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As you've heard me say before I was an early pessimist on the economy and I'm 
likely to be a late optimist.  And whilst there are optimistic signs around, I think we're 
in a period of continuing uncertainty where we are going to be subject to surprises of 
one sort or another.  And in that context it's very important that we have the sort of 
access to global markets that you can have as a high technology company where in 
many of our potential customer countries they don't have equivalent capability.  So 
we don't have domestic competitors.  So in a world where we believe recovery is 
likely to be a) unpredictable and b) asymmetric that's very important.     

And equally important in these circumstances and I think demonstrated by the first-
half performance, is the resilience of the portfolio that we've developed.  And that 
portfolio has a number of different components.  Obviously we're in a relatively wide 
group of markets from Civil Aerospace, through to Energy.  But also the portfolio is 
getting increasingly broad in terms of the product components.  

And that's true both in terms of the existing portfolio, but also as we showed you in 
the preliminaries, we're involved in an unprecedented number of new programmes, 
which are the underpinning of our growth over the next decade and where we're 
saying that we are confident that the business can double organically as it has over the 
last decade.  And obviously we've got a mix of original equipment and services and 
that mix is likely to remain broadly the same as we grow, but obviously in absolutely 
terms it's growing strongly.  

In that circumstance and with as many new programmes and allied to the fact that it 
requires considerable investment ahead of delivery in order to ensure that you have 
the capacity and capability to deliver the growth execution is key.  And we're making, 
really for this company, unprecedented investments in new capacity.  But also in 
improved processes and in more flexibility; because we've found that flexibility is an 
important dimension of our ability to respond to the sorts of events that we've seen 
over the last couple of years.
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So the first-half was encouraging.  Andrew will step through this in a great 

deal of detail, but just to pick up a couple of points.  We continued to take 

orders in the first-half, the order book has grown; we've actually added about 

another one billion pounds of orders since the half-year.

The revenue growth was strong in the first-half with underlying profit up by 

4%.  Really influenced by a strong performance in Marine and really good 

cost management.  

As a result we've increased our payments to shareholders by 6.7% and as you 

can see in the press release and here, we've improved our guidance for the 

full -year.  At that point I'll hand over to Andrew to step through it in detail.
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Right well good morning, before I take you through the individual businesses, 

this is just a reminder that I'll be addressing the underlying not the as reported 

numbers.  And the main difference I think as you all remember is the periodic 

revaluation of the hedge book.  And this time we had a 7% strengthening in 

the dollar and that causes the underlying profit of £465 million to turn into a 

loss of £475 million on a headline basis.  

Now there are lots more details in the notes to the press release, which 

reconcile the headline to the underlying performance, and there's also some 

information about the hedge book in the appendixes to the presentation.

There were no significant translation benefits or costs to the underlying profit 

and the use of the hedge book was largely as we predicted.
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Turning to the high level differences between this year and the first-half of last year in terms 
of underlying profit.  You can see there that we have a column for foreign exchange.  The 
lighter blue on the foreign exchange column is a transaction benefit and the darker blue is the 
translation benefit, which is small, as I've said.

We had about a seven cent improvement in our achieved rate in the first-half of the year, that 
contributed to the £28 million improvement in profit.  And for the full-year we anticipate a 
six to nine cent improvement in the achieved rate, which will contribute somewhere between 
£50 and £75 million of profit.  That may be a little less per cent movement in the exchange 
rate than you're used to and the reason for that simply is the contract accounting which 
ploughs some of the benefit forward in the calculation.

We're not assuming any further deterioration or benefit from translation movements, so the 
guidance that we give for the full-year is assuming that that £9 million benefit does not 
change.

We've got slightly lower restructuring costs this year, that benefit should be preserved at the 
full -year.

Turning to R&D there's quite a lot of analysis in the appendix in the usual form and there's 
little change in the R&D costs half-year to half-year, but by year end we should see quite a 
big turnaround in that.  And we think there'll be a £40 to £50 million negative effect year on 
year, partly for spend reasons and partly because of more R&D being expensed, particularly 
associated with the Trent XWB engine for the Airbus A350XWB.

And finally the net effect of one offs from half-year to half-year is that we have a £20 million 
negative and I'll make a few more comments about that in the business results.  And we have 
a net £20 million odd negative on trading and mix and most of that is in the Civil business as 
you'll see on the next slide here.
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So in the Civil business we've had a pretty busy period, lots going on, flight test 

programmes on the Boeing 787, Gulfstream G650, the Embraer Legacy 650 and the 

first run on the Trent XWB.  So you get more evidence of where new product is 

coming from and how this is going to contribute to growth in the future.  

The order book grew, despite the uncertainty and we now have 5,100 engines in the 

order book, just under half of which are Trents.  So yet again more indication of 

growth to come. 

Overall results and the forecast for the full-year largely as we predicted except for 

some modest effects due to the volcanic ash disruption in Iceland and some waiting 

of original equipment deliveries in the first-half.  So we expect revenues up about 10 

to 12% for the full-year, service revenues will also be about 10 to 12% and that 

guidance is largely unchanged from February.

As we said back in February the margins this year will be affected by early engines 

on new programmes; we'll have more of those in the second-half of the year.  We've 

sold fewer spare lease engines this year and I've already alluded to the turnaround in 

R&D which will have an impact on the full-year results.

But overall the guidance for Civil profitability has not changed from February and we 

expect that business segment to be down about £40 million year on year.
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Lots of activity again in the Defence business, flight test programmes on the 

Airbus A400M and the JSF LiftFan continue.  And we continue to work on 

the alternative engine for the joint strike fighter, the F136 and that's making 

progress as well.

The order book continues to be replenished, so you can see here with military 

transport and aftermarket doing very well.  And I think the fact that we power 

160 armed services in 103 countries is helpful in the face of some risk to 

government expenditure in the more traditional markets of the UK and the 

US.  And there are other markets overseas which are not under the same 

pressure.

As we've been saying now for at least two years the military transport sector 

continues to be buoyant and we're seeing some benefit from that in the results.  

And the first-half margin improvement reflects cumulative consequences; lots 

of small differences on R&D, restructuring costs and the absence of one offs.

We expect full-year profits to be up pretty strongly, up about 10% year on 

year with some weighting of costs overall to the second-half. 
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Yet again another busy segment in Marine, you can see a lot of activity on the Naval 
side with the Littoral Combat Ship, Astute and Type 45 all going through sea trials.  
We took around a one billion pounds worth of orders during the period and with 
fewer cancellations the reduction in the order book has definitely slowed down and 
we're seeing more signs of activity in the market, more requests for proposals and 
some signs that order intake is starting to pick up again.

Just to remind you that we completed the ODIM acquisition during the period and 
that contributed to about £100 million of revenue in the first-half and it'll contribute to 
about double that for the full-year.  

Excluding the effect of the ODIM purchase original equipment was down a little in 
the first-half and it'll be down a bit more in the second-half as we burn off some more 
of that backlog before we get the benefit of new orders coming through.  Services on 
the other hand have grown pretty strongly up 14% at the half-year and will grow 
strongly again in the second-half.

The strong first-half margin improvement is largely due to the about £40 million of 
charges in the first-half last year which didn't recur.  And we also had a better 
realisation from orders out of the backlog, fewer cancellations and better execution of 
some of those contracts.  

As I've said, original equipment will weaken further in the second-half but 
aftermarket will grow strongly again.  And profit for the second-half we think will be 
£10 to £15 million lower than the first-half of this year but that will tell you that the 
Marine business as a whole will perform very strongly compared to last year.
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The Energy business and activity is much as we foresaw it back in February, 

good demand in power generation in particular.  We did incur some retrofit 

costs on the fleet of the DLE version of the industrial Trents to improve 

combustor life and that caused the first-half loss.  We can see continuing 

strong OE and after market growth in the second-half and that should leave 

revenues up at about 30% of the full-year, and this together with good cost 

control should leave profits for that business segment up about 30% over 

2009.
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Turning to financing costs, we continue to have net interest cost despite our 

average net cash and that's due to the low yield we have on cash balances 

compared to the funding cost on the debt.  But we value the financial 

flexibility that that gives us and as we go into next year that carrying cost will 

reduce quite significantly as we repay a £500 million bond issue.  Which we 

have already effectively refinanced.

The implied interest on financial RRSPs has gone down and that's because 

one agreement has been concluded.  And overall financing costs for the full-

year will be roughly double what you can see for the first-half.
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Financial strength continues to be one of our keynotes.  Weôve had a cash 

inflow during the period and average net cash was up £155 million compared 

to 2009.  Weôve got two smaller pension schemes going through their triennial 

reviews in 2010, but we donôt anticipate any material changes to funding 

overall into the pension schemes.  

There were no significant changes to our gross and net contingent liabilities 

on existing customer finance and in terms of new customer finance support 

that remains pretty modest, and that's basically because the wholesale markets 

and the ECAs have provided most of the capacity that the market has needed 

and so there's been much less recourse to the manufacturers.
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As you can see here on this chart weôve had a cash inflow for the half-year.  That's a 
little better perhaps than we expected.  On the left hand side the grey bars represent 
the cash we expect to generate.  And on the right hand side the red bars represent if 
you like recurring spend.  The £356 million there you can see on Capex and 
intangibles is roughly split half on Capex and half on intangibles.  And there's a lot of 
information in the press release breaking out the intangible additions over the various 
headings, which you can review at your leisure.

Overall we expect capital and intangible spend to be £600 to £700 million at the full-
year.  Obviously these are large amounts of money but I think just to emphasise the 
point John made, we do invest heavily before we generate cash flows and in a way 
that's yet another signal that organic growth, weôre already investing in that for the 
long-term.  So I think the message from that picture is that on a recurring basis we 
can afford to spend what we need to spend to generate that growth, and weôve also 
been mildly cash positive on the way.

Now working capital benefits reflect good collections of overdues.  Some weighting 
of deposits the first-half which perhaps is a little better than we expected.  I think itôs 
important to note that overall working capital if you net it all out is not a very large 
number, but the individual components are quite big.  We have about £4 billion of 
debtors, £5 billion of creditors and £2.5 billion of inventory.  So fairly small 
movements in these large numbers can move the working capital around quite a lot.

But overall we expect to have positive cash flow at the full-year, modest £100 million 
to Ã200 million, something like that.  And itôs worth just noting that over the three 
years 2008, 9 and 10 weôve spent about Ã3 billion on investment capital, R&D and 
the like, IT, as well as £700 million on payments to our shareholders, and along the 
way weôve also improved our average cash position by more than Ã500 million.  So 
that's not a bad performance through those what you might call recession years.
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So just to wrap up all the guidance points I've made so far.  Revenues for the 

full -year we expect to grow by nearly 10%.  The guidance for the Civil 

business has not changed; we expect profits there to be down about £40 

million year on year.  Defence business will perform strongly; profits should 

be up about 10%.  Marine profits I think I've given some indications what the 

second-half will look like and so year on year the profits are going to be up 

significantly.  And the Energy business will also grow strongly as the original 

equipment deliveries build up.

We will get the predicted benefit from the hedge book, no change there.  And 

underlying profits which were up 4% at the half-year, that should be a good 

guide to what we expect for the full-year.  In other words full-year we would 

expect to be up about 4 or 5% year on year.  And we should see a modest cash 

inflow as Iôve said with average cash similar to the first-half.  I think that's me 

done.  Mike.
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Good, thank you Andrew.  Good morning everybody.  In my world in 

operations we work every day, the day job, delivering the engines and the 

services that end up as the financial results.  You know we work hard at it, it is 

the day job.  

But the other part of our day job is actually creating the future and we do that 

every day.  And itôs tremendously exciting because weôre actually living the 

future revenues as we create the opportunities by building the portfolio, 

extending the portfolio, making it real, designing, developing, testing and 

producing the facilities that will allow us to deliver these products out through 

the next decade.  

So in operations in many ways we get a much clearer, much more real view of 

the future than anybody else because weôre living it.  And what Iôd like to do 

today in this presentation is to sort of bring you into that world and give you a 

glimpse of the progress weôre making on extending the portfolio, investing for 

growth and investing for productivity.
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I showed you this chart back in February and at that time I called it ña year of 

firstsò because a lot of these first flights and first sailings had just happened 

and we were pretty excited about that.  And weôve made a lot of progress this 

year; things are moving along at a significant pace.  So just a few highlights.

The LCS, thatôs now deployed in service.  The Joint Strike Fighter is actively 

completing and doing a lot of work on vertical lift.  And the Gulfstream G650 

has four aircraft now in the flight programme, one fully kitted out, and that's 

going very well.  Some of you will have seen the Airbus A400M, which has 

now got three aircraft in the flight programme, flying at Farnborough and also 

at R.I.A.T.  It was quite a spectacular daily display, I'm sure you would have 

enjoyed that.

Also at Farnborough one of the four Rolls-Royce powered Boeing 787s was 

on display.  Weôre doing the bulk of the flight testing, thatôs being completed, 

and that's over 1,000 hours of tests so far.  And the engines have been doing 

fantastically well.
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But to bring you up to date with just one of our other products, I've only been 

able to put some of our products on these charts because weôre doing a very 

large number across all sectors.  But one of the very exciting products is the 

Trent XWB, the latest Trent engine which Andrew has already mentioned.  

Just to give some sort of sense of the scale of this, the size of that engine is 

about the same as the size of a Boeing 737 fuselage.  Four years ago it was an 

idea.  We told Airbus it would run in June 2010.  Thousands of parts were 

designed, manufactured, brought together, we assembled them, put them on 

the test bed, pressed a button and the engine started.  

Itôs quite an amazing thing but we wonôt get any revenue from that engine 

until 2013 because weôve got to go through the flight test programme, Airbus 

have to deliver the aircraft.  And from 2013 that aircraft will start delivering 

with our engines, and by the middle of the decade at a rate - letôs say the rate 

is 250 per year, it may be more, weôll be delivering annually the equivalent 

thrust of 80% of todayôs civil deliveries for all of our programmes today in 

just one programme.  

So all that has to be realised.  Itôs the future, itôs what we live in every day, 

and we clearly have to make a lot of new facilities and our supply chain has to 

invest a lot in new facilities to make the products that weôre going to deliver


