
Melrose Industries
The horizon remains positive

Melrose continues to build on its track record of delivering to expectations.
Indeed the Engines division has achieved FY25 target returns a year early.
This provides confidence in management’s new medium-term guidance (to
FY29): a minimum EPS CAGR of 20% and acceleration to £600m of annual
free cash flow, benefiting from the maturing of the risk and revenue sharing
partnerships (RRSPs). With further potential from additional military spend
not factored in, the shares offer interesting value.

Year end Revenue (£m) PBT (£m) EPS (p) DPS (p) P/E (x) Yield (%)
12/23 3,350.0 325.0 19.50 5.00 25.1 1.0
12/24 3,468.0 438.0 26.80 6.00 18.2 1.2
12/25e 3,615.0 556.0 34.40 6.90 14.2 1.4
12/26e 3,921.0 711.0 44.70 8.90 10.9 1.8
Note: PBT and EPS are normalised, excluding amortisation of acquired intangibles, exceptional items and share-based payments.

Results ahead of Edison forecasts
Underlying sales growth was 11% to £3.5bn and operating margins improved 380bp
to 16.3% (Engines 28.9%, Structures 7.2%). Underlying PBT increased 36% to
£438m (Edison forecast £432m), with EPS growth of 45% to 26.8p (Edison forecast
25.9p) benefiting from the share buy-back programme. The dividend was increased
20% with cover at 4.5x. Net debt increased from £572m to £1,321m (1.9x EBITDA),
primarily reflecting restructuring spend of £126m along with the buy-back and LTIP.

Outlook and forecasts
Management confirmed its FY25 profit guidance, albeit, with the continued
disruption in the civil aerospace sector, the top-line expectation is a little softer.
Management guidance is for FY25 revenue of £3.55–3.70bn and adjusted operating
profit before central costs of £680–720m, reflecting an adjusted operating margin of
over 19%. Our FY25 forecasts are essentially unchanged, with a revenue reduction
of 3.6% offset by increased margin expectations (+120bp) reflecting the mix and the
Engines division having attained management’s FY25 target margin in FY24. We
have reduced our dividend growth expectation to reflect management’s move to 5x
cover with a preference for share buy-backs. We also introduce FY26 forecasts.

Longer-term guidance to 2029
Management has provided longer-term guidance based on the broader industry
growth expectations, internal investments in areas such as additive fabrication,
completion of the restructuring programme and the positive runway for the RRSPs,
in particular the GTF engine, which is expected to turn cash positive. Guidance
includes revenue of £5.0bn (c 8% CAGR), adjusted operating profit of at least
£1.2bn, an operating margin of over 24%, an adjusted diluted EPS CAGR of over
20% excluding the impact of any further buy-backs (we estimate EPS of c 70p a
share in FY29) and annual free cash flow of £600m (after interest and tax).

Valuation: Positive upside remains
We have increased our valuation from 654p to 709p/share. Non-RRSP operations
are valued against peers and we have rolled forward the RRSP cash flow model.
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Full year results

Overall

Exhibit 1: Summary financials (£m)
2023 2024 Change

Sales 3,350 3,468 11%

Operating margin 12.5% 16.3% 380bps

Divisional operating profit 420 566 38%

Central costs (30) (26)

Underlying operating profit 390 540 42%

Interest charges (59) (102)

Underlying PBT 331 438 36%

EPS 19.5 26.8 45%

DPS 5.0 6.0 20%

Source: Melrose Industries. Note: Like-for-like growth is calculated at constant currency against 2023 results and, for revenue, excludes
exited businesses.

FY24 was another strong year, with underlying sales growth of 11% despite the well-documented issues in the civil
aerospace sector (note this excludes a currency headwind of c £70m and the impact of business exits). Operating
margins improved 380bp to 16.3%. Underlying PBT increased 36%, with EPS growth of 45% benefiting further from the
share buy-back programme (the current £250m programme runs to March 2026). The dividend was increased 20% with
cover at 4.5x.

Divisional performance

Exhibit 2: Engines division performance (£m)
2023 2024

Organic growth 16% 26%

Sales 1,193 1,459

Operating profit 310 422

Operating margins 26.0% 28.9%

Source: Melrose Industries. Note: Like-for-like growth is
calculated at constant currency against 2023 results and, for
revenue, excludes exited businesses.

Exhibit 3: Structures division performance (£m)
2023 2024

Organic growth 17% 3%

Sales 2,157 2,009

Operating profit 110 144

Operating margins 5.1% 7.2%

Source: Melrose Industries

The Engines division generated strong growth of 26%, with aftermarket (AM) contributing 32% and original equipment
(OE) 19%. AM revenue growth was driven by military, up 74% due to the extended support of the Gripen fighter
programme, and parts repair was up 18%, benefiting from the growth in flying hours and additional capacity investment.
In addition, the important high-margin RRSP business was up 30%. Operational leverage, internal actions and mix
helped the operating margin expand 290bp to 28.9%, achieving management’s FY25 target a year early.

The Structures division’s organic underlying revenue growth was 3%, after taking into account exited businesses.
Defence was strong, up 7%, with civil up only 1%, driven by business jets, reflecting the difficulties in the civil airliner
market from supply chain problems and Boeing’s issues, albeit Melrose signficantly more exposed to Airbus,, leaving
deliveries from the two majors (Airbus and Boeing) down 12% in the year. Operating margins increasing from 5.1% in
2023 to 7.2%, benefiting from restructuring, exiting businesses and repricing of contracts now 61% achieved, up from
42% (end of FY25 target: 85%). The business appears on track to achieve the previously guided FY25 margin of 9%,
and we estimate the seasonally stronger H224 margin was 9.7%, providing confidence.
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Cash flow

Exhibit 4: Summary cash flow (£m)
2023 2024

Operating Cash Flow 532 682

Working capital (146) (352)

Exceptional & other (159) (184)

Tax 17 (10)

Net operating cash flow 244 136

Capex (93) (123)

Acquisitions/disposals 0 52

Net interest (65) (84)

Equity issue/repurchase (93) (623)

Dividends (81) (72)

Net Cash Flow (88) (714)

Opening net debt/(cash) 487 572

FX and other 3 (35)

Closing net debt/(cash) 572 1,321

Source: Melrose Industries

Working capital increased to support top-line growth and included £309m for ‘unbilled work done’ as part of the RRSPs
IFRS 15 long-term contract accounting requirement (see the Melrose RRSP guidance booklet). Exceptional costs
included £126m on restructuring and pension cash financing of £20m. The equity expenditure included the share buy-
back programme and the maturing of the previous LTIP programme. Net debt increased to £1.3bn, with net debt/EBITDA
1.9x, within management’s 1.5–2.0 target range.

2025 outlook and forecasts

Key elements of management’s guidance for 2025 are:

▪ A revenue range of £3.55–3.70bn, which would suggest growth of c 5% at the mid point. This takes into account the
continued supply chain issues in the orginal equipment (OE) aerospace sector, as recently highlighted by Airbus.
We expect growth to be below the civil sector overall (see Exhibit 5), as a recovery in Boeing deliveries is likely to
be a key driver of the sector, with Melrose more weighted to Airbus. Note on the military side, the F35 is expected to
see a strong recovery in volumes in 2025. Melrose announced plans in 2024 to double canopy capacity by 2027.

▪ Adjusted operating profit before central costs is maintained at £680–720m, reflecting an adjusted operating margin
of over 19%, up from 16.3% reported in FY24. Divisional performance guidance was for an Engines margin of over
32%, from 28.9% in FY24, and a Structures margin of 9%, from 7.2% in FY24.

 
Note that management has not included any impact from potential tariffs at this stage. While the group has some
business from Mexico into the US, it is unclear what the impact will be or who will pay, as aerospace contracts tend to
have pass-through clauses.

Exhibit 5: Civil deliveries (Airbus and Boeing)
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Exhibit 6: F35 deliveries
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The guidance sees us trim our sales forecasts modestly, but retain our profit forecast, reflecting margins tracking ahead
of previous expectations. We have also reduced our dividend forecast, reflecting management’s preference for share
buy-backs to return funds to shareholders, assuming a payout ratio of 20%.
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Exhibit 7: Forecast changes (£m)
2025 2026

Old New Change New

Revenues 3,750 3,615 -3.6% 3,921

Aerospace operating profit 696 704 1.1% 855

Aerospace operating margin 18.6% 19.5% +120bps 21.8%

Normalised operating profit 666 674 1.2% 823

Normalised PBT 551 556 0.9% 711

Normalised basic EPS 34.1 34.4 0.9% 44.7

Dividend per share 7.6 6.9 -9.2% 8.9

Net debt/(cash) 1,515 1,466 -3.2% 1,368

Source: Edison Investment Research

Longer-term five-year guidance

Management has provided longer-term financial guidance for five years out to FY29. The key elements are:

▪ Revenue of c £5.0bn in 2029, which equates to a CAGR of c 8%.

▪ Adjusted operating profit of at least £1.2bn after central costs (high £30m by 2029), with an operating margin of
over 24%.

▪ An adjusted diluted EPS CAGR of over 20% excluding the impact of any further buy-backs (post the £250m
programme already underway).

▪ Free cash flow of £600m (after interest and tax) in 2029.

 
The guidance is based on the growth plans of the key civil aerospace companies along with current military
expectations, excluding any potential increases from rising European budgets. Internal growth initiatives include the
already announced £300m investment in additive manufacturing, ramp-up from COMAC in China and continued growth
of the RRSP contribution. In cash flow terms, the key RRSP programme, the P&W GTF, is expected to become cash
positive, with exceptional costs such as restructuring and GTF powder rectification programme completed. This is after
an anticipated variable consideration of c £500m for the RRSP portfolio.

Exhibit 8 highlights the potential progression in financials in achieving these targets. We estimate that, if guidance is met,
EPS will be c 70p in 2029.

Exhibit 8: Indicative financials
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Valuation

Our valuation methodology remains unchanged. We split Melrose into two parts: the RRSPs (which are associated with
the Engines division’s aftermarket) and the remaining operations, primarily manufacturing operations in Structures and
the Engines division.
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The RRSP cash expectations are unchanged, as is the discount factor we use of 8.0%, but rolling the model forward has
a significant impact on the net present value (NPV), which increases from £5.3bn to £5.7bn (note that the FY24 results
presentation includes management’s latest figure of £6.0bn, using a discount rate of 7.5%).

For the remainder of the group we use a peer-based valuation, as shown in Exhibit 9.

Exhibit 9: Melrose non-RRSP operations valuation
Market Cap EV/EBIT EV/EBITDA

£m 2024 2025 2026 2024 2025 2026

FACC 260 16.6 11.0 7.9 7.2 5.8 4.7

Magellan 306 13.6 9.9 5.4 6.0 4.5 3.7

MTU 14,909 15.3 13.8 12.5 11.9 10.9 10.1

Safran 87,106 20.9 18.2 16.5 16.6 14.6 13.6

Senior 679 14.5 11.3 9.7 8.0 7.0 6.3

Spirit 3,067 26.5 11.2 7.8 9.7 7.8 5.9

Triumph 1,527 22.3 17.4 15.1 18.1 14.4 12.7

Average 16.6 13.4 10.7 11.1 9.3 8.1

Melrose ex RRSPs (EBIT/EBITDA - £m) 292 362 458 403 476 576

Melrose ex RRSPs valuation (£m) 4,842 4,830 4,902 4,458 4,421 4,691

Source: Edison Investment Research, LSEG Data and Analytics

These two elements are then combined to provide our overall valuation of 709p/share as per Exhibit 10, which also
highlights how our valuation has progressed since the demerger of Dowlais in 2023.

Exhibit 10: Edison valuation of Melrose Industries
£m May-23 Sep-23 Dec-23 Mar-24 Mar-25

Melrose ex RRSPs average of EV/EBIT and EV/EBITDA 3,393 3,740 3,960 4,314 4,711

RRSPs DCF valuation 5,300 5,300 5,300 5,300 5,700

Melrose net debt on demerger/year end (484) (553) (687) (572) (1,321)

Melrose equity valuation 8,209 8,487 8,573 9,042 9,090

Number of shares in issue (m) 1,351 1,351 1,335 1,382 1,283

Value per Melrose share (p) 608 628 642 654 709

Source: Edison Investment Research
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Exhibit 11: Financial Summary
£m 2022 2023 2024 2025e 2026e

Year to December IFRS IFRS IFRS IFRS IFRS

INCOME STATEMENT

Revenue 2,954 3,350 3,468 3,615 3,921

Cost of Sales (2,531) (2,178) (2,220) (2,277) (2,431)

Gross Profit 423 1,173 1,248 1,338 1,490

EBITDA 292 532 682 820 972

Operating profit (before amort. and excepts.) 147 390 540 674 823

Amortisation of acquired intangibles (260) (260) (255) (260) (260)

Exceptionals (157) (73) (289) (40) 0

Reported operating profit (270) 57 (4) 374 563

Net Interest (58) (65) (102) (118) (112)

Profit Before Tax (norm) 89 325 438 556 711

Profit Before Tax (reported) (328) (8) (106) 256 451

Reported tax 99 9 57 (51) (90)

Profit After Tax (norm) 69 268 350 439 562

Profit After Tax (reported) (229) 1 (49) 205 361

Minority interests (5) 0 0 0 0

Discontinued operations (80) (1,020) 0 0 0

Net income (normalised) 64 268 350 439 562

Net income (reported) (314) (1,019) (49) 205 361

Average Number of Shares Outstanding (m) 1,406 1,349 1,307 1,276 1,258

EPS - normalised (p) 4.1 19.5 26.8 34.4 44.7

EPS - normalised fully diluted (p) 4.1 19.1 26.4 33.9 43.9

EPS - basic reported (p) (16.6) (75.5) (3.7) 16.0 28.7

Dividend (p) 2.3 5.0 6.0 6.9 8.9

Revenue growth (%) 8.5 16.6 11.0 6.8 8.5

Gross Margin (%) 14.3 35.0 36.0 37.0 38.0

EBITDA Margin (%) 9.9 15.9 19.7 22.7 24.8

Normalised Operating Margin 5.0 11.6 15.6 18.6 21.0

BALANCE SHEET

Fixed Assets 11,114 5,681 5,856 5,568 5,290

Intangible Assets 6,882 3,397 3,106 2,846 2,586

Tangible Assets 2,599 777 821 793 775

Investments & other 1,633 1,507 1,929 1,929 1,929

Current Assets 2,873 1,423 1,580 1,630 1,695

Stocks 1,025 513 528 546 569

Debtors 1,426 815 949 981 1,023

Cash & cash equivalents 355 58 88 88 88

Other 67 37 15 15 15

Current Liabilities 2,978 1,640 1,751 1,810 1,856

Creditors 2,347 1,286 1,510 1,561 1,627

Tax and social security 141 20 20 20 20

Short term borrowings 63 54 8 8 8

Other 427 280 213 221 201

Long Term Liabilities 3,841 1,897 2,841 2,339 1,718

Long term borrowings 1,433 576 1,401 1,546 1,448

Other long term liabilities 2,408 1,321 1,440 792 270

Net Assets 7,168 3,567 2,844 3,049 3,410

Minority interests 39 0 0 0 0

Shareholders' equity 7,129 3,567 2,844 3,049 3,410

CASH FLOW

EBITDA 292 532 682 820 972

Working capital (148) (146) (352) (294) (351)

Exceptional & other (83) (159) (184) (170) (110)

Tax (8) 17 (10) (29) (45)

Net operating cash flow 53 244 136 327 466

Capex (31) (93) (123) (118) (131)

Acquisitions/disposals (7) 0 52 0 0

Net interest (82) (65) (84) (104) (102)

Equity issue/repurchase 0 (93) (623) (170) (40)

Dividends (77) (81) (72) (80) (95)

Other

Net Cash Flow (144) (88) (714) (145) 98

Opening net debt/(cash) 343 487 572 1,321 1,466

FX 0 0 (22) 0 0

Other non-cash movements 0 3 (13) 0 0

Closing net debt/(cash) 487 572 1,321 1,466 1,368

Source: Edison Investment Summary
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General disclaimer and copyright
This report has been commissioned by Melrose Industries and prepared and issued by Edison, in consideration of a fee payable by Melrose Industries. Edison Investment Research standard fees are £60,000 pa for the
production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of
roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness
of this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking
information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright 2025 Edison Investment Research Limited (Edison).

Australia
Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

New Zealand
The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for
the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or
in the topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion
in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

United Kingdom
This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or sol icitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning
of Article 49 of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this
document be distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this
document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

United States
Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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