
It has been a year of activity
producing very satisfying results

GROUP FINANCE DIRECTOR’S REPORT

The Group’s consolidated results for the year ended 31 March 2018 
show total revenues of £31.24 million (2017: £24.94 million), 
operating profits of £8.80 million (2017: £7.40 million) and adjusted 
profit before tax of £2.96 million (2017: £2.40 million). 
Our favoured measure for the performance of the business is adjusted profit before tax which 
is struck after adding back non-recurring expenses (principally the cost of the re-organisation 
and flotation in the current year) and by deducting the minority interests which represent our 
partners’ profit share during the year as set out below.

2018 
 £m

 2017  
£m

Profit before tax from statement of comprehensive income 6.38 6.81

Deduct: 

• Partners profit shares shown as part of  
non-controlling interests (5.72) (4.95)

Add:

Non-recurring expenses:
• flotation costs 1.92 0.36

• acquisition related expenditure 0.38 0.18

Adjusted profit before tax 2.96 2.40

Deduct: 

• Other non-controlling interests 0.50 –
• Taxation 0.03 –

Adjusted profit after tax for adjusted earnings per share 2.43 2.40

In monitoring the progress of the business and in addition to fee income (measured net of 
disbursements and VAT), we focus on three measurements (relative to fee income) which are 
driven by different aspects of the business, gross margin, lock-up and overheads.

Gross margin is the fees charged to clients less direct production costs. Production costs are 
the profit shares of the equity partners and employment costs of the other partners and fee 
earners together with their direct costs such as travel and direct support costs (such as 
dedicated secretaries) and provision for doubtful and bad debts, expressed as a percentage. 
This measure is in the control of the heads of each department or business unit and we have a 
target for that reaching 50%. In the current year (and after including amortisation which will be 
a partners’ profit share from July 2018) it was 45.9% per cent. (2017: 44.7 per cent.).
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Lock-up is the value of trade debtors and work in progress compared with fees charged to 
clients, in each case excluding disbursements and VAT. This measure is under the control  
of the Client Care Partner for each client who are guided and assisted in this by our revenue 
management team. Our target for this is immediately 100 days but we will work to a lower 
target over time. At the year end and allowing for a full year’s turnover of acquired businesses 
the target was achieved.

Overheads are all the other costs of running the business, premises, insurance, computing and 
telephones etc. apart from the costs of acquisitions. In the year, overheads as a percentage  
of fees charged to clients were 36.0 per cent. (2017: 34.9 per cent) and our target is 30%.  
The target becomes more achievable the more fees are generated, so acquisitions will aid 
achievement of this as the duplicated overheads of acquired businesses are eliminated over  
a period which did not occur in the year because of the acquisitions being late in the year.

From the above, it is clear that on achievement of the gross margin target and the overheads 
target, a net margin of 15% after paying one -off costs such as acquisition related costs is 
achievable and management is closely focussed on delivery of this over time through 
continuing consolidation of Group functions and synergies arising on acquisitions.

We expect to make progress towards all of those targets during the current year.

At the end of the year, the balance sheet had net cash of £8.42 million (2017: net borrowings  
of £4.13 million). The Consolidated Statement of Cash Flow shows that the Group generated 
£7.86 million of free cash flow from operations (2017: £5.24m).

It should be noted that in the year we have accrued a small amount for Corporation Tax for the 
year just ended. In future years it is likely that the rate of tax will be close to the standard rate 
of Corporation Tax.

The other significant balance sheet item which has changed during the year is goodwill, 
reflecting the acquisitions made during the year and which, as described in the notes to the 
accounts, has been reviewed for impairment. None was required.

The Group has a strong balance sheet and, as management delivers on target achievement, 
shareholder value will be significantly increased.

£31.24m
Revenue 
2017: £24.94m

£8.90m
Cash balance

£8.80m
Operating profit 
2017: £7.39m

£2.96m
Adjusted profit before tax* 
2017: £2.40m

* Adjusted profit before tax represents  
the profit before income tax after  
adding back non-recurring items and  
after deducting partners’ profit shares 
treated in statutory accounts as  
non-controlling interests.
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