a critical step
towards Net Zero. Pursuing all mitigation
measures now could slow the rate of nearterm global warming by as much as 30%,
potentially reducing total warming by a half
degree by the end of the century.

Systematic measuring, mitigation and
monitoring to limit methane emissions
will be required by the sector to meet
decarbonisation goals.
Working with the Smiths Digital Forge,
John Crane is developing technology and
services to meet this need, which can be
deployed across a range of environments
from pipelines and plants to offshore rigs,
in order to provide data to customers that
will enable them to monitor methane leaks
from sources over time and take corrective
action. Multiple solutions are being
developed to enable affordable technology
and the ability to detect methane leaks in
remote and hazardous locations.

WATCH THE CA SE STUDY ONLINE:
WWW.SMITHS.COM/WHAT-WE-DO/JOHN-CRANE
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John Crane is a global leader in the
design, manufacture, installation
and support of rotating equipment
solutions that drive efficiency,
safety, and environmental
sustainability in large-scale
industrial processes.
We work with customers in a wide
range of industries including oil
& gas, pharmaceutical, chemical,
petrochemical, power generation,
mining, water treatment, pulp
& paper and turbomachinery.
We have a global network of
more than 200 sales and service
locations in over 50 countries.
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Competitive strengths
– Strong and differentiated proprietary
technologies and expertise
across industries
– Broad installed base in Energy
and Industrials
– Innovation focused, digital capability
– Efficient and agile operating model
– Customer intimacy and strategic
alignment through a network of local
proximity service and support centres
– Unique capabilities of field service
engineers and close proximity to
customer sites to strengthen business
support through the pandemic

Growth drivers
– Long-term growth in energy and
primary resource demand, especially
in emerging markets, coupled with the
requirement to reduce greenhouse
gas (GHG) emissions, with particular
emphasis on methane
– Increasing demand for enhanced
efficiency, environmental safeguarding
and cleaner processes, enabled and
supported by John Crane solutions
– Energy transition – growth of a more
diversified and cleaner low carbon
energy eco-system, including hydrogen,
carbon capture, usage and storage
(CCUS) and renewables, which drive
more demanding compression, pumping
and filtration, among other needs

– Digital transformation, GHG
emissions measurement, remediation
and monitoring
– Long-term customer partnerships/
outsourcing
– University partnerships
– Partner of choice for customers by
adapting product and service offerings
to traditional business models while
implementing new requirements under
the new normal

Products
Our comprehensive product portfolio
includes mechanical seals, seal support
systems, power transmission couplings,
specialised filtration systems and digital
monitoring. These engineered and
connected solutions drive improvements
in efficiency and reliability and reduce the
environmental impact of our customers’
operations.
Our large installed base drives significant
aftermarket and upgrade demand, and
our global network of sales and service
locations enables a rapid response to
customer needs. We provide a range of
aftermarket services including repair
and refurbishment, new technology
retrofitting, root cause analysis of incidents
and alignment and condition monitoring
to continuously improve equipment
performance and safety, and reduce
operational downtime.

D I V I SI O N A L S T R AT EGY
Our strategy aligns our business to key long-term trends including
efficient, cleaner processes, energy transformation and lower emissions.
– Leverage unmatched proximity to
our customers’ footprint globally,
with increased penetration in China,
India, Africa, and attractive/adjacent
industrial segments
– Continue investing in our people to
attract and build talent and drive
engagement. Ensure we retain
key talent and core competencies.
Further invest in early-career talent
hiring, training and development
to help strengthen our global
talent pool that will feed our future
leadership pipeline
– New product and service introduction
at a faster pace to support evolving
customer needs core, next-generation,
transformational across oil & gas and
non-oil & gas customer verticals
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– Green technology R&D and
partnerships for the energy transition
including solar, green hydrogen, clean
nuclear and CCUS
– Suite of methane abatement solutions
to help customers detect leaks, repair,
mitigate and monitor
– Expand and integrate services into full
asset lifecycle management offer
– Develop new materials science
and engineering capabilities highperformance ceramics, durable
coatings, integrated sensors,
advanced manufacturing, and fast seal
performance simulation
– Instrument physical devices with
John Crane SenseTM performance
monitoring and analytic capabilities
into full product range to provide
predictive maintenance and system
health checks

– Continue to advance inclusion
and diversity and transform our
workplaces into more inclusive
environments where individuals are
valued for their talents and empowered
to reach their fullest potential
– Focus on exceeding customer
expectations on offer, quality, service
response and delivery time
– Leverage Smiths Excellence System to
implement global best practices and
continuous improvement to Industry 4.0
– Maintain resilient, optimally sourced
global supply chain
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Competitors
Competitors range from large
multinationals to small, more focused
companies across the product
portfolio. Examples include Flowserve,
EagleBurgmann and smaller/
local companies where focus is on
cost with large gaps in quality and
engineering capabilities.

Markets where we operate

We have contractual KPIs in place with
many customers and we make every effort
to keep engagement levels high to support
business needs. We analyse customer
scorecards and use customer satisfaction
surveys to ensure we meet and exceed
expectations. Quarterly review meetings at
the site level through our field teams and
at the corporate level enable us to review
KPIs in greater detail, propose product and
service improvements and discuss longer
term plans.

Energy: Following the oil price decline and
the COVID-19 crisis, demand in the energy
market is gradually recovering. Typically,
given the critical nature of our products
and services, aftermarket is more resilient
than original equipment (OE), which tends
to have a lagged impact given the large
downstream nature of our portfolio.
Increased focus on environmental
considerations, efficiency and growing
energy demand in developing economies
will support growth in the medium to long
term and societal and investment pressure
from the climate crisis will drive GHG
emissions reduction, transition to cleaner
energy sources and carbon capture
and storage.

Opportunities and risks
from climate change and
the net zero agenda

Industrials: We also have a significant
presence in other process industries
including pharmaceutical, chemical,
mining, water treatment, and pulp & paper.
We expect these verticals will continue
to grow in the medium term driven by
demand for full lifecycle solutions, cleaner
processes and emerging market growth.

A fundamental aspect of the net zero
agenda is energy transition and how
the energy industry and other key heavy
industries transition to cleaner energy
sources to meet expected growth in energy
demand while reducing GHG emissions.

Aftermarket: Our unmatched deployed
local support and service offering with
best-in-class field service teams enable
us to align with customer strategies
effectively. Demand for full lifecycle asset
management services is expected to grow.

How we work with customers
The nature of our business enables
us to develop longstanding and deep
relationships with our customers. To be as
efficient as possible, for strategic projects,
we often work on frame agreements
with our strategic OEM and engineered
procurement contractor customers, which
deliver benefits not only during the project
phase, including commissioning and
start up, but also during the operation of
facilities by the final end user.
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Throughout the COVID-19 pandemic, our
sales and service teams have looked for
innovative ways to support customers
with training, remote inspection and even
remote start-up/commissioning.

Short and long-term physical risks to
operations and the supply chain are
covered by business continuity and
supply chain planning. We have an agile
operations system, which enables us to
redirect orders and fulfilment from one site
to another.

Our pump sealing and filtration solutions
are also used extensively across these
hydrogen end markets. In the medium to
long term, as green and blue hydrogen
grow in significance, we are well positioned
to leverage our core competencies
from existing technology and services
and innovate to meet the challenges
presented by the scaling of cleaner energy
alternatives, across the entire energy
value chain.
John Crane’s other customer verticals
are facing similar challenges to reach Net
Zero and we see many opportunities to
support customers in these sectors as they
transition to cleaner energy sources and
more sustainable processes.

COVID-19
From the onset of the COVID-19 pandemic,
John Crane has executed a comprehensive
response plan that maximises the safety
of our people and minimises disruption
of our supply chain to maintain business
continuity and serve our customers.
Demand shock and prolonged oil price
declines have caused many of our
customers to delay new projects. However,
we have begun to see aftermarket activity
recovering, and growing orders for
original equipment.

Oil & gas will continue to play an important
role in the energy supply chain for the
foreseeable future, with gas being more
significant as a bridge, as long as the sector
is able to keep pace with regulations,
and methane emissions can be reduced
significantly. John Crane technology is well
positioned to support increased efficiency
in the oil & gas value chain through
physical product and digital advances
that enable customers to prevent and fix
leaks. Our methane initiative is designed to
address the issue of methane leaks.
Hydrogen is expected to play a more
important role in the energy transition as
‘blue’ hydrogen (fossil sources with CCUS)
and renewable ‘green’ hydrogen grow at
scale and become more cost-competitive
as energy sources. John Crane’s leading
expertise in compression sealing
technologies puts us in a unique position
to contribute to technology transformation
towards a low carbon energy world.
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Revenue
Original Equipment
Aftermarket
Energy
Industrials
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs % sales

FY2021
£m

FY2020
£m

Reported
growth

865
273
592
510
355
187
21.6%
184
20.0%
2.1%

955
314
641
597
358
187
19.6%
154
19.0%
1.9%

(9)%
(13)%
(8)%
(15)%
(1)%
0%
+200bps
20%
+100bps
+20bps

H1
underlying
growth

H2
underlying
growth

FY
underlying
growth

(10)%
(14)%
(9)%
(16)%
(1)%
(16)%
(130)bps

0%
(5)%
+3%
(4)%
+8%
+13%
+270bps

(5)%
(10)%
(3)%
(10)%
+3%
(1)%
+80bps

Revenue
FY2020
reported

(£m)

Foreign Acquisitions
exchange & disposals

Underlying
movement

FY2021
reported

865

Revenue

955

John Crane’s market-leading position and
the strength of its global service network
underpinned its performance, despite
challenges in the energy market and
COVID-19 disruptions. Underlying revenue
was down (5)%. There was a strong
improvement in H2 revenues, which
improved to flat year-on-year, versus (10)%
in H1. On a reported basis, full year revenue
was down (9)%, as foreign exchange had a
£(45)m adverse impact.

it well to meet pent-up demand for
aftermarket repairs, maintenance and
upgrades. Customers are increasingly
focused on improving the efficiency of
their plants and refineries. This is driving
further interest in John Crane’s unique
digital solutions, including John Crane
SenseTM, which monitors the condition and
effectiveness of equipment and helps to
minimise downtime.

Activity levels in both of John Crane’s
market segments began to strengthen in
H2 with good momentum generated in Q4.
Underlying revenue from John Crane’s
Energy segment was (10)% for the year,
with early signs of recovery supporting an
improvement to (4)% in H2, versus (16)%
in H1. Underlying revenue from Industrial
activities was up +3% year over year, having
returned to +8% growth in H2 versus a (1)%
decline in H1.
Aftermarket represents 68% of John
Crane’s revenue (FY2020: 67%).
Underlying aftermarket revenue was (3)%
for the year, having returned to growth
in the second half, up +3%. This was
reflected in the strengthening order
book, which was up +5% in the second
half. John Crane’s large installed base
and leading service offering, position

(45)

–

(45)

Underlying revenue from Original
Equipment (‘OE’) was (10)% for the year,
with an improved H2 performance down
only (5)%, versus (14)% in H1. The rate
of new orders continues to improve and
the OE order book was back at flat in
the second half. John Crane secured
multiple new contracts during the period
including with Aramco in Saudi Arabia,
Petrobras in Brazil, Sempra Costa Azul
LNG in Mexico, and Assiut Hydrocracking
Complex in Egypt. These contracts
draw on John Crane’s core capabilities
of supporting customers’ enhanced
efficiency, performance and sustainability
in a variety of markets. They are examples
of where John Crane’s leading technology,
asset management capabilities and global
footprint drive competitive advantage and
ensure it is well positioned to capture
growth opportunities as markets recover
and evolve.

Operating profit
(£m)

Headline operating profit
Headline operating margin

FY2020
reported

187
19.6%

Foreign Acquisitions
exchange & disposals

(10)

–

Lower
restructuring
and writedowns

Underlying
movement

FY2021
reported

13

(3)

187
21.6%

Headline operating profit of £187m
decreased by (1)% on an underlying
basis, reflecting lower volumes which
were partially offset by improved
aftermarket activity in the second half.
Headline operating profit was flat on a
reported basis, with £(10)m of adverse
foreign exchange offset by the year-onyear impact of restructuring charges.
John Crane’s restructuring focused
on enhancing its flexibility to withstand
the cyclicality of its end markets and
improve efficiency.
Headline operating margin was 21.6%, up
+200bps on a reported basis and +80bps
on an underlying basis. The difference
between statutory and headline operating
profit includes the net cost in relation
to the provision for John Crane, Inc.
asbestos litigation.

ROCE
ROCE was up +100bps at 20.0%, due
to lower restructuring charges and a
reduction in working capital.

R&D
Cash R&D expenditure represented 2.1%
of sales, +20bps higher than last year.
John Crane’s innovation is primarily
focused on enhancing efficiency,
performance and sustainability by using
materials science advancements, coatings
and additive manufacturing. John Crane
is also leveraging the Group’s digital
expertise to support the development of
predictive diagnostic platforms and other
innovative digital technologies.
John Crane sealing solutions are designed
to keep process fluids within systems
and out of the environment. To support
our customers in their environmental
sustainability journeys, John Crane
introduced multiple new technologies
These include a new dry gas seal that
eliminates all methane emissions, seal gas
recovery systems that take compressor
gas leakage out of the flare and inject
it back into productive use, enhanced
coatings for LNG applications, and for
traditionally water intensive industries such
as pulp & paper and mining, dynamic lift
seals that save an average of one million
gallons of water per year when installed.

KPIs and alternative performance measures (APMs)
referred to on this page are defined in note 30 to the
Financial Statements.
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SMITHS DETECTION
Detection and screening technologies for safety,
security and freedom of movement
FY2021 PERFORMANCE
REVENUE

REVENUE BY SECTOR

REVENUE MIX

(7)%1

AV I ATION

ORIGINAL
EQUIPMENT

£721m

76%
OTHER SECURITY
SYSTEMS

24%
HE A DLINE OPER ATING
PROFIT

HE A DLINE OPER ATING
PROFIT MARGIN2

(2)% 1

+70bps 1

£99m

13.7%

54%
AFTERMARKET

46%

1 Underlying movement. Underlying defined in note 30 to the
Financial Statements.
2 Defined in note 30 to the Financial Statements.

ENERGY EFFICIENT
SOLUTIONS FOR HE AT
DISSIPATION
Hold baggage and air
cargo handling systems
generate significant heat.
Managing temperature and
dissipating excess process heat is a
vital part of efficient, safe operation
and system longevity.
Much of the current generation of high
throughput CT scanning equipment uses
ambient air to cool the system. The air is
passed through the scanner to move heat
out of the machine and into the immediate
environment. This dispersed heat is often
then cooled or replaced via air conditioning
systems to maintain an acceptable
temperature in the setting.
With more than 600 sold around the world,
Smiths Detection’s HI-SCAN 10080 XCT
cargo and baggage scanner is one such
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CT system. Its core unit is thermally
insulated and sealed to prevent unwanted
air interchange between the scanner and
its environment. Customers have the
choice of three cooling options: air cooling
as described above; and two water-based
solutions which remove heat quickly and
efficiently from the scanner with no impact
on the external temperature, thus reducing
the need for further cooling measures.
Solution one utilises a low energy
centralised chilled water supply located
outside the building to pump chilled water
between several scanners. Solution two
enables the scanner to be connected to
the building’s process water system and
features an internal chiller for incoming
water. Warm water can then be pumped
back into the building system and used for
other purposes, for example heating.
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Smiths Detection is a global leader
in threat detection and screening
technologies that protect people
and assets.
We work with customers in a broad
range of markets including aviation
screening, ports and borders,
urban security, and defence,
providing high-quality and robust
solutions that address customers’
security and safety needs and
facilitate the efficient movement of
people and products.
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Competitive strengths
– Global reach and market-leading brand
– Differentiated proprietary technologies
leveraged across a broad range
of markets
– Significant R&D and digital capabilities
– Customer intimacy and loyalty through
equipment cycle and aftermarket offer
– Operating in regulated market segments
that require product certification

Growth drivers
– Persistent and evolving terror and
other threats to public safety and
critical infrastructure
– Changing security regulations in the
aviation screening segment
– Growing populations and urbanisation
– Growth of global
transportation infrastructure
– Global growth of international trade and
e-commerce
– Need for integrated digital solutions
– Equipment replacement cycle, typically
8–10 years

Products
Our comprehensive product portfolio
comprises X-ray and computed
tomography (CT) scanners for hold
baggage and checkpoints, peoplescreening scanners, tray-handling
solutions and trace-detection devices for
secondary screening. We produce portable
and static devices for chemical, explosive,
biohazard (including virus) and narcotic
detection and identification and provide
stationary and mobile inspection systems
for cargo vehicles.

Competitors
Across the product portfolio, competitors
range from large multinationals to
smaller, single-product companies.
Examples include Rapiscan, Leidos, IDSS,
Voti and Nuctech.

Markets where we operate
Demand for detection and screening
equipment and service is forecast to
continue to grow over the long term, driven
by the need for safety and security in the
context of evolving threats and the desire
for free and efficient movement of people
and products.
Aviation, our largest market, has been
heavily impacted by the COVID-19
pandemic and commercial aviation
remains challenging. As airports and the
aviation industry seek to restore passenger
confidence and passenger numbers
return, next generation technologies that
support fast, contactless and hygienic
movement through the airport and a safe
flying environment will be key, supported
by digital connectivity and systems
integration. There is a significant variation
in technology progress and regulation by
country/region.

D I V I SI O N A L S T R AT EGY
Our strategy aligns our business to key long-term trends including
safe travel, secure trade, safe people and secure places.
– Core and next generation OE
innovation to support evolving sector
and customer needs
– Commercial resilience in aviation
sector and expansion of non-aviation
and adjacent segments
– Hardware excellence and intuitive,
inspiring design
– Build digital capabilities to sell
interoperable digital enhancements
and secure, integrated solutions
and extensions
– Expand scope and quality of
customer service offer to drive
customer intimacy
Smiths Group plc Annual Report F Y2021

– Invest selectively in accelerator
opportunities in chemical and
biological detection, urban security
and screening and fast-moving
packages/air cargo
– Consolidate technology platforms for
multi-product and multi-industry use
and scale and efficiency of service
and manufacture
– Increased focus on sustainability
through product governance, repair/
refurbish/renew/replace/recycle
options and manufacturing techniques

– Continue to invest in our people
to attract and build talent and
drive engagement
– Optimise channels and partners to
penetrate high growth regions
– Leverage Smiths Excellence System
(SES) to implement global best
practices and continuous improvement
– Continue to develop supply chain
through improvements to systems,
processes and products
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In Other Security Systems we have three
sub-segments:
In ports & borders, the long-term
continuing growth of worldwide trade
volumes is expected to increase demand
for security screening equipment and
digital solutions that drive inspection
processing speeds. Powerful digital
technologies and connected hardware are
needed to enhance inspection effectiveness
without interrupting flow.
In defence, new threats are generating
global demand for mobile and adaptable
detection equipment for chemical warfare
agents and other threat specific sensors in
key NATO-orientated markets. This market
segment is affected by the nature of
procurement cycles.
Urban security is a large, but fragmented
and mainly unregulated sector.
Critical infrastructure, mass transit,
secure facilities and crowded spaces have
specific customer needs and challenges.
Demand is growing for solutions that allow
the public to go about their lives as normal,
with the peace of mind that their health,
security and welfare are being protected.
Almost half of our customers are
government-funded and though often
faced with budget constraints, these
valued customers provide consistent
incoming revenues. Original equipment
(OE) drives the programmatic nature of
our business but our focus on providing a
complete solution to customers and our
significant installed base is driving growing
aftermarket revenue.

How we work with customers
Our customers own and operate some of
the world’s most complex, operationally
intensive and critical sites. We are their
trusted screening and detection partner,
bringing expert advice, proven solutions
and ongoing support to ensure their
security, safety and operational goals are
met. This involves working at the heart of
our customers’ core operations, making
recommendations that help enhance
security, improve operational efficiency,
and transform customer experience. It can
also mean working directly with customers
on the research and development of new
product technologies. We seek to build
enduring relationships based on trust,
best-in-class technology, and marketleading customer care that extends
throughout the lifetime of our equipment
and beyond. Account managers provide
a direct route into the wider business
to translate requirements into solution
options, access specialist expertise, and
address customer needs. We continue
to make investments in areas such as
solution design, technical support and
service management to improve customer
engagement and experience.

Opportunities and risks
from climate change and
the net zero agenda
Short and long-term physical risks
to operations or the supply chain are
covered by business continuity and supply
chain planning.

There are also opportunities and risks
around the operational and energy
efficiency of equipment. While Smiths is
likely to experience more pressure from
customers and governments with regard
to ESG as they seek to meet their Net Zero
and sustainability targets, Smiths Detection
is well placed to help customers extend the
life of their installed base through repairs,
refurbishment and mid-life upgrades
whilst also improving design, modes
of operation and implementing digital
solutions to improve energy efficiency
(whether risk-based and selective or using
less energy intense technologies).

COVID-19
Smiths Detection is constantly monitoring
and responding to the pandemic, and
its associated impacts, as it evolves.
We continue to prioritise the well-being and
safety of our global workforce, customers
and suppliers while managing demand
and our supply chains. As anticipated, the
pace of recovery continues to be influenced
by the impact COVID-19 has had on our
markets. Whilst domestic air traffic and air
cargo are rebounding in some countries,
international travel remains below pre
COVID-19 levels. In response to the
pandemic, we have adapted the detection
capabilities of our BioFlash technology to
identify SARS CoV-2, allowing for realtime detection of COVID-19 in the air. UV-C
disinfection trays, launched in the weeks
following the global lockdown, are in use
at airports in Europe, Asia Pacific, and the
Middle East.

Risks and opportunities arise from
growing pressure on the aviation
sector for regulatory change, increased
greenhouse gas emissions pricing, and
potential changes in consumer behaviour.
Aviation is perceived as a major contributor
to climate change and can sometimes
be a discretionary purchase. While in the
short term consumers and businesses
may decide to switch to alternative modes
of travel or fly less frequently/less far due
to ethical and sustainability concerns,
in the longer term this may be mitigated
by the trend towards green aviation.
Certain governments and investors may
implement policy incentives tying funding
to decarbonisation strategies.
Similar pressures may also be exerted
on international air cargo, with a potential
shift of trade from air to alternatives such
as rail. However, this could equally create
opportunities in screening solutions for
rail freight.

58

Smiths Group plc Annual Report F Y2021

01

02

03

04

OVERVIEW
01-07

STRATEGIC REPORT
08-83

GOVERNANCE
84-132

FINANCIAL STATEMENTS
133-229

F Y 2 0 21 F IN A N CI A L P ER F OR M A N CE

Revenue
Original equipment
Aftermarket
Aviation
Other Security Systems
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs % sales

H1
underlying
growth

FY2021
£m

FY2020
£m

H2
underlying
growth

FY
underlying
growth

721
390
331
546
175
99
13.7%
77
9.7%
7.4%

806
(11)%
(6)%
(8)%
447
(13)%
(6)%
(13)%
359
(8)%
(6)%
(1)%
577
(5)%
+4%
(6)%
229
(24)%
(27)%
(13)%
82
+21%
(21)%
+18%
10.2% +350bps (240)bps +370bps
57
+35%
7.2% +250bps
9.2% (180)bps

(7)%
(10)%
(4)%
(2)%
(21)%
(2)%
+70bps

Reported
growth

Revenue

ROCE
FY2020
reported

(£m)

Revenue

Foreign Acquisitions &
exchange
disposals

806

The strength of Smiths Detection’s market
position and its leading technology drove a
resilient performance against the impact
of COVID-19 on its end markets, with
revenue down (7)% on an underlying basis.
Revenue was down (11)% on a reported basis,
including £(33)m of adverse foreign exchange
translation and +£2m contribution from
PathSensors Inc, a leading bio-technology
solutions and environmental-testing company
acquired in August 2020.
Original Equipment (OE) represented 54% of
FY2021 revenues. Smiths Detection entered
COVID-19 with a record OE order book.
Delivery of these orders has mitigated the
impact of subsequently lower tender activity
in both Aviation and Other Security Systems.
However, underlying OE revenues were
still down (10)% for the year and (13)% in the
second half. Both Aviation and Other Security
Systems derived over 45% of their revenues
from aftermarket services. The underlying
trend in aftermarket revenues improved
throughout the year, from (6)% in the first half
to (1)% in the second, resulting in a full year
decline of (4)%.
Revenue from Aviation decreased (2)% on an
underlying basis. The good growth reported in
the first half tapered off following successful
completion of some large contracts including
the computed tomography (CT) hold baggage
systems for AENA in Spain and CT cabin
baggage screening systems for the TSA
in the US. Revenue from Other Security
Systems declined by (21)% on an underlying
basis. This performance reflects a sharp
slowdown in urban security markets due to
the pandemic.

(33)

Headline operating profit
Headline operating margin

FY2020
reported

82
10.2%
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Underlying
movement

FY2021
reported

(54)

721

2

Despite a slower rate of new tenders, Smiths
Detection continues to secure new contracts
and order intake has stabilised. In Aviation,
Smiths Detection won the contract to supply
CT cabin baggage systems throughout
Heathrow Airport, as well as for Milan
Airports Malpensa and Linate, Kuwait
International Airport and Hamad International
Airport (HIA) in Qatar. Smiths Detection has
also been awarded several contracts in hold
baggage, including with the TSA, Incheon
and Sheremetyevo airports. HIA and Narita
Airport placed orders for ultraviolet light
kits, capable of destroying up to 99.9% of
microorganisms present on baggage trays at
the security checkpoint. This new technology
supports heightened hygiene standards which
will be important as airports seek to restore
the confidence of travellers and staff during
and after the COVID-19 pandemic.

ROCE increased by +250bps to 9.7%,
with lower restructuring and write-down
charges this year and a reduction in
working capital.

R&D
Cash R&D expenditure was 7.4% of sales,
(180)bps lower than last year following
the completion of some customer-funded
projects. Smiths Detection continued
to invest in the development of the next
generation of detection devices for the
defence market, new algorithms to
improve the detection of dangerous
goods for cargo applications, and digital
solutions to strengthen our aftermarket
proposition to make people and
infrastructure safer. Certain programmes
are co-funded by strategic customers
seeking next-generation solutions to
security challenges.

In Other Security Systems, Smiths Detection
secured contracts with the U.S. and French
customs agencies and the Hellenic police
for mobile x-ray inspection systems. It also
won contracts to supply systems to stadiums
featuring our digital iCMORE automatic
threat detection technology, enhancing arena
security and reducing the need for hands-on
searches, and contracts for the supply of
equipment to the US Department of Defence.
Following the successful integration of
PathSensors Inc which brought additional
capability in the areas of environment
monitoring, food safety and mail screening,
Smiths Detection has developed the capability
to detect all major airborne COVID-19 variants.

Operating profit
(£m)

Smiths Detection maintained good profit
conversion with headline operating profit
down only (2)% on an underlying basis,
despite lower volumes. Headline operating
profit of £99m was up +21% on a reported
basis, including +£23m year-on-year
impact of lower restructuring costs and
write-downs, and £(3)m adverse foreign
exchange translation. Headline operating
profit margin was 13.7%, up +350bps
on a reported basis and +70bps on an
underlying basis. The difference between
statutory and headline operating profit
primarily reflects amortisation of
acquired intangibles.

Foreign Acquisitions &
exchange
disposals

(3)

(1)

Lower
restructuring
and writedowns

23

Underlying
movement

(2)

FY2021
reported

99
13.7%

KPIs and alternative performance measures (APMs)
referred to on this page are defined in note 30 to the
Financial Statements.
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FLEX-TEK
Safe and efficient movement of fluids and gases
FY2021 PERFORMANCE
REVENUE

REVENUE BY SECTOR

REVENUE MIX

+6% 1

AEROSPACE

ORIGINAL
EQUIPMENT

£508m

19%
INDUSTRIALS

AFTERMARKET

81%

53%

HE A DLINE OPER ATING
PROFIT

HE A DLINE OPER ATING
PROFIT MARGIN2

+13% 1

+110bps 1

£97m

47%

19.1%

1 Underlying movement. Underlying defined in note 30 to the
Financial Statements.
2 Defined in note 30 to the Financial Statements.

SUPPORTING RESE ARCH
INTO EFFICIENT JET
ENGINE DESIGN
SureHeat SFI electric air heaters
are supporting research into jet
engine design and the production of
components to improve efficiency
and reduce the carbon footprint of
aircraft in flight.
TUTCO’s SureHeat specialty flanged inline
(SFI) electric air heaters are used in a
range of test and research applications
including material and component testing
of aviation parts, wind tunnel test facilities,
and jet engine simulation. SFI heaters offer
superior performance over conventional
tubular/immersion style heaters because
they are designed specifically for air and
inert gas applications.
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Proprietary SERPENTINE™ technology
facilitates a very high-power watt density,
enabling a compact overall heater design
up to 12 times smaller than equivalent
competitive conventional heaters. And,
with a faster heat-up and cool-down ramp
time and integrated infrared temperature
sensors, SureHeat SFI heaters are more
cost effective to operate, offer highly
accurate temperature control, and are
protected from overheating.
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Flex-Tek is a global provider of
high-performance engineered
components and solutions that
support the safe and efficient
movement of fluids and gases
in a range of industry sectors.
Our flexible hosing and rigid tubing
deliver gas and conditioned air
in residential and commercial
buildings, manage fluid in fuel
and hydraulic applications on
commercial and military aircraft
and support respiratory care in
medical applications. Flex-Tek
heating elements and thermal
systems improve the performance
and efficiency of industrial and
domestic appliances and medical
and diagnostic equipment.
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Competitive strengths
– Leading capability in design,
manufacture and cost engineering
– High-performance
differentiated products
– Innovation focused
– Strong customer relationships
and brand reputation

Growth drivers
– Through-cycle growth of the US housing
construction market
– Expanding international market for
construction products
– Long-term increase in commercial and
military aircraft production
– Customer focus on efficient performance
and environmental safeguarding
– Industrial heat solutions
– Growth of medical devices

Products

In Aerospace, we are a leading provider of
specialty tubing assemblies for airframes
and turbine engines that provide reliable,
efficient delivery of hydraulic fluids and
jet fuel.
In Industrials, we provide the construction
sector with flexible ducting for commercial
and residential HVAC applications as well
as corrugated stainless steel tubing that
supplies natural gas or low-pressure
gas to appliances. We are one of the
world’s largest manufacturers of open
coil heating elements, supplying electric
resistance heating and controls for a
broad range of applications including
compressors, clothes dryers, duct heaters,
heat pumps, and window air conditioners.
We also manufacture hoses for medical
applications including ventilators and
hoses for the automotive market to deliver
fuel and brake fluid.

Competitors
Competitors range from large
multinationals through to small, more
focused companies across the product
portfolio. Examples include: ParkerHannifin, Eaton, Omega Flex, Nibe.

D I V I SI O N A L S T R AT EGY
Our strategy aligns our business to key long-term trends including
energy efficiency, air quality and safe operations.
– Innovation to support evolving sector
and customer needs – core and
next generation
– Grow share in US housing market
segment and international
construction markets
– Expand HVAC product offer
– Focus on solutions provision in
industrials segment – particularly
industrial heat capabilities and
medical hoses
– Innovation across segments focused
on environmental safeguarding –
energy efficiency, alternative energy
sources and clean air

Smiths Group plc Annual Report F Y2021

– Smart/digitally integrated products
– Selectively invest in accelerator
opportunities including refrigerant line
sets and clean air ducting
– Build strength in military aviation
segment, including MRO and secure
positions on next generation aircraft
through OEM development and
preferred supplier partnerships
– Continue to invest in our people
to attract and build talent and
drive engagement
– Increased focus on sustainability
through product governance and
manufacturing techniques

– Further develop excellence in
customer service
– Leverage SES to implement
global best practices and
continuous improvement
– Ensure quality and synergies in
supply chain
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DIVISIONAL REVIEW
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Markets where we operate
Our business performance generally
follows macroeconomic indicators such as
US GDP, US housing growth, healthcare
spending and capital goods expenditure.
The diverse nature of our markets reduces
our reliance on any specific technology,
although we are currently primarily
exposed to the US economy. The need
for environmental safeguarding, process
efficiency and healthy environments
is driving demand for new technology
across segments.
In Aerospace, the commercial aircraft
market is expected to be challenging for
the next two to three years following the
COVID-19 pandemic. In the long term,
increasing air passenger and freight
volumes and investment in next-generation
aircraft are expected to drive a rebound in
growth. Military demand is unaffected.
In Industrials, growth is driven by the
US housing market segment, with
opportunities growing in international
construction markets due to population
increase. We provide an increasing number
of specialty heating applications with
opportunities for further innovation to
grow adjacent revenues. Increasing global
healthcare spending, especially post
COVID-19, is driving growth in hoses for
medical devices.

Opportunities and risks
from climate change and
the net zero agenda
We have identified a range of opportunities
arising from climate change and the net
zero agenda. These include developing
existing Flex-Tek technology and
capabilities to support energy transition,
for example electrical heating of hydrogen
gas, high reliability gas piping systems
for hydrogen/natural gas blends and use
of SureHeat’s high temperature/high
pressure heating systems to replace
gas as a process heat in industrial
applications. Lower weight aircraft hoses
will support better aircraft fuel efficiency
and products that reduce leakage in HVAC
systems will increase efficiency and lower
environmental impact. There are other
potential opportunities to reduce the use of
raw materials such as in-wall ducting and
packaging projects.

COVID-19
Our utmost priority has been to keep
our employees safe whilst maximising
business continuity with our suppliers
and servicing our customers. The US
Housing market has recovered quickly
from the effects of the pandemic, while
other Industrial segments have been
slower to recover. The Aerospace segment
saw a significant downturn in volume for
this fiscal year, with an improving trend
beginning in Q4. Whilst most of our end
markets are expected to recover relatively
swiftly, commercial aerospace is expected
to take two to three years to return to preCOVID-19 level.

Risks are based primarily on regulatory
changes associated with climate change
impacting our ability to sell products such
as the flexible duct and a move away from
natural gas for home heating and highenergy consumption HVAC systems. On a
longer time horizon, the development of
electric aircraft will change demand for
fuel hoses.

How we work with customers
Our relationships with customers
are managed through our sales and
marketing organisation. We bring the
voice of the customer into the business by
engaging with customer procurement and
management teams at the appropriate
level and have frequent contact with
customer manufacturing operations
and quality teams to ensure that we are
consistently meeting expectations and fine
tuning our approach.
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ROCE

F Y 2 0 21 F IN A N CI A L P ER F OR M A N CE

Revenue
Industrials
Aerospace
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs % sales

FY2021
£m

FY2020
£m

Reported
growth

508
409
99
97
19.1%
83
21.6%
0.5%

478
345
133
83
17.3%
52
17.5%
0.5%

+6%
+19%
(26)%
+17%
+180bps
+60%
+410bps
–

Revenue

FY2020
reported

(£m)

Revenue

Revenue from Flex-Tek’s Industrial
segment was up +15% on an underlying
basis. Strong growth throughout the year
was driven by demand for its construction
related products in the US, particularly

(29)

33

(£m)

Headline operating profit
Headline operating margin

Headline operating profit increased
+13% on an underlying basis, reflecting
improved volumes and strengthened
margins. Headline operating profit was
up +17% at £97m on a reported basis,
including £(5)m adverse foreign exchange
translation and +£10m from acquisitions.
Headline operating profit margin was
up +180bps to 19.1%, on a reported
basis. The difference between statutory
and headline operating profit is due to
amortisation of acquired intangible assets
and provision for Titeflex Corporation
subrogation claims.

FY
underlying
growth

+13%
+6%
+17%
+15%
+2%
(20)%
+28%
+13%
+220bps +110bps

Underlying
movement

FY2021
reported

26

508

ROCE increased +410bps to 21.6%
reflecting the improved profitability.

R&D
Cash R&D expenditure remained
consistent at 0.5% of sales. R&D is focused
on developing new products for the
construction market, and an expanded
product offering in aerospace.

Underlying revenue from Flex-Tek’s
Aerospace segment was down (20)%
for the year, but up +2% in the second
half. This was a result of improving
market conditions, as well as market
share gains and increased content on
existing platforms.

Foreign Acquisitions &
exchange
disposals

83
17.3%

H2
underlying
growth

for HVAC applications, where Flex-Tek
continued to outperform the underlying
market. Other drivers included good
growth of its industrial heat applications.

Operating profit
FY2020
reported

(1)%
+14%
(35)%
–
+20bps

Foreign Acquisitions &
exchange
disposals

478

Flex-Tek’s revenue increased +6% on
an underlying basis, as strong revenue
growth in Industrials more than offset the
downturn in Aerospace. Revenue grew
+6% on a reported basis, including £(29)m
adverse foreign exchange translation and
+£33m from acquisitions.

H1
underlying
growth

(5)

10

Lower
restructuring
and writedowns

Underlying
movement

FY2021
reported

–

9

97
19.1%

In February 2021, the Group acquired
Royal Metal, a leading manufacturer of
residential and light commercial HVAC
products for $107m. Royal Metal is being
successfully integrated into Flex-Tek.
The acquisition complements the organic
growth that Flex-Tek is already driving
through the development of innovative
air distribution products that support
improved energy efficiency and indoor air
quality. For more information, see note 27
of the Financial Statements.

KPIs and alternative performance measures (APMs)
referred to on this page are defined in note 30 to the
Financial Statements.
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DIVISIONAL REVIEW
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SMITHS INTERCONNECT
High-speed, secure connectivity in critical applications
FY2021 PERFORMANCE
REVENUE

REVENUE MIX

+7% 1

AFTERMARKET

£312m

2%
ORIGINAL
EQUIPMENT

98%
HE A DLINE OPER ATING
PROFIT

HE A DLINE OPER ATING
PROFIT MARGIN2

+54% 1

+450bps 1

£35m

11.2%

1 Underlying movement. Underlying defined in note 30 to the
Financial Statements.
2 Defined in note 30 to the Financial Statements.

OPTICAL TECHNOLOGY
CONNECTING OUR WORLD

Our 28G optical transceivers
support the high data rates of
the next generation of satellites
connecting our world.

These next generation satellites require
reliable optical networking to handle high
data rates and, when it comes to getting
technology into space, small, light and
rugged is critical.

Constellations of satellites in low-earth
orbits (LEO) are a growing market
segment, providing internet connectivity
to underserved and remote regions.
Much larger geosynchronous orbit
(GEO) satellites provide high-throughput
communication services to major
population areas, each using many spot
beams to cover a large region.

Reflex Photonics optical transceiver
technology delivers data rates up to 40
times higher than an average household’s
bandwidth, is small and light, and is able
to operate in the harsh environment of
space where temperatures can transition
from cold to hot more than ten times a
day and where radiation can disrupt the
performance of electronic components.

WATCH THE CA SE STUDY ONLINE:
WWW.SMITHS.COM/WHAT-WE-DO/SMITHSINTERCONNECT
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Smiths Interconnect is a preferred
supplier of advanced, differentiated
electronic components, subsystems,
microwave and radio frequency
products to OEMs requiring reliable,
high-speed and secure connectivity
and control for demanding
applications in harsh environments.
We work with customers in the
aerospace, space, defence,
communications and
industrial markets.
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Competitive strengths

Products

– Broad portfolio of technically
differentiated products
– Strong research and
engineering capabilities
– Customer intimacy and
product customisation
– Global reach and support

We provide technologically differentiated
electronic components, subsystems,
microwave and radio frequency products
that connect, protect and control critical
applications in harsh environments.

Growth drivers
– Increased demand for connectivity in
space, defence and communications
– Increasing geopolitical uncertainty
– Growing urban populations requiring
transport and infrastructure
– Increased focus on healthcare and
ageing populations
– Extension of digitisation and internet
connectivity (Internet of Things, Internet
of Space, Industry 4.0, increase in fibreoptic transmission) to drive higher data
rates and safe and efficient performance
– Big data/AI bandwidth

Our interconnect solutions, technologies
and system integration capabilities are
used in defence radar, communication and
surveillance systems that are missioncritical; our connectivity solutions for
engine systems, power distribution and
avionics ensure reliability in aviation
flight-critical systems. Our microwave
components and connectors ensure
optimal performance, durability and
safety in deep space missions, as well as
in LEO, MEO and GEO (Low, Medium and
Geostationary Earth Orbit) satellites.
Our semi-conductor test products are
used to test highly sophisticated semiconductors and electronic circuits in use in
communication systems, gaming products
and computing devices. Our in-flight
antenna systems give passengers internet
connectivity gate-to-gate on planes around
the world.
Our connectivity products are used in
medical surgical and monitoring systems,
imaging systems and disposables
applications. Our connectors enable the
safe operation of train rolling stock and
high-speed data transmission in signalling.

D I V I SI O N A L S T R AT EGY
Our strategy aligns our business to key long-term trends including
faster/seamless connectivity and satellite applications.
– Continue to focus on current
market sectors
– Launch core and next generation
innovation supporting high density/
high-integrity connectivity
– Selectively invest in accelerator
opportunities including fibre optics,
space and micro-electronics
– Consolidate presence in India and
China, focusing on defence, satcom,
space and rail market segments
Smiths Group plc Annual Report F Y2021

– Be the connectivity partner of choice.
Focus on customer intimacy, service
and lead times
– Continue to invest in our people
to attract and build talent and
drive engagement
– Strengthen regional manufacturing
and supply chains to optimise
network, enable flexibility and
provide localised solutions

– Increase focus on product
sustainability through
product governance and
manufacturing techniques
– Leverage SES to implement
global best practices and
continuous improvement
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DIVISIONAL REVIEW
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Competitors

How we work with customers

COVID-19

Competitors range from large
multinationals through to small, more
focused companies across the product
portfolio. Examples include: Amphenol,
TE Connectivity, Molex, Cobham,
Honeywell, Anaren, Leeno and Winway.

Ensuring we bring our expertise to
customers in the way that works for them
is very important to us. We provide in depth
design support through the customer
specification process with dedicated field
applications engineers assigned to assist
customers to choose the right solution
for their needs and optimise the launch
process. Key Account Sales Teams are
appointed to support project deployment
and ensure prompt responses to requests
and queries. We measure and calibrate
our service performance through the use
of monthly scorecards for key accounts
that review KPIs including revenue, ontime delivery, past-due, DPPM (defective
parts per million) and escapes, and we
have a global procedure for gathering and
analysing data taken from customers’
own scorecards.

Throughout the pandemic we’ve worked
collaboratively across our whole business
to deliver on three priorities: keeping
our people safe, keeping our operations
going with colleagues actively working,
and ensuring we continue to support
our customers, at all times in line with
our values. Our approach has been to
develop group-wide frameworks, guidance
and materials to be applied by each of
our businesses considering individual
operational needs and local requirements.
We have continued to monitor the rigorous
application of appropriate precautions at
our sites to protect the health and safety of
our employees and to consult with external
medical experts to gain the latest insights
into the situation around the coronavirus,
the plans of national governments and the
developing availability of vaccines.

Opportunities and risks
from climate change and
the net zero agenda

This has resulted in minimal numbers of
sick employees, minimal disruption to our
operations and, consequently, very limited
impact on our customers.

Markets where we operate
Increasing geopolitical uncertainty and
the growth of operations in extreme
environments provide a platform
for growth in the defence segment.
The acceleration of demand for
communication and data transmission
in the digital age is creating a huge
requirement for new consumer/
commercial electronics that need
semiconductor testing, as well as for
additional satellites, especially LEO and
MEO to ensure ubiquitous connectivity.
Commercial aerospace is expected to
recover over time with the upgrade of
fleets following the disruption of the
air transportation market due to the
COVID-19 pandemic.
Urbanisation, emerging economies and
the demand for sustainable transport are
driving capacity expansion and automation
in rail and other industrial segments.
Technology and Artificial Intelligence are
transforming healthcare and will drive
demand for home-based, more connected
medical devices, accelerated by experience
of the COVID-19 pandemic.
The growth in big data, which requires
more bandwidth and increased computing
power, combined with a high rate of
technology refresh with increased
functionality and connectivity, creates
further opportunities for our products.
Technology evolution will also be driven
by an increasing desire for carbon neutral
and/or more sustainable products/
processes and transition to greener
energy solutions such as renewable power
systems including wind turbines, electricity
storage and battery back-up power.
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Short and long-term physical risks
to operations or the supply chain are
covered by business continuity and supply
chain planning.
Short-term transitional risk centres
around customer behaviour, their likely
requirement for more environmentally
sustainable products, and continuing
confidence to invest in new technology
platforms. To mitigate this, we maintain
a disciplined horizon scanning process
and use a value proposition marketing
approach to continuously understand
the market and customer landscape and
customer needs. Our products are also
becoming more sustainable by design, for
example our new, low profile test socket
which is 3D printed, reducing the raw
materials required for manufacture.
We see a range of opportunities for
Interconnect technology arising from
the net zero agenda including the
need to manage battery efficiency and
temperature performance of new low
carbon technologies and demand for low
resistance, power efficient and stable
connection solutions and transportation
related products.
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ROCE

F Y 2 0 21 F IN A N CI A L P ER F OR M A N CE

Revenue
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs % sales

FY2021
£m

FY2020
£m

312
35
11.2%
34
8.8%
6.3%

309
26
8.4%
23
6.4%
7.7%

Revenue
Revenue

309

Smiths Interconnect delivered a strong
performance with revenue up +7% on an
underlying basis, reflecting continued
good momentum supported by a growing
orderbook. Revenue in the second half was
up +3% compared to +11% in the first half,
due to the strong Q4 performance in the
prior year. Revenue increased by +1% on a
reported basis, including £(16)m adverse
foreign exchange translation.
This strong performance reflects high
growth in the semiconductor test business,
as customers increased capacity for the
production of graphics chips and other
microprocessors to support demand for
laptops, data centres and games consoles,
as well as new customer wins.

H2
underlying
growth

FY
underlying
growth

+1%
+11%
+3%
+7%
+35%
+109%
+30%
+54%
+280bps +560bps +350bps +450bps
+48%
+240bps
(140)bps

Foreign Acquisitions &
exchange
disposals

FY2020
reported

(£m)

Reported
growth

H1
underlying
growth

(16)

–

Underlying
movement

FY2021
reported

19

312

ROCE increased +240bps to 8.8%, driven by
higher profitability.

R&D
Cash R&D expenditure decreased to 6.3%
of sales (FY2020: 7.7%). R&D is focused
on bringing to market new products that
improve connectivity and product integrity
in demanding operating environments.
Product launches included the new Joule
20 test socket for semiconductor test
customers; new attenuators for space
applications; and advanced connectors for
the medical market.

There was also growth in the space and
defence market segments from specific
projects and satellite programmes.
This growth was partly offset by a slight
decline in the industrials market, driven in
part by the timing of medical orders.
During the year, Smiths Interconnect
received significant orders for its spacequalified products for space exploration
projects and commercial satellite
constellations. Smiths Interconnect
is proud that its high-performance
connectors are onboard NASA’s sixwheeled science rover, Perseverance,
which landed safely on Mars to search for
traces of microbial life.

Operating profit
(£m)

Headline operating profit
Headline operating margin

FY2020
reported

Foreign Acquisitions &
exchange
disposals

26
8.4%

Headline operating profit increased +54%
on an underlying basis, reflecting strong
volumes and the benefits of restructuring
actions. Headline operating profit was
up +35% to £35m on a reported basis,
including £(5)m of higher year-on-year
restructuring costs to optimise the
operational footprint.

(2)

–

Lower
restructuring
and writedowns

Underlying
movement

FY2021
reported

(5)

16

35
11.2%

Headline operating profit margin was
11.2%, up +280bps on a reported basis
and +450bps on an underlying basis.
The difference between statutory and
headline operating profit reflects the
amortisation of acquired intangibles.

KPIs and alternative performance measures (APMs)
referred to on this page are defined in note 30 to the
Financial Statements.
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DISCONTINUED OPERATIONS – SMITHS MEDICAL
Leading medical device business, whose purpose is to save and
improve the lives of millions of patients globally
FY2021 PERFORMANCE
REVENUE

REVENUE BY SECTOR

REVENUE MIX

(3)% 1

INFUSION
SYSTEMS

ORIGINAL
EQUIPMENT

36%

19%

£849m

VA SCUL A R
ACCESS

32%
V ITA L C A RE
A N D S P E C I A LT Y
PRODUCTS

CONSUMABLES

81%

32%
HE A DLINE OPER ATING
PROFIT

HE A DLINE OPER ATING
PROFIT MARGIN2

+4%1

+110bps 1

£177m
Competitive strengths
–
–
–
–

A category leader in served segments
Strong brands and technology
Strong, defensible intellectual property
c.80% of revenue from single-use
devices and proprietary consumables
– Strong customer relationships and
extensive global sales network

Growth drivers
– Ageing populations with increasing
personalised healthcare and patient
expectation/quality of life
– Increasing incidence of chronic diseases
– Increasing need for connected systems
and data analytics
– Growth of alternate site and homebased healthcare
– Growing healthcare spend in
developing markets

68

20.8%
Competitors
Competitors range from large
multinationals through to small, more
focused companies across the product
portfolio. Examples include: Becton
Dickinson, Baxter, B-Braun, Medtronic.

Products

In Infusion Systems, Smiths Medical
products deliver fluids and medication for
pain management and the treatment of
acute and chronic diseases for use in both
hospital and home settings.
In Vascular Access, products allow
healthcare workers to deliver fluids and
medication to patients or to obtain blood
samples from patients.
Vital Care and Speciality Products
comprises devices to manage patients’
airways, and systems to maintain patients’
body temperature before, during and
after surgery.

1 Underlying movement. Underlying defined in note 30 to the
Financial Statements.
2 Defined in note 30 to the Financial Statements.

Markets where we operate
The medical device industry has strong
growth drivers. The global market served
by Smiths Medical is estimated to be over
£7bn and growing around 3% annually, with
growth drivers such as growing and ageing
populations, increasing need for connected
systems and data analytics, and growth of
alternate site and home-based healthcare
and innovation.
In Infusion Systems, an increasing rate
of chronic conditions and outpatient
treatment favour ambulatory infusion
solutions. Healthcare providers are
advancing digital integration between
infusion devices and their respective
hospital information systems.
In Vascular Access, continued growth is
expected due to safety regulations driving
to prevent needlestick injuries, blood
exposure, and hospital-acquired infections.
In Vital Care and Specialty Products,
key growth drivers include the expansion
of enhanced recovery after surgery and
the prevalence of chronic obstructive
pulmonary disease (COPD).
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Revenue
Headline operating profit
Headline operating profit margin
Headline profit after tax
Statutory profit after tax
Return on capital employed
R&D cash costs % sales

FY2021
£m

FY2020
£m

Reported
growth

849
177
20.8%
134
128
13.3%
5.6%

918
184
20.1%
139
200
13.8%
5.9%

(8)%
(4)%
+70bps
(4)%
(36)%
(50)bps
(30)bps

H1
underlying
growth

H2
underlying
growth

FY
underlying
growth

(7)%
(3)%
+5%
+4%
+190bps +110bps
+5%
+5%

–
+2%
+30bps
+5%

Consistent with accounting standards for discontinued operations, depreciation and amortisation are not included in reported
results for Smiths Medical. Depreciation and amortisation of £45m (FY2020: £45m) have, however, been included in the
calculation of underlying measures.

Agreed sale of Smiths Medical
On 8 September 2021, the Group
announced the sale of Smiths Medical
to ICU Medical, Inc. (ICU Medical) at an
enterprise value of $2.7bn and an equity
value of $2.4bn after adjustments for debt,
liabilities and working capital.
At closing, the Group expects to receive
$1.85bn in cash proceeds and 2.5m new
ICU Medical shares, valued at $0.5bn at
the time of announcement. The Group
will receive an additional $0.1bn in cash,
contingent on the future share price
performance of ICU Medical.

Completion and receipt of initial cash
proceeds is expected in the first half
calendar year 2022, subject to approval
by Smiths’ shareholders and customary
regulatory approvals. The sale of
Smiths Medical simplifies and positions
Smiths for focused growth in its core
industrial technology business and will
enable a significant return of capital
to shareholders.

ROCE declined (50)bps to 13.3%.

R&D
Foreign Acquisitions &
exchange
disposals*

FY2020
reported

Revenue

918

Smiths Medical delivered revenue of
£849m, down (3)% on an underlying basis.
Excluding the one-off, nil-margin revenue
generated in the second half
of FY2020 from participation in the

(39)

Underlying
movement

FY2021
reported

(30)

849

–

Ventilator Challenge UK, revenue was flat
against the prior year. Revenue was down
(8)% on a reported basis, including £(39)m
of adverse foreign exchange translation.

Operating profit
Operating margin

Cash R&D expenditure was 5.6% of
sales, down (30)bps year-on-year.
Smiths Medical continues to invest in the
development of innovative, commercially
focused products across the portfolio to
support long-term, sustainable growth.
Product launches included:
– PharmGuard software enhancements
for the CADDTM Solis Infusion Pump
– Comprehensive pain management
solutions with new dedicated connectors

Operating profit
(£m)

In June 2020, Smiths Medical initiated a
Class I recall of certain Medfusion® 3500
and 4000 syringe pumps with specific
firmware versions, due to a software error.
Following the recall, the US Food and Drug
Administration (the FDA) undertook an
inspection at Smiths Medical’s Minneapolis
site and issued its observations in April
2021. Smiths Medical is undertaking
remediation actions, and is committing
significant resources, to address each of
the FDA’s observations and to strengthen
its quality systems. Smiths Medical is
aiming to complete the outstanding
remediation actions by the end of 2023.

ROCE

Revenue
(£m)

In April 2021, Smiths Medical invested in
Ivenix Inc., the owner of an FDA approved
LVP and entered into an agreement to be
the exclusive distributor of the Ivenix LVP.
The investment and distribution agreement
meant Smiths Medical prioritised
commercialisation of the Ivenix LVP and
the development of the Intellifuse LVP was
put on hold. This change has given rise to
the impairment charges disclosed above,
with the entire value of the Intellifuse LVP
having been impaired.

FY2020
reported

184
20.1%

Foreign Acquisitions &
Higher Depreciation &
exchange
disposals restructuring amortisation

(7)

Headline operating profit of £177m was
up +4% on an underlying basis, reflecting
restructuring actions and cost discipline.
Headline operating profit was down
(4)% on a reported basis, due to £(7)m of
adverse foreign exchange and £(5)m of
higher year-on-year restructuring costs.
Headline operating profit margin of 20.8%
was up +110bps on an underlying basis, and
+70bps on a reported basis.
Headline profit after tax of £134m
increased +5% on an underlying basis,
due to growth in operating profit. On a
reported basis headline profit after tax was
down (4)%, including the adverse foreign
exchange and restructuring costs.
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–

(5)

–

Underlying
movement

FY2021
reported

5

177
20.8%

– A new endotracheal tube

The difference between statutory and
headline profit after tax is £(6)m, which
includes £(18)m of separation costs, £(61)m
of non-cash impairment charges, +£50m
of foreign exchange on the intercompany
loan with Smiths continuing Group and
+£23m of tax credit on these non-headline
items. The non-cash impairment charges
comprise £52m of capitalised development
costs, £5m of specific inventory and £4m of
attributable fixed assets, relating mostly to
the Intellifuse Large Volume Pump (LVP).

KPIs and alternative performance measures (APMs)
referred to on this page are defined in note 30 to the
Financial Statements.
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