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Dear Shareholder,

In my statement last year I predicted that the economic
uncertainty which had characterised the end of 2007 was set to
continue. It has indeed developed into the worst global recession
since the Great Depression in the 1930s.

GKN performed creditably in the fi rst three quarters of 2008,
ahead of the same period in the prior year, but the dramatic and
global reduction in demand in the automotive sector had a very
detrimental impact on the fourth quarter results. This reduction
was strongly infl uenced by a shortage of the credit which
traditionally drives automotive sales. We were one of the fi rst to
warn the market of these diffi culties in October and did so again
in November as trends worsened. We responded rapidly and decisively
with short-time working, downsizing and the development of
restructuring plans to match the changed operating environment. Our
results for the year are towards the top of the profi t range we
indicated in November, strongly supported by excellent performances
from our Aerospace and OffHighway businesses.

Automotive markets are unlikely to recover until credit
availability to our ultimate customers and confi dence is restored
but I am confi dent that GKN is well placed to weather the current
downturn.

In times and conditions such as these we must manage our
business prudently by ensuring that our cost base refl ects market
conditions and that our cash resources are managed as tightly as
possible. With this in mind, your Board has decided not to pay a fi
nal dividend, thus holding the total dividend for 2008 at that paid
by way of interim dividend in September of last year, 4.5p per
share. We will review the dividend position again at the time of
our half year results for 2009 in the light of our fi rst half
performance and the prevailing market conditions.

I would like to thank the Board, the executive team, and
everybody in GKN for the dedication and hard work they have
employed in adjusting to the downturn and for their focus,
determination and loyalty.

The Company will celebrate the 250th anniversary of its founding
in Dowlais, South Wales on 19 September this year, the achievement
of which we are immensely proud. GKN has overcome many depressions,
recessions and setbacks over the years and I believe that the Group
will emerge from this recession strengthened by the experience and
ready to respond to the many opportunities that will arise.

Roy BrownChairman

please turn over to see Our Objective and Our Strategy
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Our Objective

GKN is committed to providing long term

shareholder value in the form of steadily

growing earnings per share and dividends.

We aim to achieve this through the supply

of outstanding products and services to our

customers to produce sustained growth in

sales, profi tability and cash fl ow.

Welcome 1 2008 Performance2 Chief Executives Statement4 250
Years of Exceptional Engineering6 GKN at a Glance

Business Review 18 Automotive

24 Powder Metallurgy

28 OffHighway

32 Aerospace

36 Financing and Risk40 The GKN Way

8 Group Performance

Governance 50 Board of Directors52 Directors Report54 Corporate
Governance59 Audit Committee Report61 Directors Remuneration
Report72 Directors Responsibility Statement

Financial Statements 73 Auditors Report (Group)74 Group
Financial Statements119 Auditors Report (Company)120 Company
Financial Statements123 Five Year Financial Record

Other Information 124 Principal Subsidiaries and Joint Ventures
126 Shareholder Information128 Subject Index

Our Strategy

focusing our activities in the industries we know and having
market leadership positions in those chosen business segments

delivering advanced technology and fi rst class engineering
capability to our customers

providing exceptional levels of customer service, including
achieving the highest delivery and quality standards in our
industries

operating on a truly global basis so that we are best placed to
service our customers wherever they may be

achieving world class manufacturing standards and maintaining
our competitiveness through the application throughout the Group of
Lean manufacturing techniques

generating an environment where highly skilled and motivated
people can operate to the exacting standards demanded in our
business segments, can develop their careers and provide the Group
with a sustainable competitive advantage

completing focused acquisitions which meet strict rates of
return criteria, add to our technology, global presence or customer
base and thereby accelerate our growth

divesting businesses where we no longer see optimum value as
part of the Group

managing the Group in a controlled governance environment with
due regard for fi nancial and other business risks

Contact Details

RegistrarEquinitiAspect HouseSpencer RoadLancingWest Sussex BN99
6DATel 0871 384 2962(+44 121 415 7039 from outside UK)Fax 0871 384
2100(+44 121 415 7057 from outside UK)

www.equiniti.comwww.shareview.co.uk

GKN plcPO Box 55Ipsley HouseIpsley Church
LaneRedditchWorcestershire B98 0TLTel +44 (0)1527 517715Fax +44
(0)1527 517700

London Offi ce50 Pall MallLondon SW1Y 5JHTel +44 (0)20 7930
2424Fax +44 (0)20 7930 3255

[email protected] in England No.
4191106

This annual report is available on GKNs website.

This annual report is printed on HannoArt Silk, comprising fi
bres sourced from sustainable forest reserves and bleached without
the use of chlorine. The production mill for this paper operates to
EMAS, ISO 14001 environmental and ISO 9001 quality standards.

Photography: Bessemer converter (page 4) and Salmson biplane
(page 5) courtesy of Science Museum/SSPL. Morris Mini-Minor (page
5) courtesy of DeFacto (licensed under the Creative Commons
Attribution ShareAlike Licence). BMW X6 (page 18) courtesy of BMW
(UK) Ltd. Nissan GT-R (page 19) courtesy of Nissan Europe SAS. New
Holland Series FR 9000 and T 7000 (page 29) courtesy of Case New
Holland. X47B UCAS (page 35) courtesy of Northrop Grumman
Corporation. All other images supplied by GKN.

Cautionary statementThis annual report contains forward looking
statements which are made in good faith based on the information
available at the time of its approval. It is believed that the
expectations refl ected in these statements are reasonable but they
may be affected by a number of risks and uncertainties that are
inherent in any forward looking statement which could cause actual
results to differ materially from those currently anticipated.
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Welcome

2008 Performance

2008 Performance*

Group results significantly impacted by the decline in
automotive related

sales in the final quarter: sales up 12%, profit before tax down
35%,

earnings per share down 32%.

Strong performance in non-automotive businesses: Aerospace sales
up

22% and trading profit up 27%; OffHighway sales up 32% and
trading

profit up 38%.

Driveline secures 77% of available driveshafts business and
over

$3 billion of new business secured by Aerospace.

Filton acquisition completed creating future growth
opportunities.

Net debt of 708 million as at 31 December 2008, leaves headroom
of

402 million.

Board decided not to pay a final dividend.

Restructuring programme implemented in 2008 and further
plans

announced for 2009.

Statutory Basis

4,376m

4,617m

(130)m

167m

(17.3)p

23.8p

2007: 3,869m2006: 3,634m

2007: 4,122m2006: 3,842m

2007: 199m2006: 182m

2007: 255m2006: 230m

2007: 27.9p2006: 25.0p

2007: 35.1p2006: 30.1p

Sales

Sales

Profi t/(Loss) before tax

Profi t before tax

Earnings per share

Earnings per share

Management Basis*

* Sales include share of joint ventures. Profit and earnings
exclude restructuring and impairment charges, amortisation of
non-operating intangible assets arising on business combinations,
profits and losses on the sale or closures of businesses, change in
the value of derivative and other financial instruments and profits
arising on discontinued operations.
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2008 PerformanceAgainst a background of a more uncertain
economic environment, GKN entered 2008 with a positive outlook. Our
strategic restructuring of Driveline was complete, rebalancing our
geographic footprint towards high growth markets; our order books
were buoyant across all divisions; and in Aerospace our excellent
positioning on new aircraft and engine programmes was set to
provide momentum for continuing strong growth.

Our first half performance underscored our confidence. The North
American automotive market had already softened significantly and
cost pressures had intensified with huge increases in raw material
and energy costs. Despite these headwinds, Group revenues
(subsidiaries and joint ventures) before favourable currency
translation were up 9%, Group profit before tax was up 5% and
operating cash flow had also improved.

Although some weakening of automotive sales was expected, the
worlds automotive industry has been stunned by the speed of the
collapse in demand for its products in all parts of the world as
the emerging global recession took hold.

For GKNs Automotive business, including Powder Metallurgy,
overall activity levels fell in the fourth quarter by around 40%
from June and the business was loss making in the last two months
of the year. Swift and wide ranging action has been implemented to
reposition the business for a sustained period of severely
depressed global demand.

Between October and the year end we had reduced our global
workforce by 2,800 people, this in addition to a reduction of 600
employees in North America earlier in the year. Short-time working
programmes were implemented globally and extended shut-down periods
introduced in all 63 automotive plants worldwide. The Groups focus
on managing short term cash flow has been intensified, with
particular attention being paid to working capital and all elements
of discretionary expenditure. Investment programmes, particularly
capital plant and machinery procurement, have also been curtailed
or delayed.

Elsewhere, in the Groups non-automotive businesses, and against
a backdrop of more supportive markets, performance has been
excellent.

OffHighway sales and profits achieved record levels. Revenues,
before favourable currency, improved by 17% and profits, similarly,
were up by 18%. Demand for agricultural machinery was healthy
throughout the year and the heavy construction and mining equipment
sectors also remained supportive. The light construction,
industrial and leisure equipment segments, which account for 15% of
OffHighway revenues, have progressively weakened through the
year.

Aerospace had another really excellent year. Revenues, before
favourable currency, increased by 15% and profits, similarly, by
20%. The acquisition of the Teleflex aero engine component
business, which has now been successfully integrated, accounted for
5% of the sales improvement and the division delivered strong
organic growth. The military market was particularly buoyant
with

increased demand on a range of programmes. Delays were
experienced in a number of customer development programmes,
particularly the Boeing 787 and Airbus A400M, which were largely
offset by sales of new products such as the winglets for the Boeing
767 in-service fleet and early production activity on programmes
such as the Joint Strike Fighter.

Our achievements The 2008 headlines for GKN will record the
impact of a severe global recession on profitability and jobs.
Behind those headlines GKN people have much to be proud of in their
achievements during the year.

In Automotive the worlds most advanced traction control system
with GKN technology at its core took to the road to wide acclaim on
the new BMW X6. GKNs power distribution and control technology was
recognised with Nissans Global Innovation Award for our
contribution to the Nissan GT-R.

Our mild hybrid e-motor technology received its first customer
award from a European manufacturer, building on our market
leadership position in Japan, and we supported a European customer
with the design and development of its first all wheel drive
platform which will provide substantial future business for
GKN.

Once again our driveshafts operation won the majority of new
business which came to market, with a 77% win rate further
enhancing its market share. New manufacturing plants were opened in
China, India and Turkey by Driveline and in Argentina by Sinter
Metals and are now operating to GKNs world class manufacturing
standards, further enhancing our global footprint.

Aerospace made further significant progress in 2008 and is now
Europes leading aerostructures company. Successful new programme
development, making extensive use of composite materials and
proprietary manufacturing technology, has supported the launch of
the Boeing 787, Airbus A380 and a range of other important
aerospace programmes. Northrop Grumman rolled out its first
prototype carrier-capable unmanned combat aircraft with GKN
contributing around 80% of the manufactured aircraft and much of
the structural design. We are pleased to have secured a $2 billion
order with Airbus for a very significant package of major composite
wing structures for the A350, and the formation of a UK-based
technology joint venture with Rolls-Royce to co-develop and
manufacture composite fan blades for their next generation aero
engines was another exciting milestone.

The acquisition of the Airbus wing component and sub-assembly
facility at Filton, Bristol, completed on 5 January 2009, marked
the end of a momentous year for Aerospace. A new supply and
technology partnership with Airbus and a world class aerostructures
manufacturing facility creates significant new opportunities as we
continue on our path to become the world-leading first tier
supplier in the development and manufacture of airframe and engine
structural components.

Chief Executives Statement

Sir Kevin SmithChief Executive
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Welcome

Chief Executives Statement

Technology right for the timesIn 2009 we celebrate our 250th
birthday and it is right that we take time out to reflect on our
heritage. Indeed we have much to be proud of. Our history is rich
with manufacturing invention and innovation and our future relies
on our ability to continue to develop new technology and new
products for a new world. The low carbon global economy provides
huge potential for GKN new lightweight mechatronic drivelines,
lightweight high strength net shape components from Powder
Metallurgy, and complex lightweight aircraft and engine structures
for the next generation of fuel efficient, low emission aircraft.
In this report you will read about technologies, products and
processes which build on our history and provide a major
opportunity for GKN to stamp its imprint on a new and exciting low
carbon world.

Quality and capability Clearly 2008 has been a very challenging
year and 2009 is set to be even tougher. We have had much to do to
reposition ourselves to survive and prosper through the most severe
global recession in modern times.

GKN supplies highly engineered products for almost half of all
automobiles manufactured across the globe and almost all aircraft
in production worldwide. Our people achieve world class standards
of quality and our health and safety record is world leading. I am
proud of every one of them and deeply regret the difficult actions
we have had to take over the last few months. GKN has much to be
proud of in its long history and as our markets recover we will be
positioned for a strong future.

2009 OutlookMarkets and EnvironmentsThe outlook for our major
markets is both challenging and uncertain as the global economic
recession continues to severely impact demand in most of our end
markets.

The outlook for Automotive production is extremely uncertain.
Forecasters expect weakness across virtually all regions with
global light vehicle output to fall within a range of 55 to 59
million vehicles a decline of between 12% and 20%.

OffHighway markets have weakened over the last few months and
forecasters now expect a substantial decline in demand for heavy
construction, mining and agricultural equipment.

Aerospace markets are mixed. Military aircraft demand is
expected to remain solid through the year. In the civil sector,
regional and business jet demand has fallen sharply and some
reduction in production rates for large civil aircraft is expected
in the second half.

RestructuringIn addition to the restructuring actions taken in
the final quarter of 2008, global headcount will be reduced further
in 2009 by around 2,400 people, of which around 300 had already
left the Group by the end of January. A number of manufacturing
sites will be closed and short-time working and plant shut-downs
implemented widely.

The programme will be completed by July 2010 and cash costs of
approximately 140 million and non-cash asset impairments of
approximately 150 million will be incurred. The plan is expected to
reduce full year operating costs by approximately 190 million.

GKNs businessesProduction volumes in the Groups Automotive and
Powder Metallurgy businesses have been particularly soft in the
first quarter as vehicle manufacturers reduce inventories and
realign output with consumer demand. Some recovery is expected from
the second quarter onward and the Group will increasingly benefit
from its cost reduction programme.

OffHighway sales are expected to fall as demand declines rapidly
through the second quarter.

Aerospace sales are expected to continue to grow strongly as the
Filton acquisition is consolidated into the division.

If sterling were to remain at current levels against major
international currencies, there would be a translational benefit to
Group results.

FinancingThe Group entered 2009 with net debt of 708 million.
EBITDA/net interest cover was 8 times, well ahead of the 3.5 times
required by our one banking covenant on committed facilities.

OutlookAlthough we expect 2009 to be a very challenging year,
GKNs financial position is sound and actions taken to reduce costs
and improve cash flow should position us to benefit strongly when
markets recover.

Sir Kevin Smith Chief Executive

Although we expect 2009 to be a very challenging year, GKNs fi
nancial position is sound and actions taken to reduce costs and
improve cash fl ow should position us to benefi t strongly when
markets recover.
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Throughout its history, GKN has used advancements in process and
material technologies to deliver leading edge products to its
customers.

In 1856 the Dowlais Iron Co. acquired the first British licence
to use the new Bessemer process for making steel. The process,
which enabled molten pig-iron to be turned into steel by blowing
air through it in a tilting converter, revolutionised the
manufacture of steel.

In 2008, GKN developed a new generation of pre-alloyed steel
powder for use in the manufacture of sintered components. The
powder has a lower alloy content than traditional alloyed powder
yet offers improved compressibility and performance allowing
manufacture of higher strength, more complex components.

In the beginning . . .

From a single blast furnace fuelling a tiny iron works on the
Welsh hillside, GKN has evolved over two and a half centuries to
hold its place at the forefront of the engineering industry.

Dowlais Iron Co. established in South Wales

1759 1767 1854 1856 1900 1902 1920 1966

John Guest appointed works manager at Dowlais

John Nettlefold opens a woodscrew mill in Smethwick with Joseph
Chamberlain Snr

The Patent Nut and Bolt Co. (PNB) is founded by Arthur Keen and
Francis Watkins

Dowlais and PNB combine to form Guest, Keen & Co.

Company acquires Nettlefolds and is renamed Guest, Keen and
Nettlefolds, Ltd

Acquisition of Joseph Sankey & Sons, supplier to the motor
industry

Interest inUni-Cardan acquired giving access to the CVJ
market

GKNs geographic expansion started in 1921

with its first venture overseas to New South Wales,

Australia, followed by a significant expansion into

India in 1934. Today the Group operates in over 30

countries, from the US West Coast to the eastern

shores of Japan, from northern China throughout

Europe to South Africa, Brazil and Australia.

In 2008, GKN opened new facilities in China,

India, Turkey and Argentina, further enhancing

its global footprint.
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Welcome

250 Years of GKN

1974 1986 1988 1997 2001 2004 2009

GKN Chep Ltd, a pallet pooling business, is established with
Brambles of Australia

Name changed to GKN plc to reflect the change in composition of
the Groups businesses

29.9% stake acquired in Westland. Majority control achieved in
1994

Acquisition of Sinter Metals Inc. marks expansion of powder
metallurgy business

Demerger of industrial services businesses. Creation of the
AgustaWestland joint venture

GKN sells its interest in AgustaWestland for more than 1
billion

Acquisition of Filton wing component and sub-assembly facility
from Airbus

. . . more recentlyGKN Aerospace can trace its origins to 1901
and Sam Saunders, an aviation pioneer responsible for patenting a
revolutionary technique of constructing lightweight material which
was widely used in the manufacture of aircraft until the 1950s.

Today our business continues to pioneer the use of new materials
and process technologies. In 2008, GKN secured a significant order
to design and produce major composite wing structures using the
latest material and automated manufacturing technologies for the
next generation of fuel efficient, low emission aircraft.

Constant velocity joints (CVJs) revolutionised

the motor industry in the 1960s enabling the

manufacture of a new generation of front wheel

drive cars, including the iconic Mini.

GKN has since developed breakthrough CVJ

technologies which reduce weight and improve

driveline efficiency.

In 2008, GKN partnered a European car manufacturer

to develop its first application of an electric rear

axle for hybrid vehicle use. The technology offers

improved fuel efficiency and the option of an all

electric drive mode with zero emissions.
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Major Markets

Principal Operations

GKN Driveline is the global leader in the production of constant
velocity jointed (CVJ) products for light vehicles, with
approximately 41% global market share. Its share of global demand
for premium propshafts is around 18% and it is one of the worlds
leading suppliers of mechanically and electronically controlled
torque management systems and associated geared components. The
customer base is wide and includes all the worlds major motor
manufacturing groups.

IDS has a wide range of aftermarket customers and Other
Automotive sells mainly to European and US vehicle manufacturers
and engine makers.

GKN Sinter Metals is the worlds largest manufacturer of sintered
components with an estimated 15% global market share, around twice
that of its nearest competitors. Approximately 80% of its sales are
to automotive customers, with around 29%, either directly or
indirectly, to the North American operations of Chrysler, Ford and
General Motors, and the balance to a wide range of other industrial
customers.

Hoeganaes has an estimated 50% share of the metal powder market
in North America. Some 45% of its powder production is sold to our
own sintering business with the balance to other US, European and
Asian customers.

Automotive

Sales* by Region of Origin

* including share of joint ventures

1,274m (52%)

547m (22%)

623m (26%)

Automotive 22,200 Employees

Rest of the World

Americas

Europe

287m (47%)

299m (48%)32m (5%)

Rest of the World

Americas

Europe

GKN Sinter Metals uses powdered metals to manufacture precision
automotive components for engines, transmissions, and body and
chassis applications. It also produces a range of components for
industrial and consumer applications, including power tools,
bearings, white goods and garden equipment. The business operates
from 29 locations in Western Europe, North and South America,
India, China and South Africa.

Hoeganaes produces metal powders, largely ferrous based, used in
the manufacture of sintered components. Manufacture takes place in
Europe and in North America, where it is the largest producer of
ferrous metal powder.

GKN Driveline develops, manufactures and supplies the most
extensive and widely used range of automotive driveline components
for light vehicles, including driveshafts, geared components and
torque management devices. The European industrial and distribution
services business (IDS) provides a range of components to the
passenger vehicle aftermarket, and repairs and replaces heavy duty
propshafts.

The business, including joint ventures, operates from over 40
locations in more than 30 countries.

Other Automotive companies manufacture structural components,
engine cylinder liners and substrates for catalytic converters for
light vehicle and truck applications through subsidiaries and joint
ventures in the UK, Germany, the US, China and India.

GKN at a Glance

Constant velocity jointed sideshaft Variable valve timing
rotor

Powder Metallurgy 6,000 Employees
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Welcome

The major markets in which GKN OffHighway operates are global
agricultural (68% of sales), construction and mining equipment
(20%) and industrial equipment (12%). GKN OffHighway is the leading
global supplier of off-highway wheels, agricultural power take-off
shafts, and high speed shafts for construction equipment.

A first tier supplier to the worlds leading manufacturers of
agricultural, construction and mining equipment, 40% of its sales
are to eight global customers including John Deere, Caterpillar,
Case New Holland, CLAAS and AGCO. The remaining sales are to some
3,000 independent customers.

GKN Aerospace serves all major airframe and engine
manufacturers, with particular emphasis on composite technologies
(22% of sales), lightweight highly stressed metallic components
(42%) and integrated systems and aftermarket services (36%). It is
a leader in the design and manufacture of advanced composites,
transparencies and complex metal structures.

Approximately 58% of sales are to the defence market and 42% to
the civil market. The top three customers, which account for some
50% of sales, are Boeing, Airbus and United Technologies
Corporation.

OffHighway 3,900 Employees Aerospace 7,900 Employees

388m (70%)

147m (27%)18m (3%)

Rest of the World

Americas

Europe

328m (33%)

664m (66%)10m (1%)

Rest of the World

Americas

Europe

GKN at a Glance

GKN OffHighway designs, manufactures and distributes a wide
range of products for the agricultural, construction and mining,
and industrial machinery markets. The business supplies, on a
global basis, a portfolio of products for off-highway vehicles
including agricultural and torsion axles, wheels, power take-off
shafts, gearboxes and tractor attachment systems.

A service and distribution business supplies GKNs and other
manufacturers products to aftermarket wholesalers and distributors,
principally within Europe.

The business operates from 24 locations in 13 countries across
the Americas, Europe and Asia.

GKN Aerospace is a leading supplier of airframe and engine
structures, components, assemblies, transparencies and engineering
services to aircraft and engine prime contractors. It offers design
and manufacturing capabilities in aerostructures (fuselage, wing
and flight control surface assemblies and components), propulsion
systems (engine and nacelle components and assemblies), and special
products (including transparencies and protection systems).

The business operates through 28 manufacturing facilities,
mainly in North America and Europe, assisted by a network of design
and support facilities. It also has three dedicated engineering
centres around the world.

Off-highway driveshaft Blended winglet
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Business ReviewThis business review (which is incorporated by
reference into the Directors report) has been prepared to provide a
fair review of the business of the Company and to describe the
principal risks and uncertainties it faces. In doing so, it aims to
provide a balanced and comprehensive analysis of the development
and performance of the business of the Company during the 2008
financial year and the position of the Company at the end of the
2008 financial year, consistent with the size and complexity of its
business. It has been prepared for the whole Group and therefore
gives greater emphasis to those matters which are significant to
GKN plc and its subsidiaries when viewed as a whole. The business
review is addressed to and has been prepared for the members of the
Company and it should not be relied upon by any other party or for
any other purpose.

Group activities

Automotive activities comprise GKN Driveline and Other
Automotive companies which supply driveshafts, geared components,
torque management devices, structural and engine components and
substrates for catalytic converters, largely to vehicle
manufacturers in the global car and light vehicle markets.

Automotive

GKN is a global engineering business serving mainly the
automotive, industrial, off-highway and aerospace markets. The bulk
of our sales are made to vehicle and aircraft manufacturers as well
as, in Aerospace, to other major tier one suppliers. We operate in
four different business areas:

The Group has operations in over 30 countries with 36,500
employees in subsidiary companies and a further 3,500 in joint
ventures.Aerospace activities are concentrated on the production
of

airframe and engine structures, components and assemblies for
both military and civil aerospace markets.

OffHighway mainly designs and manufactures steel wheels and
driveline products for the agricultural, construction and mining,
and industrial machinery markets.

Powder Metallurgy produces powdered metal and sintered
components for automotive and other industrial customers.

Powder Metallurgy

OffHighway

Aerospace
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Financial key performance indicators1. Growth in Group earnings
and dividends per shareWe aim to achieve absolute growth in
earnings per share each year (as measured on a management basis)
and, recognising the nature and cyclicality of our major markets,
have a longer term target of achieving average compound annual
growth of at least 6%.

Our objective is to increase the dividend progressively in line
with the long term trend in earnings, targeting a sustainable
earnings to dividend cover ratio of between 2 and 2.5 times.

In 2008 the Groups management earnings per share declined by
11.3p (32%) to 23.8p after a 17% increase in 2007. This decline
reflects both reduced profit levels in 2008 and the impact of a
2008 tax credit, the 2007 rate being a 3% charge. Using the cash
tax rates (see pages 14 and 15) of 15% in 2008 and 17% in 2007,
2008 earnings per share would be 20.2p reducing the decline over
2007 to 10.2p (34%).

In response to prevailing market conditions the Board has
decided not to pay a final dividend leaving the total dividend for
the year at 4.5p. This dividend is covered 5.3 times (2007 2.6
times) by earnings on a management basis.

Group Performance

Measurement and reporting of performanceIn this review, in
addition to statutory measures of profit and loss, we have made
reference to profits and earnings excluding the impact of:

strategic restructuring and impairment charges of subsidiaries
and joint ventures;

amortisation of non-operating intangible assets arising on
business combinations;

profits and losses on the sale or closures of businesses;

change in the value of derivative and other financial
instruments; and

profits and losses, after tax, arising on discontinued
operations.

We believe results excluding the above items show more clearly
the underlying trend in business performance.

Trading profit is defined as operating profit or loss before any
of the above. In 2007 the Group closed its UK cylinder liner
business, GKN Sheepbridge Stokes Ltd. 2007 sales include 22 million
in respect of this business, whilst its 2007 trading performance, a
loss of 7 million, is reported in profits and losses on sale or
closures of businesses.

In August 2008, negotiations in respect of the deferred
consideration held in escrow on the AgustaWestland joint venture
divestment were concluded. As a result the Group received a further
18 million in consideration, the after

tax impact of which has been disclosed as a profit on
discontinued operations, a treatment consistent with the original
divestment.

Where appropriate, reference is also made to results excluding
the impact of 2007 acquisitions as well as the impact of currency
translation on the results of overseas operations.

Exchange rates used for currencies most important to the Groups
operations are:

Average Year End 2008 2007 2008 2007Euro 1.26 1.46 1.03 1.36US
dollar 1.85 2.00 1.44 1.99

The approximate impact on 2008 trading profit of subsidiaries
and joint ventures of a 1% movement in the average rate would be
euro 1.2 million, US dollar 0.8 million.

In our internal performance reporting we aggregate our share of
sales and trading profits of joint ventures with those of
subsidiaries. This is particularly important in assessing sales and
profit performance in our Driveline and Other Automotive businesses
where significant activity takes place in joint ventures. Reference
to these combined figures is made, where appropriate, as management
sales and management trading profits.

Strategy and business objectivesThe business review provides
information on our performance in 2008, both financially and in
terms of progress made against our objective and strategy as set
out on the inside front cover of this report. We implement and
monitor performance against our strategy through a number of key
performance indicators and objectives, both financial and
non-financial.

The global recession has interrupted our progress in achieving
our goals, particularly against our key financial performance
indicators; this is specifically evident in our Automotive and
Powder Metallurgy businesses. Solid progress has been made,
however, in Aerospace and OffHighway. Divisional information is
given in the relevant section of this review.

Throughout the business review we give details of managements
response to the deteriorating market conditions and in the section
on Financing and Risk we note the additional risks created by the
recession and how we are addressing these.

Key performance indicatorsThe principal key performance
indicators and our performance against them in 2008 are shown below
for the Group.

In defining financial indicators we use management sales and
management trading profit as defined below as this better reflects
the underlying performance of the Group and respective
divisions.
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Business Review continued

3. Return on average invested capitalReturn on average invested
capital (ROIC) is defined as the ratio of management trading profit
to average total net assets including the appropriate share of
joint ventures and excluding current and deferred tax, cash,
borrowings and post-employment obligations. We aim to achieve ROIC,
at both a Group and divisional level, above the weighted average
cost of capital of the Group.

To ensure our goals are clearly understood across the Group, we
use 12% as the pre-tax threshold for all our internal ROIC measures
and target all divisions to meet or exceed that level. On a
post-tax basis we estimate this to be close to the Groups long term
weighted average cost of capital of between 8% and 9%.

For the Group as a whole ROIC fell to 9.4% in 2008 (2007 15.1%),
although OffHighway and Aerospace achieved returns in excess of the
threshold.

4. Group cash flowThe Group aims to generate sufficient cash
flow each year to cover dividend payments and fund above sector
organic growth. For these purposes cash flow is defined as after
capital expenditure but before shareholder dividends, acquisitions,
special contributions to the UK pension scheme, currency movements
in overseas borrowings and the cash cost of strategic restructuring
programmes.

2. Growth in sales and trading marginsWe aim to achieve growth
in sales at both a Group and divisional level in excess of that
seen in our major markets both in absolute terms and on a
like-for-like basis, i.e. excluding the effects of currency
translation, acquisitions or divestments.

In 2008 sales of subsidiaries rose by 13% to 4,376 million.
Joint ventures, the sales of which are not consolidated in the
financial statements, declined by 5% to 241 million. Our total
Group sales on a management basis increased by 495 million to 4,617
million (12%). Overall underlying sales remained flat with growth
in both Aerospace and OffHighway, 10% and 17% respectively, being
offset by declines in Automotive and Powder Metallurgy.

The Groups medium term trading margin targets are between 8% and
10% for Driveline and Powder Metallurgy, between 6% and 10% for
Other Automotive, 7% to 10% in OffHighway and 10% or higher for the
Aerospace division, giving an overall Group margin target of
between 8% and 10%.

The Group trading margin for 2008 of 4.8% (2007 7.5%) was
adversely affected by the sharp deterioration in automotive markets
in the second half of the year. OffHighway and Aerospace margins
were within their target ranges.

Earnings and dividends per share pence

n Earnings per share on a management basisn Dividend per
share
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Operating cash flow performance of 155 million (2007 141
million), including dividends from joint ventures of 24 million
(2007 13 million), was ahead of the prior year. Group cash flow of
(10) million (2007 17 million) was below the Groups target.

Non-financial key performance indicatorsThe key non-financial
indicators that we currently report relate to our health, safety
and environmental performance and employee turnover.

1. Health and safety performanceOur goal is zero preventable
accidents. We measure our progress against this goal by reference
to accident frequency rate (AFR), which is the number of lost time
accidents per 1,000 employees, and accident severity rate (ASR),
which is the number of days/shifts lost due to accidents and
occupational ill health per 1,000 employees.

Both the AFR and ASR demonstrate continuing performance
improvement over the last five years with AFR falling from 6.2 in
2004 to 2.5 in 2008 and ASR falling from 176 in 2004 to 75 in 2008
(see charts on page 47). We continue to benchmark our AFR
performance externally and against this measure we have again
significantly outperformed industry averages in the UK, Germany and
the US and our performance compares favourably with that of our
peer companies in the UK and the US where comparative data is
available.

2. Environmental performanceOur focus remains on the key
performance indicators of energy consumption and associated carbon
dioxide (CO2) emissions, waste generation and recycled waste, and
water usage. Given the diverse range of business processes across
the Group, performance against these indicators is measured on a
divisional basis (in the main, relative to production measured in
terms of tonnes of product shipped). This also allows the use of an
alternative metric for our Aerospace business where the drive
towards ever lighter components means that sales, rather than
weight of product shipped, is a more appropriate measure of
activity. Performance data for CO2 emissions includes direct
emissions from our plants and indirect emissions from power
stations that generate the electricity we use.

Overall, as shown in the charts on page 48, most divisions have
maintained or improved their performance in 2008 compared with the
two prior years.

3. EmployeesEmployees at the end of 2008 totalled 40,000
compared with 42,100 at the end of 2007, a decrease of 5% primarily
reflecting action taken in response to difficult market conditions.
Of the total, 36,500 were employed in subsidiaries (a 4.7% decrease
compared with 2007) and 3,500 in joint ventures (a 7.9% decrease
compared with 2007).

For 2008, employee turnover represented 12.5% of the average
number employed during the year. Of this, 5.8% was accounted for by
voluntary leavers and 6.7% by company instigated action.

Further information on health and safety, environmental and
employee issues is given on pages 40 to 49.

Changes in the composition of the GroupResults for the year
contain a full 12 month contribution from the Aerospace acquisition
of the Teleflex Aerospace Manufacturing Group, completed on 29 June
2007.

Group performanceManagement sales (subsidiaries and joint
ventures) 4,617 million (2007 4,122 million)Combined sales of
subsidiaries and share of joint ventures totalled 4,617 million
compared with 4,122 million in 2007. Excluding the positive impacts
of currency translation (469 million) and of acquisitions (46
million), there was a net underlying decrease of 20 million, with
the benefit from continued strong OffHighway and Aerospace markets
offsetting the overall declines experienced in all our businesses
operating in automotive markets.

Sales of subsidiaries 4,376 million (2007 3,869 million)Sales of
subsidiaries were 4,376 million compared with 3,869 million in
2007, an increase of 507 million (13%). Excluding the impact of
currency translation, acquisitions, and the prior year sales of the
UK cylinder liner business, there was an increase of 49 million
(1%).

In Automotive businesses, subsidiaries sales of 2,207 million
compared with 2,031 million a year earlier. Currency translation
was 263 million favourable and, excluding this and the 22 million
negative impact of the UK cylinder liner closure, the underlying
decrease was 65 million (3%). On a management basis, including our
share of joint ventures and excluding the UK cylinder liner
business, sales were 2,444 million (2007 2,259 million) and the
underlying decline was 112 million (4%). The sales decline was most
notable in the final quarter, with underlying sales down 25% on
2007 levels.

Group Performance

n Automotive 53%n Powder Metallurgy 13%n OffHighway 12%n
Aerospace 22%

including subsidiaries and joint ventures

SalesTotal 4,617m

15860GKN_Front ALT.indd 1115860GKN_Front ALT.indd 11 09/03/2009
14:1609/03/2009 14:16

Wor

ldRe

ginf

o - e

e64e

1f0-

d5b4

-473

4-bd

43-3

74ad

4121

714


	
GKN plc Annual Report 200812

15860 09/03/2009 Proof 12

Business Review continued

Trading profit of subsidiaries 201 million (2007 277
million)Group trading profit was 201 million compared with 277
million in 2007, a decrease of 76 million (27%). The currency
impact on the translation of overseas profits was 47 million
favourable and there was a net benefit of 6 million from 2007
acquisitions. Excluding these factors, the decrease was 129 million
(40%).

Automotive subsidiaries trading profit totalled 69 million
compared with 146 million in 2007. There was a favourable currency
impact of 29 million after which profits decreased by 106 million
(61%).

Second half performance was severely impacted by the rapid fall
in global automotive demand, particularly in the final quarter.

For Automotive as a whole, subsidiaries margin of trading profit
to sales was 3.1% (2007 7.2%). On a management basis, including our
share of joint ventures, trading profit was 90 million (2007 178
million) with an underlying decrease of 121 million. Return on
sales was 3.7% (2007 7.8%).

Powder Metallurgy reported a loss of 2 million in 2008, compared
with a 29 million profit in 2007. The underlying reduction was 37
million, largely as a consequence of lower volumes in North America
and Europe. Return on sales was (0.3)% (2007 4.8%).

OffHighway profit improved to 40 million from 29 million in 2007
with the underlying increase being 6 million. The benefit from
higher underlying sales in both the wheels and driveline products
businesses was the primary driver of the profit improvement, with
increased raw material costs being fully recovered in the year.
Margin was 7.3% compared with 7.0% in 2007.

Aerospace profit rose to 106 million from 83 million in 2007.
Currency translation was 5 million favourable while there was a 6
million benefit from 2007 acquisitions, leaving an underlying
improvement of 12 million (14%). Margin improved from 10.1% in 2007
to 10.6%.

Corporate and unallocated costs of 12 million (2007 10 million)
represent stewardship, legacy, governance and compliance costs
relating to activities undertaken on behalf of the whole Group.

The overall margin of subsidiaries was 4.6% compared with 7.2%
in 2007.

Powder Metallurgy sales were 618 million compared with 602
million in 2007. Currency translation was 68 million favourable, so
that the underlying decrease was 52 million (8%) as the first half
impact of weak sales to General Motors and the American Axle
strike, and the significant deterioration in volumes in all regions
in the final quarter of the year, adversely impacted sales.

In OffHighway, subsidiaries sales improved to 549 million from
416 million in 2007. The favourable impact of currency translation
was 53 million, with underlying sales ahead by 80 million (17%) as
good market conditions, in both Europe and North America, for
agricultural and heavy construction equipment continued throughout
the year.

Aerospace sales increased to 1,002 million from 820 million in
2007. The impact of the 2007 Teleflex acquisition was 46 million
and, with currency translation being 50 million favourable, the
underlying sales improvement was 86 million (10%), reflecting
strong demand in both civil and military markets and volumes on
programme wins in recent years.

Management trading profit (subsidiaries and joint ventures) 221
million (2007 309 million)The aggregated trading profit of
subsidiaries and our share of joint ventures was 221 million, a
decrease of 88 million (28%). The net positive impact of currency
translation and acquisitions was 57 million and, excluding these
factors, the underlying decrease was 145 million (40%). Whilst
OffHighway and Aerospace both delivered strong profit performances,
with underlying increases of 18% and 13% respectively, the
Automotive and Powder Metallurgy businesses full year results
reflect the severe operating conditions in the second half.

Overall margins fell to 4.8% (2007 7.5%) being adversely
affected by the sharp deterioration in automotive markets.

2008 2007

Group m m

Sales Subsidiaries 4,376 3,869 Share of joint ventures 241
253

Total 4,617 4,122

Trading profi t Subsidiaries 201 277 Share of joint ventures 20
32

Total 221 309

Return on sales 4.8% 7.5%
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Restructuring and impairment costs 153 million (2007 31
million)Net charges in the year relate to:

the final charges (4 million) on the 2004 strategic
restructuring programme, as reported at the half year; and

the initial charges, including impairments, in respect of the
Groups current restructuring initiatives to respond to severe
volume downturns affecting most of the Groups end markets and
businesses.

The net 4 million charge in relation to the 2004 programme was
entirely attributable to Driveline, and encompassed reorganisation
costs on business transfers (3 million) and asset write-downs (1
million).

The restructuring and impairment of subsidiaries charge for the
2008 initiative totalled 149 million and includes impairment
charges amounting to 129 million.

The impairment charges include a write-down of Powder
Metallurgys North American fixed assets (92 million), 15 million
for Driveline structural capacity changes and the charges
attributable to restructuring actions within Aerospace (3 million).
An 11 million impairment charge was also taken on the UK automotive
structural component business assets. Cash based restructuring
charges amounted to 20 million in the period and included the cost
of short-time working, redundancies and other reorganisation
costs.

Amortisation of non-operating intangible assets arising on
business combinations 10 million (2007 8 million)In accordance with
IFRS 3, the Group recognises intangible assets arising on business
acquisitions. The amortisation of non-operating intangible assets
(e.g. customer contracts and relationships, trademarks, non-compete
agreements and intellectual property rights) increased during the
year as a result of the full year impact of the acquisition of
Teleflex in June 2007.

Profits and losses on sale or closures of businesses nil (2007 7
million charge)The prior year loss on closure of businesses of 7
million arose at the UK cylinder liner business (Sheepbridge) which
ceased trading in September 2007.

Change in the value of derivative and other financial
instruments 124 million charge (2007 10 million charge)The Group
enters into foreign exchange contracts to hedge much of its
transactional exposure. At 1 January 2008 the net fair value of
such instruments was an asset of 18 million and at the end of 2008
the figure was a liability of 166 million.

Transactional hedge accounting has been applied to a small
proportion of these transactions. Where transactional hedging has
not been applied, the difference of 175 million has been charged
(2007 9 million charged) separately as a component of operating
profit. In addition, there was a 1 million charge in respect of
commodity hedges in Powder Metallurgy (2007 1 million charge), a
credit of 43 million arising on the change in the value of embedded
derivatives (2007 no charge), and a credit attributable to the
translational currency impact on Group funding balances, leaving a
net charge of 124 million (2007 10 million charge).

Operating loss 86 million (2007 profit 221 million)The operating
loss of 86 million compared with a profit of 221 million in 2007,
reflecting the movements discussed above.

Post-tax earnings of joint ventures 6 million (2007 24
million)There was a decrease of 18 million in the Groups share of
post-tax earnings of joint ventures. Within this figure, trading
profit fell to 20 million from 32 million in 2007, a decline of
38%. The impact of currency was favourable at 4 million, leaving
underlying trading profit adverse by 16 million (44%), this being
attributable to falling volumes in all businesses, curtailment of
diesel particulate retrofit demand in Emitec and a one-time
commercial settlement in AutoStructures in 2007.

The post-tax earnings in 2008 include impairment charges of 10
million in respect of the planned winding up of two joint ventures
as part of the Groups recently announced restructuring
activities.

Group Performance
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Business Review continued

TaxationThe tax credit on management profits of subsidiaries of
151 million (2007 231 million) was 3 million (2007 6 million
charge), representing a negative 2.0% tax rate (2007 2.6%
positive).

This 3 million tax credit arises due to the recognition of a tax
credit relating to the use of previously unrecognised tax losses
against certain taxable foreign exchange gains. There is a tax
charge in relation to these gains shown in equity.

Adjusting for the above item, there is an increase in the
effective rate from 2.6% in 2007 to 17.2%. This is predominantly
attributable to the use of previously recognised deferred tax
assets (tax losses and other temporary differences) against taxable
profits in 2008. The charge arising from the use of these assets
has been partially offset by tax credits in relation to the
recognition of previously unrecognised deferred tax assets
(principally in the UK) and the utilisation of other previously
unrecognised deferred tax assets (principally in the UK and
Germany). The recognition of previously unrecognised deferred tax
assets has been based upon management projections of future taxable
profits in the relevant territories.

GKNs tax strategy is aimed at creating a sustainable cash tax
charge (which excludes deferred taxes, movements in provisions for
uncertain tax positions and tax relating to those non-trading
elements of operating profit identified separately in the income
statement) that balances the shareholders interest of minimising
tax payments with the need to comply with the tax laws of each
country in which we operate. In 2008 the cash tax charge was 15%
(2007 17%) and we expect cash tax to average 20% or less for the
near term as we continue to make use of prior years tax losses,
incentives and deductions in the various countries in which we
operate.

For 2009 and beyond, the overall reported tax rate is likely to
continue to be volatile, being influenced by the possible further
recognition of currently unrecognised deferred tax assets and the
settlement of prior year tax disputes. These unrecognised,
potential deferred tax assets principally relate to brought forward
tax losses in the UK and US which, due to the structure of the
Group and the geographic mix of profitability, have so far not been
seen as realisable for tax purposes.

The total effective tax rate of subsidiaries was 7.4% (2007
0.6%) arising as a 10 million tax credit on losses of 136
million.

Net financing costs 50 million (2007 46 million)Interest payable
totalled 66 million (2007 62 million) and arose mainly on the 675
million of bonds, 30 million debenture in issue and bank
borrowings. This was partially offset by interest receivable of 19
million (2007 19 million) which arose on short term deposits,
together with the benefits of lower borrowing costs on foreign
currency synthetic debt instruments used to hedge the Groups
overseas investments and 3 million interest received on the
AgustaWestland deferred consideration released from escrow. The
year on year movement also reflects the full year effect of
acquisitions made in 2007.

Other net financing costs were 3 million (2007 3 million) and
related to post-employment obligations. This charge has remained
level with 2007 as adverse currency of 2 million offset a net
underlying credit. The overall charge arises as the expected return
on scheme assets of 163 million (2007 146 million) was more than
offset by interest on post-employment obligations of 166 million
(2007 149 million). Details of the assumptions used in calculating
post-employment costs and income are provided in note 26 to the
financial statements.

Profit/loss before taxOn a management basis Group profit before
tax was 167 million, 88 million lower than 2007. The post-tax share
of joint ventures contributed 16 million (2007 24 million) and
subsidiaries 151 million (2007 231 million). On a statutory basis,
including restructuring and impairment charges, amortisation of
non-operating intangible assets arising on business combinations,
profits and losses on the sale or closures of businesses and
changes in the value of derivative and other financial instruments,
a loss of 130 million was recorded (2007 profit of 199
million).

Management profi t before tax of continuing operations m
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Discontinued operationsAs previously noted, negotiations over
the AgustaWestland deferred consideration held in escrow were
finalised in August 2008, resulting in a net of tax profit of 13
million. There were no discontinued operations in the prior
period.

Minority interestsThe share of profit relating to minority
interests was 2 million (2007 2 million).

Earnings per shareEarnings per share were (17.3)p (2007 27.9p).
Before restructuring and impairment charges, amortisation of
non-operating intangible assets arising on business combinations,
profits and losses on the sale or closures of businesses, changes
in the value of derivative and other financial instruments and
discontinued operations, the figure was 23.8p (2007 35.1p), a
decrease of 32%.

Cash flowOperating cash flow, which is defined as cash generated
from operations (328 million; 2007 299 million) adjusted for
capital expenditure (205 million; 2007 192 million), proceeds from
the disposal of fixed assets (7 million; 2007 21 million), proceeds
from capital grants (1 million; 2007 nil) and joint venture
dividends (24 million; 2007 13 million), was an inflow of 155
million compared with a 141 million inflow in 2007.

The outflow on working capital and provisions totalled 4 million
(2007 49 million) largely reflecting favourable working capital
movements. The figure also included a 3 million outflow in respect
of legacy environmental obligations (2007 9 million) where a
further 7 million is expected to be spent in 2009.

Capital expenditure (on tangible and intangible assets) totalled
204 million (2007 192 million). Of this, 192 million (2007 172
million) was on tangible assets representing property, plant and
equipment and was 1.2 times (2007 1.2 times) the charge for
depreciation. The ratio of capital expenditure to depreciation is
expected to reduce significantly in 2009, recognising the level of
prior years investments and the need to fund the current
restructuring programme.

Expenditure on intangible assets totalled 13 million (2007 20
million) and mainly reflected initial non-recurring costs on
Aerospace programmes.

Net interest paid totalled 47 million compared with 44 million
in 2007. The increase was largely due to higher net UK borrowings
during the year, with the impact of prior year acquisitions being
offset by the interest on the AgustaWestland deferred consideration
released from escrow.

Tax paid in the year was 45 million (2007 28 million), the most
significant increase being in respect of German taxes as cumulative
prior year liabilities were settled.

Dividends received from joint ventures totalled 24 million (2007
13 million) including the Groups first dividend of 5 million from
its UK Chassis Systems joint venture.

2008 2007

Tax charge analysis % %

Weighted average tax rates of major countries in which GKN
operates 30 33

Benefi ts of GKN tax profi le (tax losses and other factors)
(15) (16)

2008 cash tax rate 15 17

Tax credit on foreign exchange gains in equity (20)

Movement in provisions (2008 and prior years net) 2

Deferred tax credit (net) 3 (16)

Tax charge as % of subsidiaries underlying profi t before tax
(2) 3

2008 2007

Computation of cash tax rate m m

Current tax total (10) 36

Remove: net movement for provisions for uncertain tax provisions
(4) Add back: tax credit on foreign exchange gains in equity 29
current tax on restructuring and impairment charges 3 7

Cash tax charge 22 39

Profi t before taxation of subsidiaries (management basis) 151
231

Cash tax rate 15% 17%

Group Performance

15860GKN_Front ALT.indd 1515860GKN_Front ALT.indd 15 09/03/2009
14:1609/03/2009 14:16

Wor

ldRe

ginf

o - e

e64e

1f0-

d5b4

-473

4-bd

43-3

74ad

4121

714


	
GKN plc Annual Report 200816

15860 09/03/2009 Proof 12

Business Review continued

UK pensions The UK defined benefit scheme is considered to be
relatively mature with just over 4,000 of its 52,000 members
currently in service. As a UK defined benefit scheme, it is run on
a funded basis with funds set aside in trust to cover future
liabilities to members. The scheme specific funding valuation and
schedule of contributions as at April 2007 remains in force. The
current schedule of contributions does not require any deficit
funding during 2009.

With the acquisition of the Airbus wing component and
sub-assembly business at Filton in January 2009, the UK scheme
membership increased by 1,200. These members joined the GKN pension
scheme for future service benefits. There is a relatively small
increase in past service liabilities of 22 million which was
recognised in the purchase amount paid to Airbus, and which will be
paid as a further contribution into the scheme.

The charge relating to the UK defined benefit scheme reflected
in trading profit in respect of current and past service
costs/curtailments was 21 million (2007 17 million), whilst other
net financing credits included in net financing costs were 14
million (2007 13 million). Restructuring activities in the UK in
the final quarter of the year attracted a past service charge of 1
million.

The accounting deficit at 31 December 2008 of 272 million (2007
3 million) was significantly higher than that at the end of 2007.
This was as a result of the adverse impact of the actual asset
returns compared with expected return more than offsetting both the
benefit of the change in yields on long dated corporate bonds used
to determine future liability values and the impact from a lower
inflation assumption.

The next scheduled actuarial funding review of the scheme is due
in 2010.

Free cash flowFree cash flow, which is cash flow excluding
acquisitions and currency translation but including capital
expenditure and dividends paid, is a key performance indicator of
the Group. Free cash flow for the year was an outflow of 38 million
(2007 23 million) after 28 million (2007 40 million) of expenditure
on the Groups restructuring programmes. The year on year increase
reflects investment in tangible fixed assets, net of property
proceeds.

Acquisitions and divestmentsThe net expenditure on acquisitions
and divestments in the year was 1 million (2007 71 million) being
the final payments in respect of prior year acquisitions.

Net borrowingsAt the end of the year the Group had net debt of
708 million (2007 506 million). This includes the negative impact
of closing out Group balance sheet hedges in the final quarter (net
cost 221 million) and the benefit of 79 million (2007 42 million)
from customer advances in the Aerospace businesses which are shown
in creditors in the balance sheet. The Groups share of net
borrowings in joint ventures was 1 million (2007 net funds 14
million).

Pensions and post-employment obligationsGKN operates a number of
defined benefit and defined contribution pension schemes together
with retiree medical arrangements across the Group. The total
charge to trading profit in respect of current and past service
costs, together with curtailments of defined benefit schemes and
retiree medical arrangements was 25 million (2007 19 million),
whilst other net financing charges included in net financing costs
were 3 million (2007 3 million).

The increase in the charge to trading profit mainly reflects an
increased UK current service cost, 4 million higher than in 2007.
Changes to US pension benefit arrangements in Driveline, Sinter
Metals and Hoeganaes in 2008, have resulted in a 12 million
curtailment credit, broadly equivalent to the US past service
credit recognised in 2007 on retiree medical changes. The ongoing
annual benefit of the 2008 changes is 2 million to trading profit.
Further information including asset, liability and mortality
assumptions used is provided in note 26 to the financial
statements.

Net UK post-employment obligations at 31 December m
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Overseas pensionsThe principal countries involved in overseas
pensions are the US, Germany and Japan.

The net charge to trading profit in respect of current and past
service costs/curtailments was 4 million (2007 13 million), whilst
other net financing charges included in net financing costs were 14
million (2007 12 million). The trading profit charge benefited from
the one-time US curtailments of 12 million.

The increase in the deficit of 213 million to 494 million (2007
281 million) was largely a result of currency movements which
increased this deficit by 125 million, and the net impact of actual
asset returns experienced and discount rate changes which increased
the deficit by a further 79 million.

Retiree medicalGKN operates retiree medical arrangements in the
Americas and has a scheme, closed to new members, in the UK.

The charge to trading profit in 2008 was nil (2007 11 million
credit). The 2007 credit arose from changes in retiree medical
arrangements in the US. Other net financing charges included in net
financing costs were 3 million (2007 4 million).

As a result of these changes, the impact of currency translation
and changes in the discount rates used to value the liabilities,
the obligation in respect of all schemes at the end of the year was
68 million compared with 47 million at the end of 2007.

Summary At 31 December 2008 the post-employment obligations of
the Group totalled 834 million (2007 331 million), details of which
can be found in note 26 to the financial statements.

Shareholders equityShareholders equity at the end of 2008 was
905 million compared with 1,177 million at the end of 2007.

DividendThe Board has reviewed the full year dividend and has
decided not to pay a final dividend for 2008. This decision was
made due to the severe operating environment for GKNs businesses
and the consequent need to adopt a more prudent liquidity policy
for the Group. The Boards commitment to a progressive long term
dividend policy continues.

The total dividend for the year is, therefore, the interim
dividend of 4.5p. The dividend is covered 5.3 times (2007 2.6
times) by management earnings (i.e. before the impact of
restructuring and impairment charges, amortisation of non-operating
intangible assets arising on business combinations, profits and
losses on the sale or closures of businesses, changes in the value
of derivative and other financial instruments and discontinued
operations). Using the cash tax rate for the year of 15%, the
dividend was covered 4.6 times by earnings (2007 on the same basis
2.3 times).

The Boards decision not to pay a final dividend was made due to
the severe operating environment and the consequent need to adopt a
more prudent liquidity policy for the Group. The Boards commitment
to a progressive long term dividend policy continues.

Group Performance
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Business Review: Automotive

AUTOMOTIVEAutomotive comprises: GKN Driveline and Other
Automotive

GKN Driveline is the global leader in the production of constant
velocity jointed (CVJ) products for use in light vehicles. It also
develops and manufactures a broad range of driveline products which
deliver power to a vehicles wheels and manage that power to control
the dynamic performance of the vehicle. Its European industrial and
distribution services business provides a range of components to
the passenger vehicle aftermarket, and repairs and replaces heavy
duty propshafts.

Other Automotive companies manufacture structural components,
engine cylinder liners and substrates for catalytic converters for
light vehicle and truck applications.

Technology and Innovation

Nigel SteinChief Executive Automotive
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Aerospace

Automotive

Powder Metallurgy

OffHighway

GKN received the prestigious Nissan Global Innovation Award

for its contribution to the independent transaxle four wheel

drive (4WD) featured in the all-new supercar, the Nissan

GT-R. GKNs high performance, lightweight final drive unit,

4WD coupling and limited slip differential demonstrate GKNs

engineering and production expertise at the highest level.

Debut for GKN torque vectoring technology on BMW X6

The dynamic performance and stability control systems on the X6,
of which GKNs torque vectoring products are active components,
overcome the tendency of 454s to understeer when cornering under
power at speed. In this first production application for BMW, GKNs
torque vectoring hardware units are supplied to system leader ZF,
responsible for the final assembly and supply of the Vectordrive
rear axle system. GKN also supplies the latest front and rear side
shafts for the X6.

In 2008 GKNs high performance torque vectoring technology made
its world debut on the new BMW X6 sports activity coup. The
technology is at the heart of BMWs new Dynamic Performance Control
system, part of BMWs integrated chassis management package that
redefines the dynamic performance, safety and all-terrain ability
of powerful SUVs such as the X6.

The torque vectoring units are based on a modular,
cost-effective approach, designed to be easily adaptable to a range
of vehicles. The technology is specifically targeted at rear axle
applications on premium rear wheel and all wheel drive vehicles. It
strengthens GKNs product range in this segment, which includes an
electronically controlled limited slip differential, electronic
locking differential and a range of passive limited slip
differentials.

Sales*

53%of total Group sales

2,444m(2007 2,281m)

Trading Profi t*

41%of total Group trading profi t

90m(2007 178m)

* on a management basis
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Business Review: Automotive

MarketsApproximately 58% of GKNs combined sales of subsidiaries
and joint ventures are to the worlds passenger car and light
vehicle original equipment markets. Production levels in these
markets are a key driver of Group performance and, in particular,
of our Automotive and Powder Metallurgy operations. Historically
the compound annual growth rate in global production has been
around 3% with expectations that this rate would continue, albeit
with significant regional variations.

In the first half of 2008 this pattern was repeated with stable
markets in Western Europe and Japan and solid increases in the
emerging markets, including the BRIC countries of Brazil, Russia,
India and China. However, demand in North America was weaker than
expected, with a 12% decline in the annualised production rate to
June 2008.

In the second half of the year, the effects of the global credit
crunch began to be felt and in the fourth quarter automotive
volumes fell sharply in every region. No significant recovery is
expected in overall global demand in the short term, with annual
volumes for 2009 now forecast to fall within a range of 55 to 59
million vehicles (12% to 20% lower than the 68 million in 2008),
again with regional variations (based on projections, including
those of Global Insight).

Longer term, although the type and mix of vehicles may be
different, global growth in vehicle production is expected to
resume, trending roughly in line with overall growth in GDP.

Western EuropeIn Western Europe (where sales to vehicle
manufacturers accounted for approximately 30% of Group sales in the
year (2007 32%)) overall production in 2008 was 14.7 million
vehicles compared with 16.2 million in 2007, a decrease of
approximately 9%. Falls were seen in the major Western European
markets of Germany (3%), France (12%), Italy (20%), Spain (13%) and
the UK (6%).

North AmericaIn North America (where sales to vehicle
manufacturers accounted for approximately 14% of Group sales in the
year (2007 15%)) production in 2008 was 12.7

million vehicles, a reduction of 16% from the 15 million in
2007. Within the overall figure there was again a significant
change in market share with Chrysler, Ford and General Motors
continuing to lose volume to foreign manufacturers. Consumer
preference also continued to move from light trucks and sports
utility vehicles (SUVs) to crossover and passenger vehicles.

Emerging marketsAsia Pacific production (excluding Japan where
the year on year production decreased by 1% to 11.1 million
vehicles) grew by 2.9% in 2008. In China, production of 8.5 million
vehicles was 5% above 2007, while production in India rose by 5% to
2.0 million. In Brazil, production increased by 7.4% to 2.9 million
vehicles.

Sales in Asia Pacific and Brazil accounted for 13% and 3%
respectively of Group revenues in the year.

GKN DrivelineGKN Driveline is the worlds leading supplier of
automotive driveline components and systems. As a global tier one
supplier serving the worlds major vehicle manufacturers, GKN
Drivelines market leadership is based on strong engineering
capabilities to achieve optimum driveline solutions from the
smallest ultra low-cost car to the most sophisticated premium
vehicle demanding complex drivetrain dynamics.

Consistently setting new technological benchmarks, GKN Driveline
has the broadest range of constant velocity jointed sideshafts,
propshafts, mechanically and electronically controlled torque
management and ass
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