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BUSINESS REVIEW

Operational improvements 
and continued investment 
in our people, production 
capability and Group support 
underpin our confidence 
and our ability to realise this 
tremendous potential in our 
target markets. 

This is a very exciting time for the Group 
and I am delighted to join the team. 
During my first few weeks, I have met proud 
and committed colleagues in a business 
with unrivalled heritage and a leading 
reputation for craftsmanship and quality.

The past year was evidently an 
unpredictable and challenging one for the 
Group, but many positive steps have been 
taken to prepare the business for steadily 
improving conditions in our core markets. 
As momentum builds gradually in the 
oil and gas industry and our presence 
grows further in global defence markets, 
we have significantly strengthened our 
order book and have a clearer view of our 
customers’ project pipeline today than at 
any point in the past three years.

Operational improvements and continued 
investment in our people, production 
capability and Group support underpin 
our confidence and our ability to realise 
this tremendous potential in our target 
markets. I am excited to be leading the 
Group and our valued colleagues into 
2019 and beyond, building on our strong 
foundation and setting a clear vision for 
innovation, development and growth.

Performance
Overall Group revenue for the year was 
£32.2 million (2017: £34.6 million), 
down 7% as a result of fewer renewable 
energy projects. Revenue in our core 
manufacturing divisions increased by 
13% to £21.2 million (2107: £18.8 million). 
Adjusted operating profit was £0.5 million 
(2017: £1.6 million), down as a result of 
operating losses in our Alternative Energy 
Division, mix-driven lower gross margins in 
manufacturing and investment in people 
and operating structure.

Oil and gas sector
£ million revenue 2018 2017 2016 2015

Group 12.5 10.6 11.9 25.1

PMC 11.0  9.8  10.2 18.8

Cylinders 1.5 0.8 1.7 6.3

Revenue from oil and gas sector 
customers increased 18% to 
£12.5 million (2017: £10.6 million) as 
activity in this sector made further gains 
over the low point in 2017, driven by 
increased order volumes in our Precision 
Machined Components Division (PMC) 
and the delivery of drillship air pressure 
vessels in our Cylinders Division. 
The recovery in oil and gas exploration 
and production activity has been 
unpredictable for the Group and our 
customers. We experienced a very slow 
third-quarter as our customers focused 
internally on planning and resourcing 
for increased project execution and 
procurement activity, generating 
a tendering surge in the fourth-quarter 
and pressure on lead times to meet 
project deadlines.

Throughout the downturn, gross 
margins in our PMC Division, which 
focuses primarily on this sector, have 
remained above 30% and were 33% in 
2018 (2017: 35%), with the cost impact 
of higher base material content and 
carbide coatings offsetting efficiency 
improvements from new equipment and 
processes. Margins in the year were also 
affected by new product development 
work with new and existing customers. 

Chris Walters,
Chief Executive

These developments have extended 
our product range and delivered new 
revenue streams with strong margins. 
A total of 15 new customers contributed 
8% of total PMC revenue in the year.

Defence sector
£ million revenue 2018 2017 2016 2015

Group 6.6 6.4 6.5 7.5

PMC —  —  — —

Cylinders 6.6 6.4 6.5 7.5

Defence sector revenue increased 
slightly to £6.6 million (2017: £6.4 
million). Delays to several key defence 
projects resulted in revenue being 
strongly weighted to the second-half 
of the year and slipping into 2019. 
Standard and bespoke cylinders for 
the Dreadnought submarine programme 
contributed significantly alongside 
the Type 26 frigate project, which 
was secured in the first-half of the 
year. Export naval revenue increased 
significantly, driven in particular by 
successful projects in South Korea.

Integrity management revenue increased 
21% to £0.8 million (2017: £0.7 million) as 
activity for the UK naval support contract 
ramped up, having been delayed from the 
first-half of the year.

Driven by defence project revenues, 
overall gross margin in our Cylinders 
Division, which focuses primarily on 
this sector, remained strong at 35%, 
but fell below the 41% peak of 2017 due 
to a reduced volume of high-margin 
aerospace orders, product development 
work and increased direct labour costs.

Industrial gas sector
£ million revenue 2018 2017 2016 2015

Group 2.0 1.7 1.3 0.6

PMC 0.3  0.5  — —

Cylinders 1.7 1.2 1.3 0.6

Revenue increased 16% in this sector, 
driven by favourable phasing of cyclical 
refurbishment work for our largest 
customer off-setting the lower volume 
in this sector from PMC in the year.
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Precision machined components
Revenue £m

2018
10.4

2016
18.8

2017
10.8

2015
13.0

11.2

2014

Adjusted operating profit* £m

2018
1.8

2016
4.5

2017
1.4

2015
3.0

1.5

2014

Alternative energy
Revenue £m

2018
15.8

2016
14.0

2017
11.3

2015
8.4

11.1

2014

Adjusted operating result* £m

2018
0.0

2016
(1.1)

2017
(1.1)

2015
1.1

(0.5)

2014

Cylinders
Revenue £m

2018
8.4

2016
14.3

2017
9.5

2015
21.4

9.9

2014

Adjusted operating profit* £m

2018
1.1

2016
2.1

2017
1.1

2015
3.8

1.1

2014

Revenue £m

2018
3.9

2016
6.7

2017
4.1

2015
8.1

2.4

2014

Adjusted operating (loss) / profit* £m

2018
(0.5)

2016
0.1

2017
(0.3)

2015
1.6

(0.2)

2014

Sale of Hydratron, Engineered Products Division 

The prolonged downturn in the 
oil and gas market impacted 
Hydratron more than the 
Group's other precision 
machining businesses. 
Successful steps were taken to re-align the 
business and establish the foundations for 
future growth, however the Board concluded 
that it would be better served as part of a 
Group that could immediately enhance its 
critical mass and market position. 

Initial cash consideration 

£1.1m 
Contingent consideration 

£2.25m
Link to strategy

 Consolidate and build the business

*Before M&A costs, amortisation and exceptional 
 charges and credits.
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BUSINESS REVIEW (CONTINUED)

Renewable energy sector
£ million revenue 2018 2017 2016 2015

Group 11.1 15.9 11.3 14.0

AE 11.1 15.8 11.3 14.0

Cylinders — 0.1 — —

Alternative Energy Division (AE) projects 
dominated Group performance in this 
sector, with £11.1 million overall for the 
year (2017: £15.8 million) and a second-
half revenue of £8.3 million, as work 
started on three projects secured earlier 
in the year. 

Overall revenue was adversely impacted 
in the UK by delays in the Renewable 
Heat Incentive amendments, complexity 
and client funding arrangement delays 
on contract awards in the Americas 
and the disruption to commercial 
activity experienced through divisional 
restructuring throughout the prior year. 
However, overall gross margin improved 
to 22% (2017: 17%) as a direct result of 
this restructuring.

People
The success of the Group comes from 
our people. Our performance and our 
reputation are achieved through their 
skills, experience and relationships, 
through their hard work and from the way 
they collaborate with colleagues and with 
our customers.

I am personally committed to ensure all 
colleagues have a safe place to work, 
where we also positively support their 
health and well-being. We have further 
strengthened HSE management across 
the Group with new roles in our operational 
sites, supporting more focused workplace 
risk assessment and performance 
reporting. A new working group is 
evaluating improvements to the way we 
support health and well-being across the 
Group, with the aim of promoting a positive 
working environment and fulfilment for 
existing and prospective colleagues and 
enhancing our employer brand.

Recruitment to meet the growing workload 
and new skill requirements has progressed 
successfully, building on our 230-strong 
workforce. Several former colleagues who 
left the business during the downturn have 
re-joined us and we have invested further 
in apprenticeships across the Group.

Earlier this year, we carried out a Group-
wide engagement survey to objectively 
gather views from our colleagues on how 
they feel about a range of factors related 
to working within the Group. Overall, 
the results were positive, showing a high 
degree of colleague engagement and 
a strong sense of pride in the companies 
they work for. The survey also identified 
areas for improvement, which has helped 
focus management priorities throughout 
the year.

We recently launched a Group 
management development programme, 
bringing Directors, managers and 
supervisors together for a tailored course, 
focusing on key skills and knowledge of 
employment legislation and giving our 
management teams a practical toolkit for 
best practice in people management.

Further progress has been made with 
standardising our people management 
policies and guidelines, giving our 
managers and staff access to an efficient 
and supportive centralised resource, 
improving compliance and consistency 
across the Group. We also completed 
an extensive programme of work to 
bring the Group into compliance with 
GDPR requirements.

Finally, on people, I would like to thank 
John Hayward, my predecessor for his 
time and support during our handover. 
I very much enjoyed working with John, 
under whose leadership the Group has 
been built on core values of honesty 
and integrity. These values are clearly 
evident across the business and remain 
fundamental to everything we do.

Strategy and Outlook
The Group is well placed to take advantage 
of improving market conditions and realise 
the benefits of investment in people, 
new equipment and supporting processes.

Precision Machined Components Division
Delivery of high-quality, safety-critical 
components for the oil and gas industry 
remains the predominant focus for PMC in 
the medium-term, where our expertise is 
increasingly well recognised and respected. 
Oil and gas market commentators and 
our key customers remain cautiously 
optimistic about the continuing growth in 
international exploration and production 
investment, with many major projects due 
to commence in 2020.

Tendering activity increased sharply 
towards the end of the year and has 
continued to rise. The closing order book 
in September 2018 was 54% up on the 
same period in 2017, with 14% of the total 
order book coming from new customers 
secured through 2018. The Divisional 
order intake reached its highest level 
in October 2018 for over four years, with 
a rolling 12-month order intake 24% 
higher than at the same time in 2017.

Investment in people to manage our 
existing customers and drive new product 
and new customer opportunities in 
target areas has helped improve our 
responsiveness and success rates. 
Closer customer relationships have given 
us greater visibility of new leads, helping 
to inform load and capacity planning 
within our production teams.

Our capex investment programme 
will accelerate through 2019, further 
equipping the Division with the very latest 
high-performance machining centres that 
allow us to support a widening range of 
products for our customers, as they seek 
to consolidate their approved supplier 
lists and to value-engineer their designs 
with our input.

Margin improvement remains a focus, 
supported by further investment in 
skills and training, the development of 
innovative manufacturing processes and 
more effective management of our supply 
chain and subcontracted services.

Beyond the organic growth seen in 
our rising order book, increasing our 
capability, scale and reach through 
acquisitions remains a strategic focus. 
Recent standardisation of operating 
models and experience gained through 
effective collaboration between our 
individual brands has helped blueprint 
an effective Group approach to future 
acquisitions of highly specialised, 
niche manufacturing operations in 
target markets.

Cylinders Division
Our Cylinders Divisional strategy 
remains firmly on course to achieve 
greater inroads in target markets. 
The diversification into global defence 
markets from 2014 has proved highly 
successful, strengthened by the opening 
of our German office and the development 
of key relationships and opportunities 



G
overnance

Financial S
tatem

ents
Strategic R

eport

15Pressure Technologies plc Annual Report 2018

in new regions. This sector remains the 
organic growth focus for the foreseeable 
future with strong potential to replicate 
the success seen with the Royal Navy 
across NATO-friendly navies worldwide.

In the UK, submarine and surface 
warship build programmes remain largely 
unaffected by cuts in defence spending 
and we are established suppliers to the 
extensive Dreadnought submarine and 
Type 26 frigate projects, with order book 
visibility to 2023 and project horizons out 
to at least 2030.

Defence budgets in the US remain robust 
and our local team continue to drive 
the qualification of our products, while 
managing key relationships in US army, 
navy and air force departments. Our rapid 
response in providing a solution for the 
USAF F-22 Raptor has helped promote 
our reputation in this target market.

Our Integrity Management services 
have established a strong presence 
and an enviable reputation in the UK 
defence market with the in-service 
submarine programme. This business has 
tremendous potential for growth outside 
the UK and Europe and is a focus area for 
accelerated development.

Strategically we are channelling efforts 
through our German office to promote 
safety-critical Integrity Management 
services to navies worldwide.

In oil and gas markets, we are well 
positioned to respond to a predicted 
upturn in drillship and semi-submersible 
projects from 2020. It is notable that the 
Cylinders Division recently delivered the 
only two major air pressure vessel supply 
contracts awarded globally in this sector 
and is the ‘go to’ supplier as the upturn 
approaches. Customer relationships 
remain strong and our investment in 
product R&D continues, keeping us at 
the forefront of this sector.

As the focus on renewable energy usage 
grows globally, we are set to build on 
our breakthrough order in 2018 for the 
supply of hydrogen refuelling station 
cylinders in the UK. We recently secured 
a second major European order and 
are well positioned with our tendering 
partners to win further contracts. 
There are several target customers in the 
European hydrogen market and we are 
well positioned as a key supplier, partner 

and service provider, offering technical 
advice and support from the very early 
stages of project development. There are 
significant growth opportunities for large, 
high-pressure cylinders in this market as 
hydrogen power plays an increasing role 
in mass transport systems worldwide.

Further investment in new technology 
to advance our production, handling and 
finishing processes is underway, bringing 
improved efficiency and reliability. We are 
also working with academic partners 
to evaluate innovative production 
methods for our ultra-large cylinders 
and assessing improvements to supply 
chain management for materials and 
subcontracted services.

Alternative Energy Division
The global outlook for renewable natural 
gas (RNG) has improved again throughout 
the year with governments and energy 
majors increasing their commitment 
to renewables in the global energy mix, 
with RNG playing a significant role, 
particularly in the US and Europe.

Significant progress has been made 
in forming relationships with project 
developers, grid operators and energy 
majors in these key regions and our 
strategic decision to centre the Division 
in Vancouver positions Greenlane Biogas 
perfectly to take advantage of new 
opportunities. With a closing order book 
of £7 million and a £30 million pipeline 
of high-probability opportunities for 
order placement in 2019, the potential for 
Greenlane in this growing sector appears 
to be very strong.

In June 2018, we announced that 
strategic options would be evaluated 
for our Alternative Energy Division 
and Greenlane Biogas that would help 
unlock value for our shareholders and 
refocus the Group on core specialist 
manufacturing activities in defence and 
oil and gas markets. 

Post year-end the Group signed an 
agreement to sell Greenlane Biogas to 
Creation Capital, a capital pool company 
listed on the TSX-V, which is anticipated 
to conclude in the first quarter of 2019.

Chris Walters
Chief Executive
10 December 2018


