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FINANCIAL REVIEW

We have continued to 
shape the finance teams 
to focus on business insight 
and real-time analysis 
to support commercial 
decision making, investing 
in systems and processes 
to facilitate this.

I am pleased to present the results of 
what has been another very busy and 
transitional year for the Group. We have 
continued to shape the finance teams 
to focus on business insight and real-
time analysis to support commercial 
decision making, investing in systems 
and processes to facilitate this, whilst 
continuously improving the efficiency 
of financial reporting.

Following the disposal of the entire issued 
share capital of Hydratron Limited all 
results and costs for the Engineered 
Products Division have been presented 
as discontinued operations, commentary 
is in respect of continuing operations.

The continuing manufacturing divisions 
are experiencing an uplift in activity 
with revenues from these divisions 13% 
up on the prior year. Second half was 
particularly strong, 32% up on the first 
half reflecting both the momentum of 
work in the oil and gas sector and phasing 
of large defence projects.

Alternative Energy also had a stronger 
second half returning an adjusted 
operating profit of £0.4 million. 
Four new biogas upgrader projects were 
awarded and commenced in the year. 
Non-upgrader sales for after-market 
support and other products decreased 
to £2.2 million (2017: £3.2 million). 
Whist revenue has reduced significantly 
to £11.1 million in 2018 (2017: £15.8 
million), profitability in this Division has 
continued to improve, gross profit margin 
has increased by 5ppt to 22% in the year.

Across the Group, we have continued to 
invest in new equipment and technology. 
£1.1 million in new plant and machinery 
has been invested in the manufacturing 
divisions. A further £0.4 million has been 
invested in IT systems and technology, 
predominantly to support the AE Division. 
The R&D tax credit relief has increased 
with claims in 2018 expected to be in 
excess of 2.5% of revenue (2017: 1.5%). 

In the short-term, the financial priorities 
continue to focus on the reduction in net 
debt with working capital management 
at the fore, whilst investing in new 
equipment, using efficient finance 
arrangements where applicable, and 
maximising available tax credits reflecting 
the focus on innovation. Debtor days 
have reduced to 53 (2017: 61) reflecting 

Group revenue* 

£32.2m 
(2017: £34.6m)

Manufacturing Revenue* 

£21.2m 
(2017: £18.8m)

Adjusted operating Profit**

£0.5m 
(2017: £1.6m)

Net operating cash inflow****

£0.5m 
(2017: £0.9m)

Closing Net Debt

£6.7m
(2017: £11.1m)

Fundraising of

£4.8m 
R&D tax credit benefits as a % of revenue

2.5% 
(2017: 1.5%)

Return on Revenue***

2% 
(2017: 5%)

* Continuing operations only.
** Operating profit excluding acquisition costs, amortisation 

on acquired businesses and exceptional charges and credits.
*** Adjusted operating profit divided by revenue.
**** Before cash outflow for exceptional costs.

Joanna Allen,
Chief Financial Officer
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the continued focus on key account 
management and mix of customer 
balances at the year-end. This, along 
with the phasing of contract revenues, 
has resulted in a small net investment in 
working capital for continuing operations 
in 2018 of £0.2 million (2017: £1.5 million).

The oversubscribed share placing in 
November 2017 and the disposal of 
the EP Division in June 2018, both 
immediately reduced net debt which 
closed at £6.7 million (2017: £11.1 million) 
and this positions the Group well to 
capitalise on the clear momentum in 
market opportunity being experienced 
in the manufacturing divisions.

Trading result
Manufacturing
The manufacturing divisions contributed 
£2.6 million of adjusted operating profit 
in 2018 (2017: £2.9 million ), Whilst the 
volume of work increased year-on-year 
the mix of work delivered was at an overall 
lower gross margin which has reduced 
return on revenue. Administrative costs 
remained at 22% of revenue due to the 
strategic investment in people and skills 
in readiness for anticipated workload in 
2019 and beyond.

Alternative Energy
The benefits of the restructuring in 2017 
are visible in Gross Margin improvement 
with 2018 seeing a 5ppt increase to 22% 

(2017: 17%). The revenue in the first half 
of £2.8 million (2017: £8.0 million) was 
adversely impacted by the restructuring 
in 2017 but recovered in the second half 
to £8.3 million (2017: £7.8 million) and the 
Division was profitable with a Return on 
Revenue of 5% in this half. 

The result for the full-year was in-line 
with the latest market expectations.

Central costs
Unallocated central costs (before M&A, 
amortisation on acquired businesses 
and exceptional charges) were 
£1.6 million (2017: £1.3 million).

In respect of the Group’s various 
share option plans there was a net nil 
share-based payment cost in the year 
(2017: £0.1 million). 

Exceptional items 
Reorganisation and redundancy costs 
in the year were £0.3 million (2017: 
£0.7 million), which predominantly relate 
to the final parts of the Alternative Energy 
Division restructuring.

On 21 July 2018, John Hayward 
informed the Board of his decision to 
retire as Chief Executive Officer. John 
subsequently stepped down from the 
Board, with effect from 1 October 2018. 
CEO retirement costs include payment in 
lieu of contractual notice (£216,000) and 
the balance settlement costs.

M&A related exceptional items and 
amortisation costs were £2.6 million 
(2017: £2.0 million). The prior year 
included the £0.6 million write-back 
of the deferred consideration of 
Martract Limited. 

Taxation
The tax credit for the year was £0.6 million 
(2017: £0.8 million).

The loss before tax, effect of the change 
in tax rates in the year and adjustments in 
respect of prior years have all contributed 
to the significant credit in the 2018. 
The applicable current tax rate for the 
year is 19% (2017: 19.5%). The reduction 
in rate of tax and the utilisation of losses 
have resulted in a lower effective tax rate 
than the current rate of tax.

R&D tax benefits in respect of 2018 
are projected to be around £0.8 million 
(2017: £0.5 million). 

Corporation tax paid in the year totalled 
£0.1 million (2017: refund £0.2 million), 
which relates to the UK. Tax in overseas 
territories is minimal.

Foreign Exchange
The Group has exposure to movements 
in foreign exchange rates related to both 
transactional trading and translation of 
overseas investments. 



FINANCIAL REVIEW (CONTINUED)

In the year under review, the principal 
exposure which arose from trading 
activities, was to movements in the value 
of the Euro, the CA Dollar and the US 
Dollar relative to Sterling. As the Group 
companies both buy and sell in overseas 
currencies, particularly the Euro and the 
US Dollar, there is a degree of natural 
hedge already in place. 

In the AE Division the currency exposure is 
actively managed at the outset of a project 
where possible matching the contract 
currency with the contracts costs. Where 
appropriate forward contracts taken out 
to cover the residual exposure. Exposure 
(both translational and transactional) 
to the movements in the USD versus the 
CAD and GBP are expected to increase 
as the focus of the AE Division turns to 
this market. 

In 2018 the net gain recognised in adjusted 
operating profit in respect of realised 
and unrealised transactions in Euro, US 
Dollar, Canadian Dollar and New Zealand 
Dollar was £0.1 million (2018: immaterial). 
In 2018 a loss of £0.1 million (2017: 
immaterial) was recorded below adjusted 
operating profit in respect of the 
retranslation of foreign operations. 

As at 29 September 2018 there were no 
forward contracts in place (2017: none). 

At the present time no cover is held against 
the value of overseas investments or 
intercompany loans with overseas entities 
as over the next year dividend flows 
from these to Group are not expected to 
be significant.

Disposal of Hydratron
On 7 June 2018, the Group completed 
the disposal of the entire issued share 
capital of its subsidiary, Hydratron 
Limited, to Pryme Group Limited, majority 
owned by Simmons Private Equity LP. 
This business was reported by the Group 
as the Engineered Products Division.

The initial consideration was £1.1 million 
(less costs and retentions), along 
with potential deferred contingent 
consideration up to a maximum of 
£2.25 million, dependent on revenue 
in the twelve months post completion. 
As detailed in Note 7 to these Financial 
Statements a goodwill impairment of 
£1.7 million was recognised as a charge 
in the period ended 29 September 2018.

The £2.6 million loss from discontinued 
operations comprise the operating loss 
for the period up to disposal, costs to sell 
and impairment charges associated with 
the business.

Financing, cash flow and leverage
Operating cash inflow for continuing 
operations before movements in 
working capital and reorganisation 
and redundancy costs was £1.8 million 
(2017: £2.7 million). After a net working 
capital inflow of £0.2 million (2017: net 
investment £1.5 million), cash generated 
from operations was £2.0 million 
(2017: £0.9 million). The change in working 
capital arose from the timing of large 
contract down payments and phasing 
of contract revenues in Cylinders and 
AE Divisions.

Cash outflow in respect of discontinued 
operations trading up to the point of 
disposal was £0.4 million.

Cash outflow in respect of exceptional 
costs was £1.3 million (2017: £0.8 million).

Cash inflows in respect of the disposal of 
EP was £1.1 million. Capital expenditure 
on plant and machinery was £1.1 million, 
of which £0.6 million was in the 
PMC Division and £0.4 million in the 
Cylinders Division. Where appropriate 
new machines are now acquired using 
dedicated equipment finance and these 
assets are then self-financing through 
trading cash inflow, in 2018 £0.5 million 
of new finance leases were utilised. 
£1.1 million (2017: £0.9 million) of the net 
debt relates to finance leases in respect 
of plant and machinery.

Net debt was £6.7 million (2017: £11.1 
million), the decrease driven primarily by 
the share issue and disposal of the EP 
Division. The Group’s £15 million revolving 
credit facility (“RCF”) was £11.8 million 
drawn at the year-end.

The increase in adjusted EBITDA and 
reduction in net debt means the Net 
Debt to Adjusted EBITDA leverage 
ratio in respect of the Revolving Credit 
Facility (RCF) facility reduced to 2.3:1 
at 29 September 2017 (2017: 3.1:1). 
All facility covenants have been complied 
with throughout the period and the facility 
has been extended to January 2020.
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Earnings per share and dividends
Adjusted earnings per share decreased 
to a 0.7 pence (2017: 10.0 pence) for 
continuing operations. Basic loss per 
share was (13.9) pence (2017: (4.0) loss 
per share) for continuing operations.

No dividends were paid in the year 
(2017: nil) and no dividends have 
been declared in respect of the year 
ended 29 September 2018 (2017: nil). 
Distributable reserves in the Parent 
company decreased 23% to £16.9 million 
(2017: £22.1 million), driven primarily by 
the disposal of Hydratron Limited.

Statement of financial position
Goodwill and intangible assets (at cost) 
decreased by £2.1 million to £35.8 million 
(2017: £37.9 million). £2.5 million related 
to the disposal of EP, the balance was 
investment in new product development 
and investment in IT systems. 
Amortisation in the year was £2.6 million 
(2017: £2.4 million). 

 Net current assets increased to 
£9.6 million (2017: £9.1 million). 
This increase is predominantly due to an 
increase in cash and the phasing of large 
contract balances between years. 

Non-current liabilities decreased to 
£14.4 million (2017: £18.0 million) after 
borrowings reduced to £12.6 million 
(2017: £15.6 million). 

Net assets decreased by 1.2% to 
£33.4 million (2017: £33.8 million) and 
net asset value per share decreased to 
180 pence (2017: 233 pence) due to the 
dilutive impact of the share placing.

Joanna Allen
Chief Financial Officer
10 December 2018
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5yr sales history by sector £m

2018 Cash flow bridge £m

5yr sales operating profit by sector £m

Manufacturing ManufacturingAlternative Energy Alternative Energy Central Group
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Adjusted operating cash inflow £2.0m
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