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Group Finance Director’s report

The Group’s consolidated results for the year ended 31 March 2019 show total revenue of 
£52.6 million (2018: £31.2 million), operating profits of £15.2 million (2018: £8.8 million) and 
adjusted profit before tax of £5.92 million (2018: £2.46 million). 

The Group presents two Alternative Performance Measures (“APMs”). These APMs include 
adjustments for specific items in order to provide a balanced view of the underlying 
performance of the Group’s operations.

Adjusted profit before tax is calculated as profit before tax after:

 – adding back non-recurring items, which in 2019 included the costs of the acquisition of 
Ince and the material costs associated with implementing the merger of the businesses; and

 – deducting partners’ profit shares and other non-controlling interests as these are a cost of  
motivating the relevant business generators. Partners’ profit shares and other non-controlling 
interests represent the costs of rewarding and motivating business generators. It is one of 
the largest outgoings (and variable) costs of the business and is reported in the statutory 
accounts as part of the non-controlling interests. The reported profit metrics therefore 
do not provide a true reflection of the underlying profits generated by the operations 
and available to equity holders. The adjusted disclosure essentially treats all forms of 
remuneration as operating costs of the business (just as employees’ costs).

Adjusted earnings per share is calculated by adjusting for taxation and dividing by the 
weighted average number of shares in issue for the period, on a diluted basis where a 
materially different result is produced. 

The result is adjusted profit before tax and adjusted earnings per share as shown below.

2019 
£m

2018 
£m

Profit before tax from statement of comprehensive income 0.97 6.38

Deduct: Non-controlling interests including partners’  

profit shares (9.31) (6.22)

Add: Non-recurring costs – acquisition costs and material  

related costs 14.26 2.30

Adjusted profit before tax 5.92 2.46

Add/(Deduct): Taxation (0.21) (0.03)

Adjusted profit after tax for adjusted earnings per share 5.71 2.43

Key Performance Indicators (KPIs)
To achieve profits for shareholders, we focus the business on a small number of KPIs which if 
achieved will automatically lead to growing profits for shareholders. In simple terms, if we grow 
revenues, maintain or increase gross margin, constrain overheads and convert work done into 
cash, the profits for shareholders as measured by adjusted profit before tax will grow.

We therefore monitor the progress of the business through four KPIs: 

 – Revenue (measured net of disbursements and VAT)
 – Gross margin percentage
 – Overheads as a percentage of revenue
 – Lockup

A well supported 
fund raising and 
medium term 
borrowings 
continue a strong 
balance sheet.
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For management purposes we regard the profit and loss account as follows:

2019 
£m

2018  
£m

Revenue 52.6 31.3

Production costs – employment costs profit shares and amortisation (12.0) (8.3)

Production costs – non-controlling interests (9.3) (5.7)

Production costs – amortisation (1.5) (2.1)

Production costs – other (4.2) (0.9)

Gross margin 25.6 14.3

Administrative salaries and non-productive profit shares (6.3) (2.5)

Other overheads (13.4) (8.9)

Adjusted profit before tax 5.9 2.9

Revenue is discussed in the Group Chief Executive’s report above. 

Production costs are the profit shares of the equity partners and employment costs of the other 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. 

Gross margin is the fees charged to clients less direct production costs and is expressed as a percentage of revenue. 
Gross margin is in the control of the heads of each department or business unit and the controllers are rewarded with a 
participation in gross margin achieved in excess of our 50% target. In the current year (and after including amortisation 
which will be replaced by a partners’ profit share in due course) it was 48.6% (2018: 45.9%). 

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 37.4% (2018: 34.9%) while 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. A number of the international offices are not 
operating at a satisfactory level of revenue at the moment and management is seeking to add fee earners in such offices (as we 
have achieved in Hong Kong) to improve efficiency and also to enable a broader service offering to be available to clients.

Lock up is defined for our KPI as 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 and they are 
guided and assisted in this by our revenue management team. Our current target for this is 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 100 days’ target was achieved.

From the above, it is clear that on approaching the gross margin target and the overheads target and allowing for non-recurring 
expenses, a net margin of 15% before tax to shareholders should be achievable. Management is closely focussed in delivery of this 
over time through growth in fee income, continuing consolidation of Group functions and the synergies arising on acquisitions.

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

Balance sheet and cash flow
Funding for the Ince acquisition was from new banking facilities of £12.5 million, £6 million of which had been drawn as a 
term loan amortising from September 2019 on a five year basis with a bullet repayment at the end of 2021. The balance 
of the facility is a revolving credit facility which has been drawn down since the year end and which is expected to begin 
reducing around the end of the financial year, subject to working capital increases arising from lateral and team hires. 

The acquisition of Ince gave rise to intangible assets which have been recognised in two ways – as goodwill and 
as client portfolio. Goodwill will be reviewed as part of a cash generating unit annually for impairment. The client 
portfolio value will be amortised over the three years during which the deferred consideration is being paid to the 
former Ince partners, a charge of some £3 million annually. 

At the end of the year, the balance sheet had net borrowings of £2.9 million (2018: net cash of £8.4 million), reflecting 
principally the payment of initial consideration for Ince, the costs of the transaction and the non-recurring costs of 
restructuring and integration. 

The Consolidated Statement of Cash Flow shows that the group generated £6.5 million of cash flow from operations 
(2018: £7.9 million) after a significant build up in lock-up from Ince as none was acquired. 

It should be noted that Corporation Tax for the year just ended was negligible. In the current year we expect some further tax 
losses to be available for use, but it is likely that the rate of tax will move close to the standard UK rate of Corporation Tax.

CHRIS TOPHER YATE S
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