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JOHNSTON ENGINEFRING LIMITED

REPORT OF THE DIRECTORS

For the year ended 31lst December, 1986

The directors have pleasure in submitting their Report and Statement
of Accounts for the year ended 3lst December, 1986. The results for
the year are as set out in the profit and loss account.

Principal Activities and Review of Operations
The principal activity of the company was engineering.

Management emphasis within the company throughout 1986 has been con-
centrated upon product design, manufacturing and marketing performance.

Substantial investment has taken place to improve manufacturing proces-—
ses. The CNC Plasma press installed during early 1986 has had a dram-
atic effect on piece part production and unit costs. Further such im-
provements will follow with the acquisition of three Gildemeister CNC
turning machines and with the implementation of a new production control
system now being installed on an IBM computer.

Cost containment however starts at the design stage and the main de~
velopment effort in 1986 has been devoted to absorbing new models and
in developing a successor to the world-leading 400 Series machine.
The new machine, known as the 600 Series, provides improved sweeping
performance at much reduced noise levels.

Pre-production models have been thoroughly evaluated by selected custo-—
mers and response from them and from our distributors and agents has
been most enthusiastic.

The SM1800 compact suction sweeper has been extensively re—engineered
to improve performance. Customer reaction to this machine has been
most encouraging and it is anticipated home and exports orders will
continue to grow in 1987.
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The company has negotiated a licence with Hofmans B.V. of the Netherlands
to manufacture and market their 350 machine worldwide excluding certain
European countries. Production of the 350, to be known as the 3000, is
scheduled to start at Dorking during 1987, but is being marketed initially
in the North American subsidiaries with machines supplied direct from
the Netherlands. The machine is well engineered and its introduction
completes the range of compact sweepers.

The range of sweepers now produced and sold by the company will reinforce
further the Johnston name in this market throughout the world.

Development work on the JP5 refuse ' ruck has also continued and this will
now be available with multi-binlift facility. Customer reaction continues
to be favourable and repeat orders are being secured. Long term pros-
pects remain good.

Overseas, in Australia, MacDonald Johnston Engineering had a satisfactory
year and continues to obtain a major share of the Australian sweeper and
refuse market. The company has agreed with our Australian partners to
acquire a 50% interest in their other activities in Australia which com-
prise principally the manufacturing and marketing of hand dryers, inciner-
ators and the servicing of waste disposal units. The amalgamation will
provide the opportunity for greatly improving operating efficiency, sim-
plifying the management structure and will lead to a soundly based company
ready to take full advantage of the opportunities which exist in the
Australian market.

Results from the Canadian subsidiary, Johnston Environmental Equipment,
were satisfactory with better market penetration. In the U.S.A. there
was an improvement in sales although there was some slippage of order
prospects into 1987. The introduction of the new product range will en—
hance the competitiveness of these two companies in the North American
market.

Dividends

Two interim dividends totalling £633,000 have been paid in respect of
the year ended 3lst December, 1986. No further dividend is proposed in
respect of 1986.

Market value of Land and Buildings

The company's freehold and leasehold properties were revalued as at 3lst
December, 1984, by a professional firm of chartered surveyors on a going
concern basis. As the Board have no present intention of disposing of
this property and in view of the expense jnvolved no subsequent revalu-
ation has been carried out. It is, however, the opinion of the directors
that the current market wvalue of the freehold and leasehold properties
is in excess of the company's book value as at 3lst December, 1986.




B

&

Directors

The names of the directors holding office at 3lst December, 1986, are
shown below.

Mr. J. Howard Davies was appointed a director on lst January, 1987, and
Mr. M.R. Ireland on 2nd March, 1987.

The directors retiring by rotation are Mr. W.G.S. Johnston and Mr. D.J.
Holden who, being eligible, offer themselves for re-election. Mr. J.
Howard Davies and Mr. M.R. Ireland, having been appointed to the Board

since the previous Annual General Meeting, also offer themselves for re—
election.

Directors' Interests

The names of the directors who held office during 1986, and their bene-
ficial interests in the shares of the ultimate parent company, Johnston
Group PLC, incorporated in England, are as follows:~

3lst December 1st January
1986 1986
10% Ord. Options 167 Cum Ord. Options
Pref. £1 Shares Ord.Shares Pref. £1  Shares Ord.Shares
10p 10p 10p 0p
W.G.S. Johnston - 706,000 - - 702,500 -
A.J.D. Ferguson - 79,332 79,000 - 73,332 79,000
R.W. Edge - - 1,316 - - 1,316
D.J. Holden - - 4,000 - - 4,000
A.J. Duthie - ~ 1,899 - - 1,574
F.M. Blair - - 1v138 - - =

Employment Policies

Employees are kept informed of the company's trading policy through the
attendance of elected delegates at works committee meetings held at
regular intervals. A brochure and twice yearly ngwsletter covering

the Group and its constituent companies are distributed to all employees.

i




7. Heaith and Safety at Work

The company has a strong commitment to the safety and health of employees.
The company has its own safety officer and there is a full time Group
Safety Officer who advises on safety in the company's factories. The
directors are kept regularly informed on all aspects of safety.

8. Employment of Disabled.

Management believe that the disabled should nov be considered as a separ-
ate category of person but as individuals offering a range of skills

and abilities. It is company policy to ensure that disabled people
should receive the same consideration as others for all job vacancies

for which they apply.

4, Auditors

Messrs. Arthur Andersen & Co. have indicated their willingness to con-
tinue in office and a resolution proposing their re-appointment will
be put to the Annual General ‘Meeting.

BY ORDER OF THE BOARD

L

I~ \eldloy

Johnston House, J.H. Falkner
Hatchlands Road, Secretary
Redhill,

Surrey,

RH1 1BG.

3rd April, 1987



JOHNSTON ENGINEERING LIMITED

PROFLT AND LOSS ACCOUNT for the year ended 3lst December 1986

Notes
£

TUINOVETY svsssesssncssrssssvessves 1
Change in stocks of finished goods

and work 1n pProgress ecuecscecesss
Other operating income ..vesvevees 2
Less:
Raw materials and consumables ... 10,438,831

Other external charges ssseessose 2 2,434,506

Staff COSES wossasasossssassssssnn 2

Depreciation and other amounts
written off tangible assets ...

Other operating charges .scveecsren

Add:
Income from shares in related
COmpPanies seeiceserniteresnsans 8,920
Interest receivable and similar
iTICOME wvesevsnnnsnassssnesnnne 22],442
230,362
Less:
Interest payable and similar
ChATEes seesseessanssassrssnnaes 2 91,211

Profit on ordinary activities

before taxatlon cesecessssacses
Tax on profit on ordinary

ACLiVILies eeecsossnnssscsssses 3

Profit on ordinary activities
after taxation ceieassessnasnnss

Di\“idend ae N A4 s s I RSIE RN EES AR &S

Retained Profit

Y EEEREEEE RN

15986
£

18,594,120

303,742

33,999

18,931,861

12,873,337
4,212,339
305, 964
154,960

1,385,261

139,151
1,524,412

597,669

926,743
633,000

293,743

STATEMENT OF RETAINED PROFITS

Retained profit for the year «....
Retained profits at lst January 1986
As previously reported ceececsss
Prior yvear adjustment sessecsecs

6,859,821
& LI
AS restated sesssssnenvesrssrass
Transfer in respect of depreciation
on revaluation .siecescverrsarens
Exchange adjustment on other
overseas ASSELS sevesssrnernere

Retained profits at 31lst December 1986

293,743

6,859,821
11,592
(42,319)

7,122,837

r—— ——

1985
£ £
13,652,767
924,437
22,766
14,599,970
7,921,972
1,928,329
™ 9,920,301
3,387,373
195,116
25,401
1,071,779
15,768
230,717
246,485
23,310
223,175
1,294,954
501,277
793,677
390,000
403,677
403,677
7,008,707
353,494
6,655,213
11,592

(210,661)

6,859,821



JOHUNSTON ENGINEERING LIMITED

BALANKCH,

Fixed assets:
Tangible a88eLS svesecreccnres
InVEStmentB PR R I I N RN

Current assets:
Stocks esasEsBe B IR EEBRISOEED LR 44
DebLOTS sesvssnsssrsorssanuseas
Cash at bank and in hand .....

creditors: Amounts falling due
within One Year csssssasssracs

Net current asSSetsS evessssscerse
Total assets less current

liabilities ae R Ve sr BB ERPIN I

Creditors: Amounts falling due
after more than one Yyear .eses

provisions for 1iabilities and
Charges esecsssssssservenersees

Capital and Reserves:

Called up share capital seeesees
Revaluation YeSeIVE asesssssssses
Profit and loss account .eeesvee

Approved by the Board on 3rd Apr

1jZf§/11»w¢{L;:f

)

b\f/\J““”\

W.G.S. JOHNSTON )}

) Directors w
A.J.D. FERGUSON )

SHEET at 31st December 1986

1986

Notes
£
5
6
7 5,054,391
8 3,013,510
1,118,504
9,186,405
g 2,418,972
10
11
12
13
i1 1987

—_

5,311,095
2,565,462

6,767,433

e - et e

14,643,990

5,096,216

435,196

JEES—————

9,112,578

PR

8,000
1,981,741
7,122,837

JEE——————

9,112,578

PEI—— ]

1985

4,768,965
2,580,327
846,458

e et

8,195,750

1,520,759

e ettt

4,216,564
743,308

6,674,991

e ]

11,634,863

2,500,551

273,158

8,861,154

—

8,000
1,993,333
6,859,821

e —— ettt

8,861,154

A ——r e .
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JOHNSTON ENGINEERING LIMITED

NOTES TO THE ACCOUNTS at 31st Decenber 1986

Geographical analysis of turnover:

Europe (excludiag United Kingdom) teeseenranrainan
Middle East ".h'."IlII..C.l......lt......l..!.ll
Asia e R R R N R R L N N T T
Africa i

Americas .-....‘..'...'...-.........'..I...'..l.-.
Australia M e T

United Kingdom L I O R I

Profit on ordinary activities before taxation
is stated after charging:

Other external charges:
Hire of plant and equipment:
Under operating leasesS .iieseitvesevecasansss
OLher cveeteerocensassarsscasavnnsonnaseaneas
Other operating lease rentals secincecesenassss
Auditors’ remuneration ...eseececciscsccanranaes
Provision for diminution in value of intergroup
indebtedNeSS ceesecessessssssssnnsaassscnavas
Other charges coveieveetcenrrasannsoscssnnsnsnas

Staff costs (including directors):
Wages and SR1ariesS seececsonsersncanvrnrnsnnnss
Social securlty COSES seivessesssnsssrsnecsssnns
Other pension COSES crassracsssscesacnssnrannss

and after crediting:

Other operating income: ‘
Depreciation adjustment on sale of fixed assets

Other income T EEEEEEE N N B B RO B BN B L B LB

1986 1985

£ 3
3,526,842 1,884,401
713,169 1,930,738
1,090,238 487,274
107,635 136,772
2,629,578 1,851,627
1,320,620 1,529,138
9,206,038 5,832,817
18,594,120 13,652,767

1986 1985

£ £

37,169 27,845
6,260 6,337
31,583 23,642
18,150 17,100
511,539 177,000
1,829,805 1,676,405
2,434,506 1,928,329
3,817,337 2,943,044
324,494 270,682
70,508 173,647
4,212,339 3,387,373
9,150 197
24,849 22,569
33,999 22,766

Interest payable and similar charges incurred during 1986 and 1985 relaied to

bank loans,

includes £25,989 (1983 - £nil) as the interest element

leases.

payable

overdrafts and other indebtedness repayable within fize years and
under

finance
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JOHNSTON ENGINEERING LIMITED

NOTES TO THE ACCOUNTS at 31st December 1986

Taxation:

1986 1985
£ £
Charge for the year:
Corporation tax at 36.23 per cent (1985 - 41.25
per cent) on profits for the year ..ccicieiieess 623,325 393,551
Intergroup transyer in respect of tax relief
for the year [T T R L R N I I A A R o B —_— 17?,000
Transfer (to)/from deferred taxation account ..... 47,931 (69,274)
671,256 501,277
Adjustments in respect of previous years eseaveses {73,587) —_—
597,669 501,277
Provision for liabilities and charges: deferred taxation
Balance at lst January, 1986 ..eesiereriarccnannes 246,726 316,000
Movement in provision:
Transfer {from)/to profit and loss account seesess 47,931 (69,274)
Balance at 31st December 1986 coaverearsvoscencens 294,657 246,726

Realisation of the frechold and long leasehold properties of the company at
their net book values would result in an additiomal taxation 1liability of
£410,000 at the current rate of corporation tax. The balance on deferred
taxation account has been calculated using a corporation tax rate of 35 per
cent or overseas rates where higher.

Prior year adjustment

In accordance with SSAP 1 (revised), the company's share of the results of
related companies 1is no longer included in the company's own financial
statements.




JOHNSTON ENGINEERING LIMITED

NOTES TO THE ACCOUNTS at 31st December 1986

rtangible fixed assets Land and buildings Plant and
Frae— Long Short E i
qulpment
hold lease lease Total
£ £ £ £ [
Cost or valuation:
1st January 1986 ...... 2,434,514 1,252,089 —- 1,515,062 5,201,665
AQdiLiONS .eerssacronssse 243,591 17,679 49,589 1,159,823 1,470,682
Transferred from group
.Com?anies as e s Bt BRI TS ————— ——— — —— 1’092 1,092
DlspObals s3ss s ssvanacanye —— — ——— (1051109) (105’109)
Transferred to group
companies I EE RN NN RN s —— ———— U (57’500) (57,500)

it 3lst Docember 3986 ... 2,678,105 1,269,768 49,589 2,513,368 6,510,830

Comprising:
At professional valuation 2,425,000 1,250,000 — --- 3,675,000
AL COSE sessasavecncsvran 253,105 19,768 49,589 2,5139368 2,835,830
Depreciation:

lst January 1986 «..v.. 17,126 25,012 ——— 942,963 985,101
Charge for year «.eeecases 19,492 25,170 116 261,186 305,964
Transferred from group

Companies s st av s —— —— ——n 1,091 1,091
Disposals assnsrsee s asen — - s (82,605) (82,605)
Transferred to group

Companies YT LR LN —— m—— hnding (9,816) (9,816)
At 31lst December 1986 ... 36,618 50,182 116 1,112,819 1,199,735

Net book value:
31st December 1986 .... 2,641,487 1,219,586 49,473 1,400,549 5,311,095

31st December 1685 .... 2,417,388 1,227,077 — 572,099 4,216,564

The freehold and long leasehold properties of the company were revalued as at
31st December, 1984, by a professional firm of chartered surveyors at thelr
current open market value on the basls of existing use. 1f the properties had
never been revalued they would have been included in the balance sheet at the
following amounts:

Freehold Long Leasehold

1986 1985 1986 1985
£ £ £ £
Original COSL esseessnoecssssanses 1,377,857 1,149,719 729,781 712,102
Less: aggregate depreciation .... 112,040 93, 340 160,602 146,232
Net book value seevsossvassnnesnet 1,265,817 1,056,379 569,179 568,870

EE——————

Assets in the course of construction included above, which are not depreciated

comprise:

1986 1985

£ £

3,308

Land and buildings lo-oo--.v-nn--n---n-oc-naooua.'.a""'. 22’;2; 32:757
e Bodebe ) e

Plant and EQUiPment .---.-a.---nn---000""“""""""'
64,814 36,065

——— Se—
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JOHNSTON ENGINEERING LIMITED

NOTES TO THE ..CCOUNTS at 31lst December 1286

Fixed asset Iinvestments

Investment in Investment in

Related Subsidiary

Companies Companies

Shares Shares Loans Total

at cost at cost

£ £ £ £
At CQSt .CII.QI..IO.II.'.lll...... 202’043 81’195 1’011’939 1’295’177
Less: provision for diminution in
VAlUe cassessssssassssnscnsssrse —— (81,195) (470,674) (551’869)

A!: lSt January 1986 PN N N N I I R ] 202,0&3 —— 541,265 743,308
Additions etsas s B REIBIESERINRES S0 —— 102 2,104,549 2,104,651
Exchange translation adjustment .. —— -— (42,319) (42,319)
Provision for diminution in value —_— e (240,178) (240,178)
At 31st December 1986 .iv.vne 202,043 102 2,363,317 2,565,462

The company has a 50 per cent interest in MacDonald Johnston Engineering Co. Pty.
Limited, an wunlisted related company incorporated in Australia, engaged in the
@anufacture of road suction cleaners and other municipal equipment.

The company has the following subsidiaries:

Proportion of nominal
value of issued

Name of subsidiary and country shares held
of incorporation if not by the by
Great Britain Company Subsjidiaries Activity
% 4
Johnston Equipment Inc (UsA) 100 ) Manufacture of road
) suction cleanars and
Jobnston Environmental )  other municipal
Equipment Limited (Canada) 100 )  equipment
Johnston Sweepers Limited 100 h]
) Dormant - not audited
Johnston Kina Limited 100 )




JOHNSTON ENGINEERING LIMITED

9.

10.

NOTES TO THE ACCOUNTS at 31st De: fhr 1986
Stecks
1986 1985
£ £
mterials and consuﬂlables IQ.."C...Ill..l.'ll..ll.’....’ 729,134 747,450
Manufacturing work—in—prOBress ssressssssecssecmrrirsross 823,106 470,032
Finished goods and goods for LESALE suvsossonsasvssaneesny 3,502,151 3,551,483
5,054,391 4,768,965
Debtors 1986 1985
£ £
Trade debtors '.IOOI.i.lI.....Cﬂ'lllll...l.-.hw-..liilill 2’310’71& 1,940’603
Amounts owed by holding company and fellow subsidiaries 109,440 79,896
Amounts owed by related COMPANIES sveessaossanvesaroncsss 479,008 488,363
other debtors .I......l...I"......l.l.l.".l..I.lll..... 91’515 70,192
Prepayments and accrued {NCOME seeesasessansnransernensss 22,833 1,273
3,013,510 2,580,327
Creditors: Amounts falling due within one year 1986 1985
£ £
Trade Creditors .I..l.'l..'...ll.-..'.'lI.....I..l"..' 1’053‘222 644’050
Bills of exchange payable R R R L 1,281 1,569
Amounts owed to holding company and fellow subsidiaries 195,863 299,297
Other Creditors C'l...l.'l...l..ll‘l"...l...l.ll...... 165’513 113,706
Tas ation and social SECUTLLY sssarsasnssmrmrsserenmores 485,307 156,959
Aceruals and deferred income I LR R R L LR 396,942 305,178
Obligations under finan(‘.'.e leases l.‘.').l..".'.!llo..ll 120’844 s p——
2,418,972 1,520,759
Creditors: Amounts falling due after more than one yearl 1986 1985
£ £
Amounts owed CO holding company and fellow subsidiaries 4,200,102 2,107,000
Taxati()n payable on lst Januaty, 1988 -tcooc.ounnuun.o 623’325 393,551
Obligations undexr finance leases payable within five .
years ,,,........u-nnocnoc.cco---coonc----.o.o----o-c 272,789 ——
5,096,216 2,500,551




il.

12.

13,

JOHNSTON ENGINEERING LIMITED

NOTES TO THE ACCOUNTS at 31lst December 1986

Provisions for liabilitles and charges 1986
£
Comprise:
Deferred taxation {see note 3) seecssrasrnsnnres 294,657
Provision fOr WAYTANLY eerecssassesrsoncrassonss 140,539
435,196

Movement on provision for warranty

At ]-st Ja.nuary 1986 ‘..Q...Illl.l-...‘.....-l... 26’432
Utilised during the year siceesesssssssssveccons (36,930)
Charged to the profit and loss account e..ceees. 151,037
At 3lst December 1986 ..vevsesasssransccncsosass 140,539
Share capital 1986
£

Authorised

100,000 ordinary shares of £1 each sovecesnars 100,000

Allotted, callec up and fully paid
8,000 ordinary shares of £1 each sesvascasnsse 8,000

Revaluation reserves
At 1St January 1986 ..l.l.lll.lll'l'll..’l.".l.

Transfer in respect of depreciation on
revaluations .l.l.lI‘ll...l‘ll'l'll.'..llllll...

At Blst December 1986 ......l..'..I..-..'ﬂ....l.

1985

246,726
26,432

273,158

—_—

28,497
(27,466)
25,401

100,000

8,000

£
1,993,333

(11,592)

1,981,741
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JOHNSTON ENGINEERING LIMITED

JOTES TO THE ACCOUNTS at 3lst December, 1986

Capital commitments

Capital expenditure contracted by the company at 3lst December, 1986,
totalled £570,539 (1985 - £374,901).

Capital expenditure authorised but not contracted by the company totalled
£71,797 (1985 - £29,992).

Contingent liabilities

The company has jointly and severally guaranteed the indebtedness of the
Parent company and its subsidiaries to their bankers. Performance bonds have
been entered into in the normal course of business.

Average number of persons employed 1986 1985
No. No.
Direct ..l...l.ll.l.II'l...ll.....l...l.'..-‘l.l.. 166 154
Indirect ..Il‘l'lI.IIO.I.‘I..‘..I!...Il..'.-ll'lnl 266 239
432 393

Holding company

The ultimate holding company is Johnston Group PLC, incorporated in Great
Britain.
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JOHNSTON ENGINEERING LIMITED

NOTES TO THE ACCOUNTS z: 3lst December 1986

Directors' emoluments

Emoluments of the directors of the company were
as follows:

Remuneration as eXeCULlvVeS sessvearsvsarsssnses
Pensions to former direclbOrs tevecsssssssosass

Chairman I..I......ll..IICI"‘....‘...ICII'.IOIO
Highest paid director secesssssscorsosccsorcnres
The numbers of other directors whose services
were wholly or mainly performed in the United
Kingdom and whose emoluments fell within the
following scale were:

Enil - £5.000 T T TN I R E T E R N N R RN
510,001 - ElS,OOO ss e sE s iSRS EER RIS IERIRESTAIE IO S
£15’001-£20,000 '.l.lll..llll..'t.tll.ll...l..

£25’001 - £30,000 s ass Bt B BT RIRAREIE R IAEREIB DD

1986

186,443

186,443

Nil

57,912

1985

233,575
3,500

237,075

Nil

34,120



JOHNSTON ENGINEERING LIMITED

SGURCE AND APPLICATION OF FUNDS for the year ended 31st December, 1986

1586 1985
£
source of funds £ . £
Profit on ordinary activities before
taxation -ooooooonoaooo--'--co--oo-....-. 1,52‘},412 1,294,951‘
Adjustments for items not involving the
. movement of funds: .
Depreciation saEtasanseR B O R ES SO BB SRS 305,964 195,116
profit and depreciation ad justment on
sale of fixed @SSELS <esnecevssncsans (9,150) (197)
Provision FOr WArTanty eeeerecsccccsces 151,037 25,401
Provision for diminution in value of
intergroup indebtedness cecececnerres 511,539 177,000
——— 959,390 397,320
[, e
Total generated from 0perations seesesseves 2,483,802 1,692,274
Tax&tion recovered C'll.ll!.l.lll'.l..l. 116,990 -
sale of tangible fixed ASSEES sesessvran 79,338 25,125
1‘0&\“ rEPaid by SUbSidiary P R NN N L —— 334’779
loans from lessors R TR R 304,109 -
—— — e
Total funds generated P T LR R 3,184,239 2,052,178
, Application of funds __
' Acquisition of tangible fixed assets:i
i owned ssses 966,574 379,908
! leased ssess 504,109 ——-
4 Diwidend paid .CI.".II.....ll'..."..‘.' 633,000 390’000
i Tan&]tion paid -nn...-coc--o-nc.n-on-o-n-- —— 177’000
i Uegilkisation of warranty provision eeeeses 36,9?0 27,466
I Repayment of loans from 1e5S0LS5 esqaevste 110,476 ——
i Aeguisition of shares in subsidiary
; ﬂ@mpanies o-.-n-loulootunnconyouloo---v- 102 ————
i 2,251,191 974,374
: Movement in working capital
i_ StOCkS ..-..--....gy....-..olon--l-l-o-o- 235,426 1,038,527
{  Debtors other than intergroup indebtedness 455,914 597,093
| Creditors other than batk and intergroup
1 indebtedness, and caxatlon cssseseescect’ (496,124) (207,075)
" —_——— 45,216 1,428,585
— e —_
: 2,496,407 2,402,919
|
| Movement in net liquid funds
: Bank and cash balances R R R R A 272,046 (1’?§é’2;é)
T’ Intergroup iﬂdEbCed'ﬂeSS .ll.....‘.'l.ll'. 415,786 lj ; ]
i ——— 687,832 (350,741)

S i ———

3,184,239 2,052,178

e s e s

e amemes
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JOHNSTON ENGINEERING LIMITED

PRINCIPAL ACCOUNTING POLICLES

Basis of Accounting

The agcounts have been prepared under the historical cost convention, as
modified by the revaluation of cortain freehold and long leasehold premises.

The following are the principal accounting policies adopted by the company
which are consistently applied.

Related companies

The company's interest in related companies is shown at cost less amounts
written off. Dividends received and recievable from related companies are
recorded in the profit and loss account.

A related company is defined as a company, not being a subsidiary, in which
the company has a substantial interest and in whose commercial and financial
policy decisions the company participates.

Turnover

Turnover is defined as the value of goods and services rendered excluding
V.A.T.

Depreciation

Depreciation is provided on a straight line basis at rates calculated to
write off the cost or veluation of fixed assets over their estimated useful

lives.

The rates generally in use are:

Freehold - Land nil
~  Buildings 2 per cent

2 per cent

Long leasehold
& Over the unexpired term of the lease.

Short leasehold

Plant and equipment = Fixed 12,5 per cent
- Mobile 25 per cent




JOHNSTON ENGINEERING LIMITED

PRIRCIPAL ACCOUNTING POLICIES

Currency translation

With the exception of the company's investment in the share capital of
subsidiary and related companies which is included at original sterling cost
less amouwnts written off, all assets and liabilities denominated in foreign
currenclies are included in the balance sheet using the c¢losing rate method.
Foreign currency transactions of the company have been converted to sterling
at rates of exchange ruling on the date of transactiuwu.

Translation differences arising from the company's investment in overseas
subsidiaries denominated in foreign currencies are dealt with in reserves.

All other translation adjustments arising are dealt with in the profit and
loss account.

Research and development

All research and development expenditure is written off as incurred, as is
expenditure in respect of patents and trade marks.

Stocks

Stocks are valued at the lower of net realisable value and cost, which
includes production overheads where applicable.

Deferred taxation

In the absence of sufficient certainty as to the ongoing deferment of
taxation provision is made in full for deferred taxation at the anticipated
rate of corporation tax. The provision is based on the liability, relating
to all fixed assets, which 1s deferred because capital allowances for
taxation purposes have been greater than the corresponding depreciation

provided in the accounts.

leases

Rentals under operating leases are charged on a straight line basis over the
lease term. Assets held under finance leases are %nitially reported at the
fair value of the asset, with an equivalent liability categorised  as
appropriate under creditors due within or after one yeari ThedaSSEtfli
depreciated over the shorter of the lease term and iSS est mite 283 uf
1ife. Finance charges are allocated to accounting perilods ove;it ebpir od o
the lease to produce 2 constant rate of return on the outstanding balance.

- 11 -



ARTHUR ANDERSEN & Co.

t SURREY BSTREET
Lonpon WC R 2PS

To the Members of JOHNSTON ENGINEERING LIMITED

We have audited the financial statements set out on pages 1 to

13 in accordance with approved auditing standards.

In our opinion the financial statements which have been prepared
under the historical cost convention, as modified by the revalu-
ation of certain freehold and long leasehold premises, give a true
and fair view of the state of affairs of the Company at 3lst December,
1086, and of the profit and socurce and application of funds for
the year then ended and comply with the Companies Act 1985.

ARTHUR ANDERSEN & CO.

Chartered Accountants

London
3rd April, 1987




