
Chief Financial Officer’s Report 

The Group’s consolidated results for the year ended 31 March 2020 show total revenue  
of £98.5 million (2019: £52.6 million), operating profits of £25.9 million (2019: £15.2 million) 
and adjusted profit before tax of £7.7 million (2019: £5.9 million). 

For the year ended 31 March (£m) 2020 2019 % Growth

Revenue 98.5 52.6 +87%

Operating profit 26.2 15.2 +72%

% margin 26.6% 28.9% (280)bps

Adjusted* profit before tax 8.0 5.9 +36%

Adjusted** diluted earnings per share (p) 14.9p 18.8p (21)%

Dividend per share (p) – 6.0p n/a

Net (debt)/cash (9.0) (2.9)

The result is adjusted profit before tax and adjusted earnings per share (both for continuing operations) as shown below. 

For the year ended 31 March (£m) 2020 2019

Profit before tax from statement of comprehensive income 23.20 0.97

Deduct: Non-controlling interests including partners’ profit shares (16.85) (9.31)

Add: Non-recurring costs – acquisition costs and material related costs 1.66 14.26

Adjusted profit before tax 8.01 5.92

Deduct: Taxation (1.54) (0.21)

Adjusted profit after tax for adjusted earnings per share 6.47 5.71

We have continued 
to deliver solid top 
line growth across 
the Group and 
remain focussed  
on delivering the 
key performance 
metrics that 
underpin the  
value of our 
business model.

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  
of £1.6 million in 2020 (2019: £14.3 
million). In 2020, these primarily relate  
to costs for the final phase of the Ince 
acquisition when new network 
arrangements were established with 
certain Ince overseas offices; and

 – deducting partners’ profit shares and other 
non-controlling interests of £16.4 million 
in 2020 (2019: £9.3 million). Partners’ 
profit share and other non-controlling 

interests represent the costs of rewarding 
and motivating the relevant 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. 
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For management purposes we regard the profit and loss account as follows:

£m 2020 2019

Revenue 98.5 52.6

Production costs – employment costs (31.6) (12.0)

Production costs – non-controlling interests (16.8) (9.3)

Production costs – amortisation * (2.0) (1.5)

Production costs – other (4.2) (4.2)

Gross margin 43.9 25.6

Administrative salaries and non-productive profit shares (13.6) (6.3)

Other overheads (22.3) (13.4)

Adjusted profit before tax 8.0 5.9

 * This represents amortisation of client portfolio intangibles of acquired businesses, recognised in line with relevant fee billings/cash collections

Key Performance Indicators (KPIs)
To achieve profits for shareholders, we focus 
the business on a small number of KPIs 
which we consider essential business drivers 
of profit growth. 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 essential KPIs: 

 – Revenue (measured net of disbursements 
and VAT)

 – Gross margin percentage
 – Overheads as a percentage of revenue
 – Lockup

Revenue is discussed in the Chief Executive’s 
Report on page 8.

Production costs are the profit shares of the 
equity partners and the 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 
(where we provide for all unsecured debts 
over six months old). This also includes the 
amortisation of client portfolios.

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 these 
individuals are rewarded with a participation 
in gross margin achieved in excess of 45%.  
In the current year (and after including 
amortisation which will be replaced by a 
partners’ profit share in due course) it was 
44.6% (2019: 48.6%). The current year’s 
gross margin reflects:

 – The incorporation of the gross margin 
profiles of the Ince overseas offices  
(39% in the year), which were brought into 
the Group in the knowledge they required 
a certain level of investment in fee earners 
through lateral hires to improve their fee 
earning capacity:

 – This began in the year with the hiring 
into our Greater China practice in Q1  
of a team of three partners supported 
by 20 fee earner colleagues into  
our Hong Kong office, which resulted  
in that region delivering gross margin  
of 48% for the year (£9.3m).

 – Management is now focusing on 
securing lateral hires into other regions, 
with the recent hires in Singapore, 
Dubai and Gibraltar mentioned earlier.

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 36.4% (2019: 37.4%) while 
our target is 30%. The target becomes more 
achievable the more fees are generated,  
so the successful deployment of lateral hires 
into the overseas offices will be critical to 
delivering this metric. As noted below, we are 
also reviewing our overhead cost base in the 
light of the impact of COVID-19.

Lock up is defined for our KPI as the value  
of trade debtors and work in progress 
compared to 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 for the Group, 
although within this we expect some degree 
of variance across the different jurisdictions 
in which we operate. In the last quarter of 
the financial year, lock up significantly 
increased as COVID-19 impacted the Group, 
first in our Asia operations and latterly in the 
UK. Lock up as at 31 March 2020 was 
therefore 96 days. This was despite a marked 
slowing of debtor collections in the period 
immediately preceding the lockdown in the 
UK and a significant build up in debtors in 
Greater China. 
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Management’s focus remains on achieving 
the above lock up, gross margin and 
overheads targets in the medium term.  
There is an aspiration of a 15% net margin 
but management believes 10-12% is 
realistically achievable in a shorter term after 
non-recurring expenses. Management is  
also closely focused on optimising the 
productive capacity of fee earners and 
delivering organic growth through 
collaborative selling across our different 
disciplines and jurisdictions.

Funding and external facilities
In February 2020, the Group raised  
£14.0 million through a share issue  
of 31,214,182 new shares. 

In the placing announcement for the issue  
of new shares, the Group indicated an 
intention to pay down its £6.5 million 
revolving credit facility (RCF) from Barclays 
Bank plc. This RCF is part of the external 
debt facilities put in place in December 2018 
at the point of the first phase of the Ince 
acquisition. It was planned that the 
repayment would take place during the 
financial year ending 31 March 2021. 

When COVID-19 began to impact the 
international markets in which the Group 
operates, the Directors decided to delay 
repayment of the RCF to mitigate the 
adverse cash flow impacts from COVID-19. 
As noted below, revised forecasts, including 
an estimate of COVID-19’s impact, show the 
Group will be able to meet the Barclays Bank 
plc external debt facilities’ covenants over 
the next 12 months.

Balance sheet and cash flow
The acquisition of Ince gave rise to intangible 
assets which have been recognised in three 
ways – as goodwill, as client portfolio and  
as trademark, associated to the value of the 
Ince brand. A third party valuation of the  
Ince brand at the date of acquisition has 
been commissioned and an initial valuation 
of £17 million has been received and 
included in the balance sheet as part of the 
intangible asset acquisition of Ince. We have 
also received initial guidance that the efforts 
we have invested in developing the brand 
have significantly increased this value since 
acquisition. Both goodwill and the value  
of the trademark will be reviewed annually 
for impairment. The client portfolio value  
is being amortised over the three years 
during which the deferred consideration  
is being paid to the former Ince partners 
(until December 2021), at an annual charge 
of some £2 million. 

At the end of the year, the balance sheet had 
net borrowings of £9.0 million (2019: net 
borrowings of £2.9 million), comprising cash 
and cash equivalents of £5.2 million and 
borrowings of £14.2 million, predominantly 
comprising the Barclays facilities discussed 
above. As noted above, this net debt position 
is higher than anticipated at the time of the 
share issue, as we have continued to use the 
Group’s £6.5 million RCF whilst COVID-19 
has temporarily reduced business activity 
and slowed cash collections in some parts  
of the business. 

The Consolidated Statement of Cash Flow 
shows that the Group had £14.7 million  
of cash flow generated by operating activities 
(2019: £5.9 million). 

As was outlined in last year’s statutory 
accounts, whilst some tax losses remain 
available for use, this year the rate of tax  
(at 6.7%) has moved closer to the standard 
UK rate of corporation tax. It remains our 
expectation that this trend will continue 
moving forward. As a result of the 
disallowance of the amortisation of client 
portfolios as an expense, the effective tax 
rate on Adjusted profit before tax is higher 
than the standard UK rate and this  
is expected to continue for the next  
financial year before returning towards  
that standard rate.
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COVID-19
COVID-19 has had a rapid and significant 
impact on the global economy, affecting 
many of the markets and sectors  
in which we operate. As a result of this 
pandemic, the level of chargeable work being 
done in various practice areas has reduced  
in particular in transactional areas such as 
real estate and corporate.

Accordingly, the Group has taken proactive 
action across all of its locations and has 
activated business continuity plans 
minimising the risk of disruption to business 
operations, taking account of relevant local 
government advice and the need to 
safeguard the health of our workforce.  
Steps have been taken  
to reduce/delay costs, including:

 – Discretionary expenditure across all our 
locations has been cancelled or deferred, 
unless an immediate, business critical 
requirement is identified, and key 
suppliers/stakeholders have been  
engaged with to temporarily defer or 
reduce expenditure

 – The Group has taken advantage of the UK 
Government’s furlough scheme in the case 
of colleagues who cannot for various 
reasons effectively work other than in the 
Group’s offices and also where clients do 
not need servicing (for example in the 
residential conveyancing part of the UK 

business). Departmental management has 
been tasked with using the scheme to 
maintain a level of utilisation above 60%

 – All Board and most UK colleagues’ salaries 
have been reduced on a temporary basis 
and partners’ drawings have been reduced 
and profit distributions deferred

We have been pleased with the level  
of engagement and support we have 
received from colleagues and partners as  
well as our supplier network. We will 
continue to follow the various national 
institutes’ policies and advice and in parallel 
will look to continue our operations in the 
best and safest way possible without 
jeopardising anyone’s health.

Furthermore, although the impact was first 
seen in our Asian offices in late January 
2020, these offices have now seen activity 
levels return to levels included in the original 
forecast for the year ending 31 March 2021. 

Going concern
In light of the impact of COVID-19,  
the Directors revised the original forecasts 
for the financial year ending 31 March 2021 
to sensitise for the potential impact on 
profitability and cash flow over the next  
12 months. 

This revised model was prepared using the 
expected impact based on trading patterns  
in March and April 2020, which indicated  

a potential reduction in activity levels and 
therefore revenue of 20% to 30%. The actual 
adverse impact to date has not been as 
significant with revenues to 30 June only 
c.10% behind our budget prepared before 
COVID-19 and cash at 30 July 2020 
approximately £6.4 million.

The cash flow forecast indicates a low point 
of cash across the Group in October 2020  
of £2.7 million (with £8.3 of net debt),  
once the impact of the cash management 
actions described above is taken into account 
and after paying all debt repayments due on 
schedule. The Group’s external debt facilities 
are not due for renewal until December 2021 
and forecasts indicate the Group will meet  
its covenant requirements for the next  
12 months. 

Consequently, the Board of Directors 
expects that the Company and the Group 
have adequate resources to continue to 
trade for the next 12 months. Accordingly, 
these accounts have been prepared on  
a going concern basis.

SIMON OA K E S

31 July 2020

17 T H E  I N C E  G R O U P P LC   /   A N N U A L R E P O R T A N D  F I N A N C I A L S TAT E M E N T S  2 0 2 0

ST
R

A
T

EG
IC

 R
EP

O
R

T
G

O
V

ER
N

A
N

C
E

FIN
A

N
C

IA
L STA

T
EM

EN
T

S


