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Our aim is to make products which
create a comfortable environment in
the home. Heating is one component
of home comfort.

Hot water available whenever needed
is often taken for granted but is
another component. Clean fresh air
is essential for health and comfort.

Together warmth, hot water and
clean fresh air create a comfortable
environment. Baxi make products
for your comfort.






1. Bryan Gray,

age 45, Chief Executive. Chairman
of the Central Heating Information
Council and Vice President of the
Society of British Gas Industries.
He is also Chairman of the Central
Lancashire Development Agency,
and Preston North End plc.

3, David Erdal.”™

age 51, Non-executive Chairman.
A trustee of the Baxi Partnership
Limited Employee Trust and

the Russell Trust, a Director of Tullis
Russell Group Limited and the
China Heartland Fund and
Chairman of Tayburn Limited and
Job Ownership Limited.

5. Calrns Campbell,””™

age 54, Non-executive Director.
A truslee of the Baxi Partnership
Limited Employee Trust and a
Director of Nobel Exhibition Trust.

4, Ancirow Thomas,'”

age 56, Non-executive Direclor.
Chairman of Greenalls Grouo olc,
and Non-executive Chairmar: cf
Somerfield plc and Limelight Group
plc. He is als0 a Non-executive
Director of JJB Sports pic anc a
number of non-quoted companias.
Chairman of the Audit Committea.

4. Mick Kuenssbarg,™

age 56, Non-executive Direc!or,
Chairman of Steddard International
plc, GAP Group Limited, Canmore
Partnership Limited and Bio-
Logic Remediation Limited. He is
also a Non-executive Director

of Standard Life Assurance
Company and other companigs.
Chairman of the Remuneraticn
and Appointments Committea.

5. Peter Bothwaell,

age 54, Company Secretary
Joined Baxt in September 1847 He
was formerly Company Secre(ary/
Solicitor to Norweb plc.

2. John Acorindsy,

age 45, Group Finance Director.
Joined Baxi in May 1997, He was
previously Group Finance Director
and Depuly Managing Director of
Rainford Group plc.

7. Trevor Ecclieston,

age 39, Employee Director. He has
been with Baxi for twenty years and
is presently a production manager
at Alfer Limited.

* Member of the Rermuneratan and
Appoiniments Committer:

> Moember of the Audil Committee
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Baxi aims to be forever a strong company, under

direct and indirect employee ownership, and
with a partnership culture. This year has seen
further significant progress.

Firstly, the Group did well, especially in the UK
heating business. Many specific achievements
are highlighted in this report.

Secondly, we continued to develop the involve-
ment of all who work in the Group, particularly
through the council system. A year ago we
appointed the first employee director to

the Group Board, Trevor Eccleston, to bring
the viewpoint of employees to our strategic
discussions. This put the final building block
in place to ensure that those who work in the
Group are involved and represented at
every level. The Board is grateful to Trevor and
the council members for their hard work
and contribution.

Thirdly, in pursuit of our strategy of focusing
on the European heating market we took a
very significant step in growing the business
by acquiring the trade and assets of Ocean
Idroclima SpA, an Ttalian gas boiler manufac-
turer. This has broadened our product range
and will help us establish the Baxi name

strongly across Europe, In the few months
since the acquisition we have already seen real
business benefits, We welcome all new employees
to the Group.

Fourthly, after full consultation with employees,
the Company joined with the Baxi Partnership
Trust to obtain alterations to the trust deed
through a private Act of Parliament. This is
expected to be passed later this year. The
main effects are to make all employees of all
subsidiaries beneficiaries of the trust; to enable
the trust to last as long as Baxi does; and to
clarify Baxi’s aims, which are summarised in the
first sentence of my statement.

Looking forward, Baxi is placed more strongly
now to compete successfully in what is increas-
ingly an international market. Qur managers
and employees have worked hard and shown
considerable talent. I am grateful to, and
admire, all who work in the Group for what has
been achieved in the past year. We can look
forward with confidence to success in the current
year. With this kind of performance Baxi can

be confident of achieving our long term goal: to
be forever a strong company, under employee
ownership, with a partnership culture.

David Erdal Chairman
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Review of the business

For the third consecutive year our UK heating
business has performed extremely well. The
Bahama combination boiler has been successfully
Jaunched, making a substantial contribution

to turnover and profitability. This success results
from the efforts of all departments, and follows
consultation with both merchant customers
and installers. This product launch has been an
important development for Baxi as combination
boilers constitute a significant proportion of

the UK botler market.

Our UK market share has increased in traditional
cast iron wall mounted boilers. Additionally,
sales of the Bermuda back beiler products have
remained at a similar level to last year, despite
increased competition.

Further afield, we have increased both turnover
and profitability in Denmark. Competitive
pressures in France and Sweden have led to a
disappointing result in these markets.

In line with our strategy to increase Baxi’s
presence in the European heating market, in
February this year we acquired the trade and
assets of Ocean Idroclima SpA to form Baxi SpA.
The company employs over 700 people and

is based at two sites in Italy. Baxi SpA produces
an excellent range of combination boilers,
water heaters, radiators and steel baths. The
company is of a similar size to our UK heating
business and, following the acquisition, Baxi

is now the fifth largest gas boiler manufacturer
in Europe.

The size of our heating businesses will enable
the Group to achieve operational synergies
and provide a larger pool of knowledge to
optimise research and development activities.
The Group will also be better placed to exploit
opportunities in emerging markets.

Elsewhere in the Group, further investment in
the Baxi Clean Air System has been made
during the year as we strive to develop the UK
consumer market for this product.

The Group is focusing on its strategic objectives
and, as a consequence, is in the process of
divesting non-core engineering businesses,
whilst retaining control of the supply of product
and technology. To this end Spartek, the
sheet metal and surface coating business, has
now been reintegrated into our UK heating
business. Landmark, the zinc diecasting business,
has been sold to a management led team, Alfer’s
external business has diminished during

the year and it is now managed more closely
within the UK heating business, which is its
principal customer.

Alloy Technologies (“ATL”), the Group's
aluminium foundry, has started production of
heat exchangers for the Barcelona high
performance condensing boiler. However,
converting external customer interest from the
automotive sector into firm orders takes time.
Though the financial performance of ATL has
been disappointing this year, the business
continues to show promise for the future.

During the year our UK market-leading damper
business, trading under the “Actionair” brand,
has performed well.



In February (999 Baxi Partnership Limited
moved to new premises at Sceptre Way, near
Preston and located close to the motorway
network, Our UK heating business now occupies
the vacated office space at the Brownedge
Road site.

The Baxi brand

In the UK the Baxi brand has been a household
name since the 1960s following the introduction

of the Baxi Bermuda back boiler. In comparison,
outside the UK the brand is relatively unknown.
In recent months “Baxi” has been introduced
alongside 1S branded products with a view to
phasing out the HS brand completely. It is
our ohjective to nse the Baxi brand in all markets
for heating and domestic air management
products. A strong international brand will
promote greater customer loyalty and improve
the growth of the business.

The environment

Baxi is making significant investment in long
term applied academic research and has helped
fund a consortium of forward thinking organi-
sations, in the architectural and construction
fieids, committed to the development of low
energy housing.

Community

The Group has continued to support community
activities, most notably through its stewardship
of Preston North End plc. In September
1998 the President of FIFA, Sepp Blatter, visited
Deepdale 1o perform a ground-breaking
ceremany to inaugurate The Football Museum.
He was accompanied by the Secretary of State
for the Department of Culture, Media and
Sport, the Ri. Hon. Chris Smith.

During the year the Group has also established a
UK Charity Committee to administer donations
to Jocal charities.

Employees

1 would Jike to congratulate all employees on
their contribution to this year’s success and I am
pleased to report total Group profit sharing
of £2.3M this year.

The Baxi Partnership Limited Trusts Bilf

At the Extraordinary General Meeting on 18
December 1998, the necessary special resolution
was passed for the Company to join with the
trustees in submitting the Baxi Partnership
Limited Trusts Bill to Parliament. The proposal
to promote the Bill was the subject of consul-
tation with employees through the council
system. When passed, the Bill will enable Baxi
Partnership Limited Employee Trust to continue
in perpetuity and will make all employees
beneficiaries of the trust. This will benefit the
Company because it will provide more flexibility
in the running of the Company and additional
motivation for all Group employees.

Future developments

The Group has produced another strong trading
performance this year and has taken significant
steps in the achievement of the strategy to
focus on our heating businesses and expand our
presence in Europe. In the torthcoming year

a concerted effort will be made o consolidate
our heating businesses and to promote the
Baxi brand across Europe. Further growth
opportunities will be pursued.

Bl\‘]an C((u"’\

Bryan Gray Chief Executive
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Trading results

This year Group turnover reached £118.6M
(1998: £102.8M), a 15% increase on the previous
vear. This reflects an increase of £6.0M from
existing operations and £13.0M from Baxi SpA,
part of the Group since 1 February 1999. The
Group’s sales ro overseas markets now accounts
for 29% of total turnover (1998: 26%). In
subsequent years the proportion of overseas
sales will increase significantly when our resules
include a full year’s contribution from Baxi SpA.

Although the gross profit margin has improved
this year to 32.6% (1998: 30.5%), an increasing
mix of combination boiler sales in the future is
likely to reduce the reported margin. The
reassessment of tooling useful lives has con-
tributed to the improved margin, as explained
in note 11 to the financial statements.

Administrative and distribution overheads
totalled £28.1M in the year (1998: £21.9M). The
increase is due to a number of factors. Baxi
SpA overheads of £2.4M and goodwill amorti-
sation of £0.3M were incurred in the two months
following acquisition. In addition, selling
expenses have increased by £1.5M due to
investment in customer services to improve
after-sales support. Accounting for ATL as a
subsidiary for all of this year has increased
averheads by £1.4M,

Group operating profit for the year of £10.6M
(1998: £9.5M) has increased by 11%.

The Group’s share of associate’s losses, £0.6M,
represents our share of PNE’s result for the year.

Operating cash flow for the year was £14.2M
(1998: £14.5M), which is a good performance,
continuing the trend of strong cash flow
generated by the heating business.

Acquisition

On 1 February 1999, the Group acquired

the trade and assets of Ocean Idroclima SpA
for a total of £84.1M including £67.5M of
cash consideration, £11.4M of acquired debt
and £5.2M of costs and acquisition taxes.
Goodwill of £39.5M has been capitalised and is
being amortised over twenty years from the
date of acquisition. Details of the fair value of
net assets acquired are given in note 12 to the
financial statements.

Disposals

On 15 December 1998, Landmark Components
Limited was sold to a management led team.
Landmark was originally acquired by the Group
to secure the supply of zinc diecast components
to the heating business, The business was

sold for a consideration of £0.2M together with
the repayment of £0.5M of Group debt. The sale
resulted in a loss on disposal of £0.9M.

During the year the Company sold its minority
shareholding in the Chessington Partnership

Limited for £0.8M. The only remaining invest-
ment in the Employee Buyout Equity Fund is a
minority shareholding in Tinsley Foods Limited.



Treasury

This year the Group has adopted FRS13 which
formalises disclosure on financial instruments.
Information on significant treasury risks is
dealt with below, and more detail is provided
in note 19 to the financial statements,

Fundging and liquidity

At the end of the year the Group had net debt

of £25.8M, including cash of £25.3M and debt
of £51.5M, This represents gearing to tangible
net worth (net assets excluding goodwill) of 49%.

The Group’s principal debt facility is a £45.0M
syndicated loan facility led and arranged by
The Royal Bank of Scotland ple, of which £38.5M
had been drawn down at the year end. The
term of loan is to December 2003, the facilities
available reduce to £40.0M in September
2001 and by £5.0M biannually thereafter until
December 2003,

Interest rate

In previous years, when the Group was in

a net funds position, cash not required by the
business was managed by professional fund
managers. All cash is now held on short-term
deposit at floating interest rates, 86% of which
is denominated in sterling and currently attracts
interest at an average rate of 5.0%. Thisis
higher than the weighted average interest rate
incurred on the Group’s borrowing.

The Group uses interest rate swaps to convert
a proportion of floating rate debt to a fixed
rate. At the end of the year 66% of total debt was
held at fixed interest rates of 4.8%.

Currency risk

The Group’s principal currency exposure is to
the euro-sterling exchange rate arising from
the translation of the results and net assets of
the Group’s overseas subsidiaries.

The Group has a policy to hedge its tangible
net worth denominated in foreign currency. At
27 March 1999 the Group had hedged 98%

of its tangible net worth. The Group does not
hedge goodwill denominated in foreign
currencies. Currently this hedging requirement
is satisfied by denominating UK debt in euros;

of the total Group debt, 86% is denominated in
euro related currencies.

Profit sharing

Profit sharing of £2.3M (1998: £2.2M} has been
provided to reward employees’ achievements in
the year. This is the third consecutive year that
profit sharing has exceeded £2.0M.

Taxation

The effective rate of taxation for the Group was
39.4% (1998: 39.8%). The tax rate is higher than
the prevailing UK rate due to higher corporate
tax rates overscas and unrelieved losses on
disposals and our associated undertaking.

Earnings per share

Basic earnings per share is 104.8p (1998: 99.2p).
Headline earnings per share, calculated in
accordance with the recommendations of the
ITMR, increased to 123.7p (1998: 118.9p).

Year 2000

A Year 2000 Steering Committee has met
monthly since November 1997 to address the
issue of compliance. The risks faced by the
business from main operating systems, desktop
pcs, embedded systems and suppliers’ systems
have been considered.

Action plans for mitigation of these risks

are being executed and the Board believes that
the Group will achieve full millennium
compliance by mid-year, However, given the
complexity of the millennium problem, no
action plan can provide absolute assurance of
Year 2000 corpliance.

The costs incurred on millennium compliance
have not been material to the Group.

Summary

For the fourth consecutive year the Group has
increased operating profit, reflecting the strong
performance of our heating businesses, The
Group has a clear strategy to continue building
a European heating and air management
business and has the financial resources to
further exploit organic and acquisitive growth
opportunities.

{W"‘\

John Acornley Group Finance Director
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This year has been significant in the development
of Baxi. In addition to the excellent results produced
by the heating businesseas a major step was taken
in meeting the Group's strategic plan to expand into
Europe with the acquisition of the trade and assels
of Ocean ldroclima SpA ("Baxi SpA”). Baxi is currently
the fifth largest gas boiler manufacturer in Europe.

The Group now manufactures in Preston and
Whitstable in the UK, Tarm in Denmark, and at
Bassano del Grappa and Sambuceto in ltaly, The
product range has also expanded as Baxi SpA
produces radiators, water heaters and steel baths in
addition {o its core business of boiler manufacturing.



UK

The strong performance of the heating
businesses reflects an excellent year in the UK
market, where record profit before interest
has been achieved. This result is principally due
to: maintaining Bermuda back boiler sales

at 1998 levels despite increased competition;
successfully launching the Bahama combination
boiler; increasing market share in the cast

iron wall mounted boiler sector and the launch
of the Barcelona condensing boiler.

The UK market for boilers in 1998/99 was
1,024,600 boilers. Baxi’s share of the overall
market increased significantly in the year.

The combination boiler market represents
approximately half of the total UK market. Baxi’s
share of this sector has more than doubled
following the successful Bahama launch. Our
market share has increased further as Baxi
SpA sells a range of combination boilers through
a UK distributor,

The back boiler market in the UK represents
almost 0% of the total market with Baxi
retaining the dominant share.

The Barcelona energy efficient condensing
boiler was launched in December 1998 and sales
levels are currently exceeding expectations.

Wil saies In over 40 oountries worldwide,
and ong in sevan homeas 21 the L having

roduct installed, the Group is &

Iry the UK back boiler market, which Bax
pionsered in the 1860°s, the Group
accounts for over 70% of alt UK sa

€s.

This is a relatively new but important market,
which is bencefiting from Government
incentives to promote energy efficient boilers.

Space heating products have performed in line
with expectations, however the pertormance

of the gas fire range has been disappointing. A
new range of gas fires is being developed and

is due to be lJaunched in the summer.

In July 1998, our UK heating business was
awarded “World Class” status, a quality award
bestowed by a panel of independent experts.
This achievement followed stringent assessment
and benchmarking of every aspect of the
business against. both its competitors and leading
companies from different sectors.

Sales of Baxi Clean Air Systems rose to £2.8M
{1998: £2.3M). The product has now been
launched in the UK consumer market, a sector
with significant growth potential. However

it is a new product for a new market and it will
take some time to achieve significant turnover.

Alfer, the cast iron foundry, has lost external
business due to the continued strength of
sterling. Redundancies were necessary to realign
the business’s cost base to its sales volumes,
Alfer is now being managed more closely as part
of the UK heating business.




Haly

The acquisition of the Ocean business has
enabled the Group to enter the Italian gas boiler
market which is the largest in Western Europe.
Italy is Baxi's second most significant market.

Major product development is being undertaken
in Bassano del Grappa. The LUNA 2000
range of combination boilers is being developed.
These boilers are more compact, have better
aesthetics, and have a better performance than
their predecessors and they will be launched in
late 1999. In addition a condensing combination
boiler will be launched in 1999.

Devumark

Group turnover in the Danish market of £7.86M
increased 4% in local currency terms during
the year. Market conditions were favourable, as
Government subsidies were available to people
converting from electric to gas central heating.
Solid fuel boiler sales alse increased in the year
in anticipation of Government plans to
abolish tax benefits on their purchase in 1999.

Bax! is the only ventilation manufacturer to
have been awarded the prestigious

Seal of Approval from The British Aliergy
Foundation.

Iy the LK alone, residential dwaiiings ermit
arounc 15 rralion fonnes of carbon
doxice evary vear Ermphasis will, overtime,
have o change from traditional home
heating as we kaow i 10 a combination of
anergy sfticient home heating and axr
ITHOVEITIRNT Sysieris,

Restof Burone

The Group’s presence in France and Sweden is
principally through oil and biomass boilers
manufactured in Denmark. The boiler market
in France has proved very competitive
throughout the year. Market prices generally
have fallen significantly as manufacturers
strive to maintain their sales volumes. In future
the Group will have a greater presence in

the French heating market through Baxi SpA's
sales of combination boilers and water heaters.
Recessionary conditions in Sweden contributed
to a disappointing trading performance in

the year. Baxi SpA is the market leader in the
Turkish combination boiler market and exports
radiators, electric water heaters and steel
baths to Germany,

Envirommental podicy

Energy efficiency and low carbon dioxide
emissions are increasingly influencing product
development. In Kyoto in December 1997
many of the world’s governments agreed that
reductions in emissions of gases should be
implemented by 2012, The UK Government
pledged to reduce carbon dioxide emissions
beyond the Kyoto consensus. The target in the
UK is a 20% reduction in carbon dioxide
emissions by 2010,



The UK Government’s policy is to ensure
diverse, secure and sustainable energy supplies
ac competitive prices. Given these pressures,
future developments by companies such as Baxi
will need to be environmentally friendly and
make positive contributions to this global issue.

Baxi is playing an important role in the develop-
ment of integrated energy efficient systems

that will provide heating, cooling, hot water and
heat recovery ventilation for homes of the future.

Other activities

Baxi is market leader in the UK damper market
and one of the leading damper producers

in Europe. The damper market is mature and
continues to provide consistently strong returns.
Comprehensive testing and validation have
been undertaken on our fan coil range and the
continuing product re-engineering is enabling
market share and gross margin to grow.
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The Group suppotts man
projets The Dggest, by fay
stewardship of Preston North End FCL

fourdar member of the Foothail Lrague,
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The 1890°s have seen the Group expand

“ouiside its traditional base through

a stralegic programme of agquisition {o
become an integrated heating and

air management business in kurope
employing over 1,800 people.

ATL has commenced production of heat
exchangers for the Barcelona condensing boiler.
These orders are not sufficient to fully utilise
available capacity and further orders are being
secured, primarily from the automotive indusury,
Given the investment made in ATL it remains
vital to commercially exploit the technology by
volume production of high quality castings.

Landmark was sold to the company’s manage-
ment in December 1998, Although still an
important supplier to Baxi Heating, Landmark's
zinc diecasting business was censidered to

he a non-core activity and not central to Baxi’s
long-term strategy.

The future

The Group will continue to invest in a wide
range of product development projects, both in
the boiler and other market sectors, Further
operational efficiencies within the UK and the
Ttalian heating businesses will be developed
and increasingly our products will be promaoted
under the Baxi brand. Acquisitions will be
pursued where these can increase our ability to
serve our chosen markets.




The Baxi Partnership Limited Trusts Bill

At the Extraordinary General Meeting on

18 December 1998 the Company committed to
join the Trustees of the Baxi Partnership
Limited Employee Trust in promoting a Bill in
Parliament. The purposes of the Bill are to
restate with modifications the terms of the Trust,
to ensure that the Trust can continue indefinitely
and to make all employees of the Baxi Group
beneficiaries of the Trust.

Presently the Bill awaits its Committee stage
in the House of Lords. Once it has completed its
stages in the House of Lords it will be passed
to the House of Commeons for consideration.

Employee ownership

In his budget speech on 9 March 1999, the
Chancellor stated his objective of doubling the
number of companies with employee share

schemes, Baxi will closely observe the develop-
ment of the Chancellor’s proposals,

Number of employees by
Gountry at 27 March 1999

UK. 831
Scandinavia: 179
France: 37

ltaly: 738

In January 1999 Baxi representatives attended
the Seventh International Employee Ownership
Conference and met staff from many other
organisations that follow the principle and
cultural values of employee ownership. Qur
representatives reported that Baxi is well
advanced in developing the culture of employee
ownership. The contribution of Philip Baxendale
OBE was recognised by the presentation

of the Philip Mayo Award for outstanding contri-
butions to employee ownership throughout

the world.

At the end of the year 14.1% of the ordinary
shares (1998: 10.5%) were held by, or on behalf
of, 1,049 employees and former employees
(1998: 996).

Employee director

At the Annual General Meeting in July 1998,
Trevor Eccleston was appointed the first
Group Employee Director and, as such, is a
Non-executive Director of the Group. This
appointment reflects the Group's policy of
employee involvement and means that there
are now employee directors at all levels within
the organisation. The Group Employee
Director brings the benefit of a clear employee
perspective to the Board which has proved

to be invaluable.






Comporate Governance

Compliance statement

The Board's policy is to comply with the corporate
governance requirements applicable te a company listed
on the London Steck Exchange.

In June 1998, the London Stock Exchange published
the Principles of Good Corporate Governance and Code
of Best Practice (“the Combined Code™) which embraces
the work of the Cadbury, Greenbury and Hampel
Committees and became effective for listed companies
in respect of all accounting periods ending on or after
31 December 1998,

The Company has complied, throughout the financial
year, with the provisions of the Combined Code except
in the following instances:

* the Combined Code requires the Board to review the
effectiveness of internal control but this was limited to
a review of internal financial control pending formal
guidance currently being developed by the Institute
of Chartered Accounlants in England and Wales;

*  a senier independent non-executive director has not
been appointed as there are four independent
non-executive directors, one of whor is Chairman
and two of whom also have respounsibilities as
trustees holding shares for the benefit of employees.
Consequently the Board does not consider it
TCCESSATy (0 AppoInt a senjor non-gxecutive director;

* the executive directors’ notice period is at present
two years, All future contracts will stipulate a notice
period of one year or less,

The Board of directors

The Board of directors currently comprises two
executive directors, a non-executive emplovee director
and four independent non-executive directors. Presently
twa of these non-executive directors are trustees of
the Buxi Partnership Limited Employee Trust ("ET1*). The
Board considers these directors te be independent as
they are precluded from deriving any personal advantage
from their trusteeship, With the appointment of an
employee director at the last Annual General Meeting,
the composition of the Board reflects a balance between
executive management, external experience and
employee interests.

The Board meets at least every two months during
the year and conducts its business on the basis of detaited
papers distributed in advance of meetings. Theve is a

schedule of matters reserved for the Board’s attention. The
Board’s primary responsibilities are to determine overall
Group strategy, consider major capital expenditure
projects and decide any issues with significane inancial
implications. The Board has delegated specific matters
to appointed sub-coramittees of the Board, each of which
is listed below. The Company Secretary is available to
advise all Board members and attends Board meetings.

Audit Committee

The Committee consists of the independeni non-
executive directors and is chaired by Andrew Thomas.
The Committes meets at least three times a year, with the
Group Finance Director and external auditors in
attendance, but meets the auditors at least once a year
without the executive directors being present. The
Committee is responsible for agreeing internal and
external audit plans, reviewing the nature and extent of
non-audit services and for reviewing and reporting to
the Board on the interim and annual financial statements.

Remuneration and Appointments Committee

The role of the Committee is to make
recommendations to the Board, or when so delegated
by the Board, to determine the emoluments of the
executive directors and senmior managers and to make
recommendations on their appointment. The Committee
consists entirely of independent non-executive directors
and is chaired by Nick Kuenssberg. The remuneration
policy is outlined in detail in the Board’s Remuneration
Report to Shareholders on pages 24 to 27.

Relations with shareholders

The Company's only shareholders are past and
present employees of Group companies and trusts holding
shares on behalf of those people. The Coundls, on which
clected employee vepresentatives serve and which operate
in euch Group subsidiary, receive regular reports on
the performance of the Group and its individual uading
subsidiaries. Consequently sharcholder representatives
have frequent opportunities (0 guestion management on
matters of interest and concern.



Internal financial controt

The Combined Code has extended, to all internal
controls, the previous requirernent that the directors
review the effectiveness of the Group’s internal finencinl
controls. Formal guidance for directors on the review of
non-financial internal controls is currently being
developed by the Task Force established by the Institate
of Chartered Accountants in England and Wales and,
when published, this will be incorporated into future
reviews of internal controls. Consequently, the Board is
not in a position to undertake a review of non-financial
controls and, as in previous years, has focused on
compliance with the Cadbury requirement to report on
internal financiai controls.

The Board has overall responsibility for the Group’s
systerns of internal financial control and has reviewed their
effectiveness. This review consisted of:
¢ a formal business risk review exercise;

* internal audit visiis to selected trading subsidiaries;

* the completion of a self-certification questionnaire
by all trading subsidiaries; and

* review and verification of subsidiaries’ replies to
the questionnaire.

The systems of internal financial control are designed
to provide reasonable, but not absolute, assurance
against material misstatement or loss. The internal
controls include:

» annual budgets and periodic financial forecasts;

«  monthly reporting of financial performance by
trading subsidianies;

* monthly meetings of senior executives to review
business performance and key operational issues
across the Group; and

+  clearly defined capital and revenue expenditure
authorisation procedures,

Going concern

The divectors consider that the Company and the
Group have adequate resources for the foreseeable future
and therefore continue o adopt the going concern basis
in preparing the inancial statements. In forming this
opinion the directors have reviewed the budget for the
year ending March 2000 and projections for the period
to March 2003,

Statement of Directors’ responsibilities
Company law vequires the dirvectors to prepare
financial statements tor each financial year which give a
true and fair view of the state of affairs of the Company
and the Group and of the profit or loss for that period.

In preparing those financial statements, the directors

are required to:

= select suitable accounting policies and then apply
then: consistently;

* make judgements and estimates that are reasonable
and prudent; and

+  state whether applicable accounting standards have
been followed, subject to any material departures
disclosed and explained in the financial statements.

The directors are responsible for ensuring that
proper accounting records are kept which disclose with
reasonable accuracy at any time the financial position
of the Company and the Group and to enable them to
ensure that the fimancial statements comply with the
Companies Act 1985. They have general responsibility for
taking such steps as are reasonably open to them to
safeguard the assets of the Group and to prevent and
detect fraud and other irregularities.




The Board's Remuneration Report to Shareholders

Remuneration policy

During the year the Remuneration and Appointments
Comemittee reviewed and revised the Group's
remuneration policy with the assistance of independent
consultants. The Committee’s policy is to remunerate
executive divectors and senior managers with a basic
salary referabie to the median for comparable
executives in similar private companies, to offer profit
sharing on the same basis as for other employees, to
pay a cash bonus dependent on personal and profit
performance and to offer participation in a Long Term
Incensive Plan (“LTIP”). The remuneration package
is designed to provide upper quartile rewards if Baxi
achieves upper quartile performance, measured by the
improvement in the Group’s headline earnings per share
relative to comparable companies listed on the London
Stock Exchange. This change in the vemuneration
package took effect from 1 April 1999, the LTTP scheme
being subject to approval by shareholders at the Annual
General Meeting.

The individual components of directors’
remuneration packages are detailed below:
{a) Executive Directors —existing policy

{1} Abasic salary, together with use of a car and
tuet {or an allowance in lieu) and private health
insurance for the divector and his family.

(ii} Both the equal and the company-specific
allocations of shares made under the Group’s
Inland Revenue approved profit sharing
arrangements.

(iii} Membership of the Baxi Partnership Pension
Scheme (“the Pension Scheme™) or a contribution
to a private pension.

(iv} Participation in share option schemes on the
saine basis as all other employees.

(¥} An annual bonus dependent on the degree to
which individual objectives and profit targets are
met,

(vi) Participation in a Long Term Share Bonus Plan
(“LTSBP"). Each year, the Committee make 2
provisional award of shares with a value of up
to 30% of the director’s basic safary. Three years
later the Committee considers Group and
individual performance during the period against
the strategic plan. In the light of its assessment,
it makes a final award of shares which, after

payment of the tax in respect of them, ave then
held in trust tor a further three years before
the director can convert them into cash.

During the year Bryan Gray received a
final award of £17,224 (1998: £15,324) in cash
and £25,830 (1998; £19,987) in shares in
respect of the provisional award made on 1
April 1995 covering the three year period
ending in March 1998,

Although it is not certain that any further
final awards may be made under the LTSBP, at
the present share price of £4.20, the potential
payments which may be made range from £mil-
£106,247 for Bryan Gray (1998: £nil-£110,120}
and £nil-£15,397 for John Acornley (1998: £nil).

(by Executive Directors - revised policy
From 1 April 1999 the executive directors’
remuneration packages are structured as follows:

(i} A basic salary and benefits package as outlined in
(i) to (iv) above but with the basic salary being
set at a market median level as advised by
external remuneration consultants,

(1)  An annual cash bonus with a maximum for
Bryan Gray of 50% of basic salary and for John
Acornley of 40%. The amount payable is
dependent on performance against demanding
criteria which include achievement of budgeted
profit and cash flow, and personal objectives.

{iti} Subject to approval at the Annual Gencral
Meeting, an LTIP will be introduced to replace
the current LTSBP. On | April each year a
provisional award of notionat shares will be
made, payment of some or all of which is
dependent on the Group's {inancial
performance over a three year period relative
to selected engineering and building materials
companies listed on the London Stock
Exchange (“the Comparators™), The provisional
award of notional shares is a lixed proportion
of basic salary, 60% for Bryan Gray and 50%
for John Acornley.

At the end of the three year period, the
increase in the Group's headline earnings per
share is compared with the performance of the
Comparators over the same period. If the
increase is at, or above, the level achieved by



{©)

{d)

75% of the Comparators, the full value of the
package is payable, Proportionately less is
payable for a lower level of performance. Half
way down the table of Comparators 50% of the
package is payable. Nothing is payable for
performance in the bottom half of the table.
The award is payable in cash based on the
value of the notional shares at the end of the
three year period. The notional share price is
calculated by multiplying the Group's headline
earnings per share and the average price
earnings ratio of the Comparatoy companies.
The first award will take effect from 1 Aprit
1999 and is payable hallin the summer after
the end of the three year period and the balance

a year later. Except in a case of retirement,

redundancy or death whilst employed by Baxi,

those benefiting from the scheme will not
receive any payment unless stil employed at
the date a payment is due.

Non-exccutive Directors

The fees payable to independent non-executive
directors are determined by the Board within the
tolal limit set by the Company’s Articles of Association.
Independent non-executive directors derive ne
other benefits fram their office, are not eligible
to participate in the Company’s pension scheme
and do not participate in any of the Company's
share schemes.

The emplovee director is a pon-executive
director and receives no remuneration for bis
services as a director.

Service Contracts

Presently the executive directors are serving
urnider contracts providing for two years notice. The
Commitiee has under review whether o amend these
contracts to one year rolling contracts, The Commiitee
tas considered the introduction of explicit conditions
for termination payments in the current directors’
service contracts, but concluded that each individual
case should be treated on its merits,

All non-executive directors serve for terms of 3
years. The independent non-executive directors do
not otherwise have service contracts with the
Company.




The Beard's Remuneration Repaort to Sharehclcers (continued)

Directors' emoluments

Directors' emoluments, excluding pension contributions and payments made under the LTSBE were as follows:

Salary Annual Profit ‘fotal Total
and fees Benefits bonus share 1889 1998
£ £ £ £ £ £
Executive directors

Brvan Gray 141,594 13,196 58,080 15,591 228,461 204,230
John Acorniey 85,667 13,077 27,061 8,845 134,650 80,302

Non-executive directors
David Erdal 25,000 - - - 25,000 25,000
Cairns Campbell 16,000 - - - 16,000 14,000
Nick Kuenssberg 18,000 - - - 18,000 17.667
Andrew Thomas (1) 18,000 - - - 18,000 17,667
Trevor Eccleston 2 19,297 - - 500 19,797 -
323,558 26,273 85,141 24,938 459,908 358,866

) The fees were paid as consultancy fees to a company under his controt.

@ Trevor Eccleston was appointed as a director on 11 July 1998. His salary included in the above table is from this date.

3 On 16 March 1998 Peter Johnson, Chris Droogan and David Cook resigned trom the Group Board. Their

aggregate emoluments for the year ended 28 March 1998 of £290,211 are excluded from the above table, Total

directors' emoluments tor 1998 were £649,777.



Directors’ pension information

The Group operates a contributory defined benelit
pension scherre, membership of which is open to all
emnployees in the UK between the ages of 18 and 62. The
Pension Scheme is fully funded and the subject of an
independent trust. Subject to Inland Revenue limits, it
provides a maximom pension of two thirds of final basic
salary on retirement at normal retivement age. The
pension payvable to an individual depends upon the
number of years membership of the scheme and the rate
at which pension rights accrue (expressed as a propuortion
of pensionable salary). Neither bonwses nor benefits in
kind are pensionable.

Bryan Gray and Trevor Eccleston are members of
the Pension Scherme. The Company pays 1% of John
Acornley’s basic salary (less the cost of life assurance cover)
into his personal pension plan. Executive directors bave
the benefit of life assurance cover amounting to four
times basic salary.

The following table sets out the increase during the
year ended 27 March 1999 and the accurnulated total
amount as at the year end, of the accrued pension to which
cach divector belonging to the scheme would be entitled
on leaving service (over and above any general increase
to compensate for inflation). The transfer value of the
relevant increase in accrued pension is also detailed below:

Adgitionai Estimated

Age of annual pension Accrued transier

girector eamned annual vajue

as at Yearsof  during year entilement of additional

27 March  pensionable excluding year end pensicn

1999 service inflation 1989 1998 sarned

£000 £000 £000 £600

BM Gray 45 [} 4 32 27 41
T Eccleston 39 18 1 8 5 3

The basic salary payable to Bryan Gray is in excess
of the limit set by the Inland Revenue on contributions to
an Inland Revenae approved pension scheme, The
Company therefore pays contributions into a Funded
Unapproved Retirement Benefit Scheme ("FURB"). When
the FURB was established, the Company’s contributions
were set, on actuarial advice, at a level expected to enable
the FURB and the Pension Scheine, taken together, to
provide benefits comparable with those which would
have been provided by the Pension Scheme if there were
no applicable limits. The gross amount of contributions
payable by the Company each yvear is 72% of that part of
hasic salary in excess of the Inland Revenue Jimit
The amount paid into the FURB of £16,114 is that gross
amount less inceme tax of £7,594 which is disclosed in
directors’ emoluments,

Directors’ interests in shares and share options
The interests of the directors who held office at the

end of the year are as follows:

Shares
1999 1998
Bryan Gray 38,347 20,9114
John Acornley 9,784 -
Trevor Eccleston 293 174
Share options
Date of Numbar Optian price
grant of shares pear share
Bryan Gray ' 17/12/96 4,721 £3.47
Bryan Gray %) 22/4/98 7.407 £4.05
John Acornley (2} p2/4/98 7,407 £4.05
Nates:

{1} Details of the SAYE scheme share options are

provided in note 17 to the fnancial staternents.

{2} Dewails of the Company Share Option Plan

{"GS0OP") are outlined in note 17 o the financial
statements.

In addition o the individual interests disclosed above
the executive and employee directors are, tor Companies
Act purposes, regarded as interested in the shares in the
Company which are held by the Group's Employee Share
Ownership Truses and which have not been allocated to
individuals At the end of the financial year such Employee
Trusts held 4,987,525 ordinary shares and 450,000
preference shares of the Company. As a t1 ustee of ET1
Cairns Campbell is deemed to have non-beneficial interests
in 4,595,329 ordinary shares and 450,000 preference
shaves in the Company. David Erdal is decmed to have
non-beneficial interests in 4,987,525 ordinary shares and
450,000 preference shares in his capacity as a trusiee of ET1
and as a divector of Baxi Partnership Corporate Trusree
Limited.

None of the other divectors wha held oflice at the end
of the financial year had any inserest in the shares of any
Group underttking. Except as disclosed abave, no directors
have the right to subscribe for shares or debentures in
any Group undertaking.




Report of the Directors

The directors present their annual report and
the andited financial statements for the year ended 27
March 1999,

Principal activities

The principal activity of the Group is the manufacture
and distribution of domestic heating and air management
products in Europe. The Group also produces high quality
aluminium components, In addition, the Group has
focused its community involvement through its investment
in Preston North End plc.

Review of the business

A veview of the Group’s operating performance
during the year and an indication of likely future
developments are sei out in the Chief Executive’s report on
pages 6 and 7 and the Operating Review on pages 16 to 19.

Details of acquisitions and disposals are set out in the
Group Finance Director’s report on pages 8 and 9 and in
note 12 to the financial statements.

Share capital

As at 27 March 1999, ET| held 79.1% (1998: 79.1%) of
the Company’s issued ordinary share capital together with
all the: Company’s issued preference share capital, for the
long term benefit of employees. Of the remaining issued
ordinary share capital 14.19% (1998: 10.5%) was held by,
or on behalf of past and present employees. Shares in
employee share ownership erusts which are not specifically
allocated o employees totalled 6.8% (1998: 10.4%) of the
issned ordinary share capital and are accounted for on
the Group's balance sheet, as set out in note 12 1o the
financial statements.

Transfers to reserves

The profit for the year retained in the Group
was £3,585,000 (1998: £5,145,000). The directors do
not recommend the payment of a dividend.

Profit sharing

The Company operates an Inland Revenue approved
profit sharing scheme for itself and for Baxi Heating
Limited, Other UK Group companies operate similar
schemes for their own employees. For overseas subgidiaries,
excluding Baxi Spa, employees receive a cash bonus
based on company profitability levels. The profit and loss
account includes a total profit sharing allocation of
£2,344.,000 (1998: £2,214,000).

Directors and directors’ interests

The directors who held office during the year are
detailed on page 26. Details of directors’ interests in shares
of the Company are disclosed in the Board's Renwumeration
Report to Sharcholders on pages 24 to 27, Cairns Campbell
and john Acornley retire by rotation and otter themselves

for re-election. The unexpired term of John Acornley's
service contract at the time of the 1999 AGM will be 2 years.

Employees

The Group places considerable emphasis on the
contribution of the people within its businesses, supporting
the view that its contitued prosperity is dependent on the
involvement and participation of every employee,

The Group believes in a structured approach to the
training and devefopment of employees. Links with further
education institutions and a corsmitment to self-development
through open learning education programmes are maintatned.

Disabled people are employed and trained whenever
their apritudes and abilities allow and suitable vacancies are
available. Where an employee becomes disabled an attempt
is made to continue his or her employment and to arrange
appropriate retraining or transfer if necessary. The Group's
disabled employees are treated equally in every respect
and are constantly encouraged to develop their skills in
accordance with their abilites,

Health and safety

The Group’s policy is to ensure that there is a working
environment which will minimise the risk w the health
and safety of employees, Tuis considered that health and
safety is an integral part of good business management
and aceordingly high standards are required.

Payment of suppliers

The Company’s policy, which is also applied to the
Group, is to settle terms of payment with suppliers when
agreeing the terms of each transaction, to ensure that suppliers
are macde aware of the terms of payment and to abide by
the terms of payment. The Company does not follow any
specific code or standard on payment practice, At 27 March
1999 the Company did not have any erade creditors.

In the current year the number of days purchases
outstanding for payment by the Group in the UK was 63
days (1998: 71 days).

Charitable contributions

Donations to UK charities amounted to £40.000
(1998: £35,000). The Group made no political contributions
during the year.

Auditors

In accordance with Section 385 of the Companies
Act 1985, & resolution for the re-appoinument of KPMG as
auditors of the Company is to be proposed at the
forthcoming Annual General Meeting,

By order of the Board.
P J Rothwel} Secretary ( J WJL .
Sceptre Way, Bamber Bridge. Preston PRS 6AW

1 June 1999



Report of the Auditors 1o the Memiers of Baxi Parinership Limited

We have audited the financial statements on pages
300 bt

Respective responsibilities of directors
and auditors

The directors are responsible for preparing the
Anuual Report, including, as described on page 23, the
financial statements. Qur responsibilities, as independent
auditors, are established by statute, the Audiring Practices
Baoard and by our profession’s ethical guidance.

We report t0 you oar opinion as to whether the
financizl statements give a true and fair view and are
properly prepared in accordance with the Companies Act.
We also report o you if, in our opinion, the directors’
report is not consistent with the financial statements, if the
Company has not kept proper accounting recovds, if
we have not received all the information and explanations
we requited for our audit, or if information specified by
law regarding directors’ remuneration and transactions
with the Company is not disclosed.

We read the other information contained in the Annual
Report, inciuding the corporate governance statement,
and cousider whether it is consistent with the audited
financial staternents. We consider the implications for our
report if we become aware of any apparent misstatements
or material inconsistencies with the financial statements.

in addition to our audit of the financial statements,
the directors have instructed us to review their corporate
governance statement as if the Company were required
to comply with the Listing Rules of the London Stock
Exchange in relation to these matters. We review whether
the statement on page 22 reflects the Company’s
cownpliance with those provisions of the Combined Code
specified for review by the auditors, and we report if it
does not, We are not required to from an opinion on the
effectiveness of the Company's corporate governance
procedures or its internal controls,

Basis of opinion

We conducted our audit in accordance with Auditing
Standards issued by the Auditing Practices Board. An
audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial
scarements. It also includes an assessment of the
significant estimates and judgements made by the directors
in the preparation of the financial statements, and of
whether the accounting policies are appropriate 1o the
Group's circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit 30 as to obtain
all the inforimation and explanations which we considered
necessary in order to provide us with sufficient evidence
to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our opinion
we also evaluated the overall adequacy of the presencation
of information in the financial statements.

Opinion

Int our opinion the financial statements give a true
and fair view of the state of affairs of the Company and
the Group as at 27 March 1999 and of the profit of the
Group for the year then ended and have been properly
prepared in accordance with the Companies Act 1983,
Charlerad Accountants

Ragislered Auditors kp
Pregton /

I June 1999

KPMG




Consolidated Profit and Loss Account

for the year ended 27 March 1999

Note 1999 1998
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 0w moo
Turmover
o - E;iiélmg operations i M104:259 h Qééﬁ?i
Acquisitions 13,000

Continuing operations 117,266 98,253

Discontinued operatis;{é 1,337 4,514

2 118,603 102,767

Cost of sales (79,912}  (71.385)

Gross profit 38,691 31,382

Other oparating expenééé 3 '''''' (28,105) "'(21 ,875)

Group operating profit 3 10,586 9,507

Existing operations 10,182 9,850

"""""" Acquisitions 508

Continuing operations 10,690 9,850
““““ Discontinued operations {104} (343)
..................................... - (?23)
10,009 8,784

it on dispo 82 450

sposal of subsidiary undertakings (868) ' {1,335)

Net interest receivabié and similar income 7 2,3;1-»5 2,858
Profit before profit sharing 11,566 10,757
Profi shaing (2,338)  (2.214)

Profit on ordinary activities before taxation 9,222 8,543
‘ Tax on profit on ordinary activiies & oo 3637) | ( 3398)
Retained profit for the financial year 5,585 5,145

Basic earnings per share (Fﬂssj .............. 9 104.8p 59.2p

------- Headline earnings per share (IMR) 9 123.7p ‘ 118.9p
......... Diluted earnings per share (FRS3) 9 99.3p 935p
""" Diluted headfine earnings per share (IIMR) 9 T e m21p




as at 27 March 1959

Note Group Company
1999 1996 1999 1598
...................................................................................................................... e
............................ o - Lo
Fixed assets o

................................... PR - pegen T
Tangiole assets 7 59,179 29818 3,286 1,342
""" Investments 12 3,606 4583 95984 40,034
99,918 34,40 99,270 41,376

Current assets
Stooks 7 24006 o516 . -
Deblors 4 52,045 21785 2,984 900
Investiments - 3‘058 3,038
""""""""""""""" - cash 25337 8579 10527 a1.927
101,388 82818 13,511 35,865
' Creditors: amourts faling dus within one year 15 (62,196) (26350}  (2,682)  (2,446)
Net current assets 39,192 56,568 10,829 33,419
"""" Total assets less current liabilities © 139,110 90960 110,098 74,795
Credltorsamounts falling due atter one year T (aa575) (4016) (38,465) -
" Provisions for llabilities and charges 16 203 (71 8} (72)
Net assets 89,332 85,242 71,558 74,723
ot and.;ésewes_ ..........................................
CdlledUpsharecdplialfeqwty .............. Ho i o o o
AAAAAAAAAAAAAAAAAAAAAAAAA Eéiied up share capital - non equity 17 450 45'6 450 450
----------- Reserves — equity 18 88,301' 84;21 70,527 73692
Shareholders’ funds 89,332 85,242 71,558 74,723

These financial statements were approved by the Board of directors on 1 June 1999 and were signed on its behaif py:

s g ooy

John Acornley
GIRECTOR




Consolicated Cash Flow Statement
for the year ended 27 March 1999

.................................................. e T - 195.{.3.
........................... P
-------------------- £600 £000
Cagsh flow from operating activities = 14,233 14,498
Héeturns or-l---i;i;-«estmenis and servicing of ﬁna}igg 21 2410 2962
Taxation 21 2,938  (3.918)
.A".‘;":l'é'éxpenditure and financial investiment (7,445) {7,754)
” Acquisitions and disposals 21 (80,001}  (2,746)
Cash flow before use of liquid resources
and fimmmgana T vazan 5 982
tianagement of liquid resources 22 3,038 ) {3,038}
Financing 21 42,175 (429}
Decrease in cash (28,528) (485}
Reccnciiiation of Net Cash Flow to Movemenis in Net Debt
for the year ended 27 March 1999
""""""""""""""""""""""""""""""""""" Note Cwes 1o
................. o e
Decrease incash - (28,528)  1485)
Cash (inflowi/cutilow from (increase}/decre;éé 777777
- int cdebt and hire purchase contra;i; o 51 T T B i (42,175) Mm42‘fl
Cash (inflow)/outfiow from (decrease)/increase
o T T i liquid funds 7 (3,038 3038
Movement in net {debt)/funds resulting
Sotiiuthidebrotaisotsonobnioth oo from cashflows ................................. (73’7&.) 298?
Hire purchase obligations acquired T
. wwnh subéidiéry ..................... - (4;3.‘.1 1..)
ey ——— (5501 .
o 2,256 .......... (87)
Movement in net (debt)/funds 22 {71,735) {1,916}
"""" Opening net funds 22 45051 47,367
Closing net (debt)/funds 22 {25,784) 45,951




Consclidated Statement of Total Recognised Gains and Losses

for the year ended 27 March 1999

1999
2000
""""" Profit far the financial year 5,555
Surplus on revaluation of own shares 89 131
Net exchange loss an currency translatlon “““““ {1, 698) (574)
Total recognised gains relating to
the financial year 3,876 4, ?02
Note of Consolidated Historical Cost Profits and Losse
for the year ended 27 March 1959
"""" 1309 998
.................. o
Proﬂl (}n ordinary actwihes before wxaton 9,2& 8513
Reahsat-on of fixed asset reva!uatlon gains - 545 1 b?5
deprema on 122 122
Historical cost profit on ordlnarv act[vntles
......................... e et e e S . 9,339 10240
Historicat cost profit for the year retained
o ) after taxation i 8,252 6,842
Reconciliztion of Movements in Shareholders’ ~unds
for the year ended 27 March 1989
,,,,, 9’,",,’“‘; _Company
...................................... 1 999 1593 oo : -
. £000 £000 B f;ﬂ.(;'c; £000
""" Retained profit/joss) for theyear " 5585 5145 (1,367)  (742)
Net g;(change loss on currency trarslation {1,698) (5w74) (1,887) (279}
o Sﬂurpius on revaluationvaf» own shares i 89 » 1 3 o 5;) o I31“
Goadwilt fart dispasals previously writtert off 27 10«‘? - -
- Gooduwili on prior year acquisitions o o o 8'} (2,901) . -
Maovement in shareholders’ funds 4,090 2,842 (3,165} (890}
Sharcholders funds at begioning of year 85242 62400 74,728 75613
Shareholders’ funds at end of year 89,332 85,242 71,558 74,723

Sharehaiders’ funds inciudes £450,000 of non-equity interests.




Notes to the Accounts

1. Accounting policies
The principal Group accounting policics are set
out below and have been applied consistently throughout
the current and preceding yean

Basis of accounting

The financial staternents have been prepared under
the historical cost convention as modified by the
revaluation of certain fixed assets and in accordance with
applcable United Kingdom accounting standards. As
permitted by the Companies Act the directors have
amended the prescribed format of the profit and loss
account to present the separate cost of the Group’s profir
sharing charge. During the year the Group has adopted
new accounting standards FRS10 to FRS 4.

Basis of consolidation

The consolidated financial statements incorporate
the financial statements of the Company andt its subsidiary
and associated undertakings. Subsidiary undertakings
sold or acquired during the year are accounted for
under the acquisition method of accounting. Under
this method, the results ol subsidiary undertakings are
included in the consolidated profit and loss account
from the date of acquisition or up to the date of disposal.

On the acquisition of a business, assoctate or subsidiary,
the assets and liabilities acquired are included in
the balance sheet at fair value. In respect of acquisitions
prior to 28 March 1998, the date from which FRSI0 was

adopted, purchased goodwill {representing the excess of

the fair value of the consideration given over the fair
vahue of the separable net assets acquired) was written
off directly to reserves, Where the value of such
goodwill is impaired it is transterred to the profit and
loss account.

Purchased geodwill in respect of acqaisitions made
atter 28 March 1998 is capitalised. Positive goodwil is
amortised to nil by equal annual instalments over its
estimated useful lite. Negative goodwill is released to
the profit and loss account in the periods in which the fair
values of the non-monetary assets purchased are
recovered, whether through depreciation or sale. On
disposal of a business, any goodwill not already
transferred to the profit and loss account is included in
determining the profit or loss on disposal.

Company financial statements

In the Company’s financial statements, investments
in subsidiary and associated undertakings are stated at
cost less provisions for diminution in value. Dividends
received and receivable are credited to the Company’s
profit and loss account to the extent. that they represent
a realised profit for the Company.

As permitted by Section 230(4) of the Companies
Act 1985, the Company has not presented its own profit
and loss account.

Tangibte fixed assets and depreciation

Land and buildings are reviewed each year by the
directors and revalued, wherc appropriate, to their
estimnate of depreciated replacement cost or existing use
value. Plant and machinery is stated at cast.

Depreciation is provided to write off the cost or
valuation of the assets over their estimated useful economic
lives as follows:

Leaschold fand - over the life of the lease

Leasehold buildings - over the lower of the life
of the lease or 30 years

Frechold land - not depreciated

Freehold buildings - 50 vears

Plant and machinery - 3 to 15 years

lower of produet life and

Toaoling
3 years

Impairment reviews are undertaken if there
are indications that fixed assct carrying values may not
be recoverable.

Current asset investments
Current asset investments are stated at the lower of
cost and market value net of accrued interest.

Stocks

Stocks are stated at the lower of cost and net realisable
value, For work in progress and finished goods
manufactured by the Group, cost is taken as production
cost, which includes an appropriate proportion of
attributable overheads. Provision is made for obsolete
and slow moving stock where appropriate.

Foreign currencies

Transactions in foreign currencies are recorded at
the rate of exchange ruling at the date of the transaction
or contract rate if appropriate. Monetary assets and
liabilities denominated in foreign currencies are translated
using the rate of exchange ruling at the balance sheet
date and the gains or losses on translation are included
in the profit and loss account. Exchange differences
on translating long term Group loans are taken directly
to reserves where the loans are substitutes for equity
investments, In the Company's financial statements
the cost of investments in subsidiary undertakings
denominated in foreign currencies are translated at
the exchange rate ruling at the balance date and the
gains or losses taken directly to reserves.



In the Group the results and cash flows of overseas
operations are translated at the average rates of exchange
dauring the period and their balance sheets at the rates
rufing at the balance sheet date. Exchange differences
arising on transkation of the opening net assets and resules
of operations and on foreign currency borrowings, 1o
the extent that they hedge the Group’s investment in such
operations, are dealt with through reserves.

Leases

Where the Group enters into a lease which entails
taking substantially all the risks and rewards of ownership
of an asset, the lease is treated as 3 finance lease. The
asset is recorded in the balance sheet as a tangible fixed
asset and is depreciated over its estimated useful life or the
term of the lease, whichever is shorter, Future instalments
under such leases, net of finance charges, are induded
within creditors. Rentals payable are apportioned between
the finance element, which iy charged to the profit and
loss account, and the capital element which reduces the
outstanding obligation for future instalments.

All other feases are accounted for as operating leases
and the rentals are charged to the profit and loss
account on a straight line basis over the life of the lease,

Research and development expendifure
Expenditure on research and development is written
off against profits in the year in which it is incurred.

Pensions and other post retirement benefits

The Group operates a contributory defined benefit
pension scheme in the United Kingdom with regular
pension costs assessed as a substantially level percentage
of pensicnable payroli and charged to the profit and
loss account so as 1o spread the cost of pensions over the
employees” working lives. Actuavial surpluses and
deficits result in vartations from the regular pension costs,
and these are spread forward over the average expected
remaining service lives of employees. In certain
circunstances, subsidiaries may operate defined
contribution pension schemes. In these cases the assets
of the scheme are held separately from those of the
Group in an independently administered fund. The
amount charged against profits represents the
contributions pavable to the scheme in respect of the
accounting period.

Employee Share Ownership Trusts

Company shares acquired and the associated
borrowings of Employee Share Ownership Trusts which
are controlled by the Company are recognised in
the Company and Group balance sheets. The shares are
revalued 1o their market value and dilferences taken to
the revaluation reserve. Shares distributed to employees
under the profit sharing arrangements are charged
to the protit and loss account in the year in which the
profit distribution arises. The carrying valie of own shares
incladed in fixed assets is correspondingly reduced to
reflect the atlecation to employees.

Taxation

The charge for taxation is based on the profit for the
year and takes into account taxation deferred because
of timing ditferences between the treatment of certain
iterns for taxation and accounting purposcs. Provision is
made for deterred 1ax if there iy reasonable evidence
that such deterred taxation will be payable or recoverable
in the foreseeable future.

Financial instruments

The Group uses financial instruments to reduce
exposure to foreign currency exchange risk and
interest rate movements. The Group does not hold
financial instruments for speculative purposes.

For a [orward foreign currency exchange contract wo
be treated as a hedge, the instrument must be related to
actual forcign currency assets or liahilities, or toa
probable commitment. It must involve the same currency
or similar currencies as the hedged item, and must also
reduce the risk of foreign carrency exchange
movements on the Group's operations. (Gains and
losses arising on these contracts arve deferred and
recognised in the profit and loss account, or as
adjustments Lo the carrying value of fixed assets, only
when the hedged transaction has itself been reflected in
the Group’s accounts.

For an interest rate swap to be treated as a hedge the
instrument must be related to actual assets or liabilities,
or to a probable commitment, and must change the
nature of the interest rate by converting a fixed rate to
a floating rate or vice versa. Interest ditferentials
under these swaps are recognised by adjusting net
interest payable over the periods of the contract.

Ifan instrument ceases to be accounted for as a
hedge, for example, because the underlying hedged
position is eliminated, the instrument is marked o
market and any resulting profit or loss recognised at
that time.




2. Segmental information

..... S " . m;;_g_; S ‘v, e e 1993
Existing Acquisitions Discontinued Total Existing  Discontinued Total
"""""""" £o00  soo0 000 £000 LN~ S
......... Tumo;;; e
..... Bymarket
Healing 95,012 13,007 - 108,6;; 89,777 - 89,777
Cther activites 9,247 - 1,337 10,584 8476 4514 12990
104,259 13,007 1,337 118,603 948,253 4,514 102,767
By origin ‘
United Kingdom 87,303 . 1,337 88,730 81,566 4,514 86,080
e e "a'y ........ = 13,007 s 13,007 LT - i
iiiiiiii Fra;;é 5,577 - - 5,57? 5.335" - 5335
"""""""" Scandinavia 11,289 - 11,288 11352 - 11as2
104,259 13,007 1,337 118,603 98,253 4,514 102,767
By destination
---------------- United Kingdom 81,979 1,248 1,337 84,564 71,96é 4,5‘14 76,476
""""""""""" paly | 1,080 s822 - 6g02 adge S a4
............................................................... o 08 . 7,018 o : =
10,401 13 - 10,414 11 ,192ﬂ -
4,608 3,676 - 8,284 3.959” -
Rest of world 679 742 - 182 1395 )
104,259 13,007 1,337 113,603 98,253 4,514 102,767
Profit before interest and tax
..................... o maf‘i;;i |
......................... i 10]019 o : 10,527 8,646- 864(}
------- Cther activiﬂtriléler‘.‘ (2,676;‘““ - (972) (3,648) (1 24?) (1,714} H {2,961)
7,343 508 (972) 6,879 7,399 (1,714} 5,685
By origin
United Kingdom 7,204 ) (972) 6435 (1,714) 4722
- itaty - 508 -
"""""" France (366) - . (26) (26)
' Scandinavia 504 . - 989 . 989
7,343 508 {972) 7,390 (1,714) 5.685
MNet interest receivable 2858
Profit before tax 8,543

The segmental analysis has been restated to reflect the new Group structure. Other activities comprise the results of the Group's

atuminium foundry, Alloy Technologies Limited, the damper and fan coll business traded under the Actionair brand, and the Group's

associated undertaking, Preston North End plc.

Discontinued activities comprise the resuits of Landmark Components Limited, Gradwood Limited and Barrhead Sanitary Ware Limited,

which were disposed of in the current and prior years.



\
2. Segmental information (continued)
"""""" - ’ T e
Existing “;\cquisltions Discontinued Existing  Discontinued Total
..................... . “ o e e o
Heating 28,379 80,380 - 108,759 26,242 - 26,242
...................... S e T oone
36,736 80,380 - 117,116 35,808 1,251 36,256
By origin
United Kingdom 30,910 . 3010 2merr 125t 30478
i '56','55"3 S 8045&6 LEmEen ) S
France 1,640 . - 1,840 %07 - 907
i ' ' Scandinavia 4,186 - - aiee 5171 - san
| 36,736 80,380 - 117,116 35005 1,251 36,256

Qperating net assets excludes: investments £3,606,000 (1898: £4,583,000}, net bormowings £25,784,000 {1998: funds £45,951,000),
corporation and deferred tax £2,905,000 (1998; £2,221,000) and other net current liabitities of £2,701,000 (1998, assets £673,000).

3. Analysis of operating resuits

The Group’s cperating results are analysed more fully below:;

77777777777777 B 1 ] o 1908
Existing Acquisitions Discontinued Total Existing  Digcontinued Totat
£000 £o00  £000 £000 _£000 £000 £000

Turnover 104,259 13,007 1,337 118,603 98,253 4,514 102,767

Costof sales  (68,860) {9,806) -(1,246) (79,912)  (67,858) (3,527} (71,385)

Gross profit 35,399 3,201 g1 38,691 30,395 987 31,382
Distribution costs (14,097) (1,397) {28) (1__5_)_,_522} (13,0_75)_ (172} (13,247)
Administrative expensas ($1,120) {1,296) {167} (12,583) (7.470) (1,158} {8.628)

Group operating profit 10,182 508 {104) 10,586 9,850 (343} 9,507




4. Profit on ordinary activities before taxation

Profit on ordinary activities before taxation is stated after charging:

1999 1998
......................................................................................... éuuﬁ 2000
.......... o fees — 103 87
D.epreci‘atidnr of t.z;n.git;lle 'fiférc'f;ssets: lllll

) - owned assets 4,435
77777 . é.é'éetsrhéld unn-:ler‘ hife purrhaso ddﬁtrétzlé o o o 486 22
Amortisation of goodwili 329 ................ -
 Operating lease rentals: — plant and machinery o s 50
-land and buiidings 203 123
Resoarchand development expcndlturo h o 1,371 --------- 1 049
" T 5?

Currency translation losses

The auditors' fees in respect of nen-audit services were £628,000 {1998: £259,000) for the Group and £332,000 (1998 £211,000) for the
Conpany. Non-audit fees include £398,000 capitalised in respect of acquisitions. The audit fee for the Company was £15,000 (1998: £14,000).

5. Remuneration of directors

‘the Board's Remuneration Report to Shareholders on pages 24 to 27 sets out details of directors' remuneratior.

6. Staff numbers and costs

The average number of employees in the Group (including directors) during the year, analysed by calegory, was as follows:

Number of employees
e oo
Productio:-i 930 814
7777777 Sales and adminislrégi‘art;r"‘n T 397 484
1,327 1,288
The aggregate payroll costs of these employees were as foliows:
vvvvv 1999 1998
o e e £000 £000
Wages and salartes 27,339 24,033
éo;i-él securlty costs T 2,504 1,821
Other pension costs 1326 1,349

31,169

27203




7. Net interest receivable and similar income

T N S mmw”in;; ________ 1908
go00 000

) interest receivalsi.e and simiiér income R
...... e - . 3,3.66 .
Income from listed investments S - 60
3,390 3,241

[nterestpayab[e ..................................... it
" on ba;k foans and overdrafts - (Géé) (58)
' Hiepuchaseinterest S (a2a)  {185)
Share of assagi';te's interest ) e (140)
2,343 2,458

8. Taxation

oo - -
£000 £000
'''''' Ukwcorporaticm tax at 3C% (@981 31%) T ' ' 2,49; 3392
Overseas tax 7 462 415
) Deferred taxation S N ) 634 (234)
""""""""""""  Share of associate’s taxation E N (T )
3,637 3,398

In both the current and prior year the tax charge is higher than the applicabie corporate tax rate primarily due to unrelieved losses of the

assaciated company and losses on the disposal of subsidiary undertakings.

8. Earnings per share
Earnings per share is based on the profit attributable to ordinary shareholders and on the weighled average number of ordinasry shares in
issue during the year exciuding the unaliocated shares within the ESOP trusts which are recognised as assets on the Group batance

sheet. Earnings per share for the year ending 28 March 1988 have been reslated 1o comply with FRS14.

Headline earnings per ordinary share is based on the recommendations of the Instilute of investment Managemenrd and Research
{("IMR"). The directors believe that this gives a more meaningful indication of the Group's underlying performance.




9. Earnings per share (continued)

Headlineg earnings are calculated as get out below:

1999 1998

As restated

................................................. mou . o

....... Basic earnings (profit for the financial year) 5,585 5,145
............................. L Osson salegfbusmess - 868
Profit on sale of investraents (et oftax) (82)

..... e Gcodwnl e o o ot v e e e ..224 :

Headline earnings 6,595 6,170

The weighted average number of shares used {o calculate basic eamings per share is 5,331,000 {1988: 5,187,000). The weighted

average number of shares used to calculate diluted sarnings per share is 5,622,000 (1998: 5,505,000) which includes the dilutive effects

of ouistanding options and shares expected to be allocated by profit sharing

10. intangibie fixed assets

Group Goodwill

" ) T e
Con — o

Arising on acquisition © 39.498
Currency translation differences (2,041}

At end of year 37,457

Amortisation

_ Charge foryear T 329
Currency--f-réﬁsléiion differences ()
At end of year 324

Net book value

At 27 March 1989




1. Tangible fixed assets

Group Company
------------- Land and Plant and Total Land and Plant and Total
"""""" Cpuildings machinery  buldngs machinery
£000 £000 £000 £000 £000 £000
,,,,,,,,,, Cost . Vamatmn et 4 et oo LT Bt
At beginming of year 14735 50292 66027 S8 3158
...................... a4 Acqmsmons 15904 12572 . 28476
_ Additions Ta28  7.008 8436 1387 1252 2,639
- -Tra;{éfer i;o memupco mpames ................. R e L .
Disposals 497 @7sa) (4,250) (58) (58)
Currency transtation differences “(‘715) (414} H( 1 ,1é§) - . -
At end of year 30,855 65,704 96,559 1,387 4,423 5810
Depreciation and diminution in value
At beginning of year 1,451 B 33,758 35,209 1,816 1,816
Transfer from Group companies - - - -3.3 33
Charge for year 421 4,500 4,921
Disposals o (2ot0}  (2934)
Currency translation: differences 23 161 184 - -
At end of year 1,871 35,509 37,380 4 2.520 2,524
MNet book value
AL27 March 1999 o8.084 30,195 56,179 1,383 1,903 3,286
At 28 March 1998 13,284 16,534 29,818 1,342 1,342

Land and buildings were professionally valued on an existing use basis in 1996 and subsequent additions are stated at cost. The
depreciated historical cost of land ard buildings is £24,372,000 (1998 : £7.667,000}. The net hook vatue of land, which is not depreciated,
is £10.862,000 {1998; £3,443,000). The net book value of the Group's land and buildings comprises freehold £27,560,000 {1998: £13,284,000)
anc leasshold properly interest of £1,424,000 {1994: £43,000). The Compary's land and buildings are long leasehold. -

Included in the Lotal net book value of plant and machinery Is £5,430,000 (1998: £5,341,000} in respect of assets neld under hire purchase
contract. Depreciation for the year on these assets was £486,000 (1898: £22,000). The Company had no assets held under hire

purchase contracts.

During the year the Group has reassessed the useful economic life of looling to the shorter of product life or three years. Previously
tooling was assigned a useful ife of ess than one year. The increase to Group operating profit in the year as a result of this reassessment

is £1,188,000.




Interest in

Group
L massoclated Other Own
________ ) : o T b ﬁndertaklng -Inveslmenlay sheres -;rolal
- o N 2000 £000 £000 £000
Cost or vafuation o . -
At beginning of year 3,187 1,450 2,448 7,085
.......... et Addumns 430 - 430
Revaluation - - 89 89
Disposals . (798) (13200 {2.118)
At end of yaar 3,187 652 1,647 5,486
Share of reserves and provisions
_________ . o A _l_)_?ginning of year 65 2.437 2,502
Utlised during theyear - (1265  (1,265)
Created/(released) - 140 (74) 66
...................... Shamofcmom yparlossos 577 R 577
At end of year 642 140 1,098 1,880
Net book value
At 27 March 1999 2,545 512 549 3,606
Al 28 March 1988 3122 1,450 11 4,583

The interest in associated undertaking represents 39% cf the ordinary share capital of Preston North End ple. a company fisted on the
Alternative Investment Market. The principal activity of Preston North £nd pic, a company registered in England and Wales, is the
operation of a football club. Al 27 March 1993 the market value of this investment was £2,658,000.

Own shares comprise the market value of Company shares held by Employee Share Ownership Trusts sponsored by the Company, At the

year end 392,196 {1998 604,483} shares were 50 heid. Provision has been macde for the share element of bonuses and profit share

distribution in respect of the year ended 27 March 1899,



Shares In Loans te

Shares In

Company
N - Group Group  associated Cther Qwn
B - o o andertakings undertakings _undertaking Investments s-r:;re;wmm w';'t;t”al
. £000 £000 £000 £000 £000 £000
Cost or vﬁiﬁation o S ) ) )
At beginning of year 19,962 16,534 3,186 1422 2,448 42,552
,,,,,,,,,,,, » Addmons ?4,50‘0‘ R e B 430 14030
Revaluation R - - . 89 ‘ 89
""""""" Disposaishepaymenss (1026 (65908 - ) (13200 (9022)
Currency translation ditferences (3,884) 159 - (3725)
At end of year 83,552 9,787 3,186 652 1,647 104,824
Provisions
"""""""""" Atbegirningof year 1080 1,186 - 282 2518
7777777 ~ Utilised (6) @13 - (235) (574)
 Created Teos - e 140 110 6896
At end of year 7,029 873 641 140 157 8.840
Net book value
At 27 March 1999 82,523 8,914 2,545 512 1,490 95,984
At 28 March 1998 18,912 14,348 3,186 1.422 2,166 40,034

On 15 December 1998 the Group sold its entire ordinary shareholding in Landmark Components Limiled to its management for £194,000,

The loss on disposal of £868,000 includes £27,000 of goodwill previously wrilien olf lo reserves.

On 1 February 1999 the Group acquired the trade and assets of Ocean ldrociima SpA for lire 185,500 milion (£67,492,000) in cash plus
costs of £5,201,000. Goodwitl arising on the acquisition of £39,498,000 is to be amortised over its estimated useful economic life of 20

years.




12. Fixed asset investments (continued}
The fair value of assets acquired in the current year acquisition is as follows

.......... e . oEOUNtINg Far .

777777777777777777 Book policy value Fair
L.Yalue | eiignment adjusiments valua

................. o é,o,m, . . <on0

Tangible fixed assels o o887 - 17B19 28,476

Stocks 13,449 266 (55) 13,660

_______ Tradedebtors e 2T BN 27105
Other debitors y 1,560 - - 1,560
Bank overdraft (11440 - N {11,440)
_________ Trade creditors o R (21,721} o 45 h léiﬁ?ﬁ)

VVVVVVVVVV Other creditors ftego) . {1.908)

Provisions (4,866) 448 1,744 (2,674

13,145 714 19338 33,185

Goodwill capitalised 29,428

Consideration including cosls 72,693

________ Total consideration including costs
and bark overdraft acquired 84,133

The accounting policy alignments state stock on a first in tirst out basis and account for provisions in accordance with FRS12,

Fair value adjustments represent a provisional estimate of the fair value of the assets and liabilities acquired. Tangible fixed assets were
valued by external valuers, American Appraisal, on the basis of existing use which has been adjusted o estimated recoverable amount
where appropriale, Agdjustments of £55,000 and £217,000 have been rmade to stock and deblors respectively o rellect their realisabie
value. The adjustments to provisions reflect discounting of the employees’ retirement provision to its net present value, £1,835,000; less

an additional warranty provision, £81,000.

Qcean Idroclima SpA’s most recent statutory year end was 31 December 1998. From this date to acquisition or: 1 February 1998 its

summarised profit and loss account was as follows:

£000

________________________ i e e S

................. e . gt
o DREHURR R _ R o

Twaton o e

""""""""" Retained profit - 231

There were no gains in the period other than those recognised above. In the year to December 1998 Qcean idroclira SpA reported a

prefit after tax of £3.2'11,000.

13. Stocks ...........................................
Group

1999 1396

................................................................................... mou . o

........... Raw materials and consumables ) o L 6,0.‘.’;6 3658

""""""""""" " Wokinprogress ' 2,967 1245

......... Finished goods and goods for resale 15,069 4,613

24,006 9,616




14. Debtors

7777777777777777777777777777777777777777777777777 ] Group Company
- o s ;998 ........... 1999 ......... oo
............. As restated )
“““““““““ £0060 £000 EGO-(-]-
Amounts falting due withinoneyear

------- v S [ 47,307 19521 : :
Amounts owed byrsubsidiary undetakings - - 1,979 349
Amountsowed by assoien wdensong W
Taxation recoveradle. - 65 - ?4
Other debtors 970 63 - -
Prepayments and acorued income 2,523 2,266 393 310
.... su187 21616 2728 739
Amounts falling due after more than one year e
Other debtors 888 167 255 16?
Total debtors 52,045 21,785 2,984 900
15.Creditors
..................................................................................... Group s  OMPARY
1559 1995 1999 " maéé&

............. o~
£000 £0010 goee £000

Amounts falling due within one year
Bankoverdraft 508 11z - <
Obligations under hire purchiase contracts 838 734 - -
Otherioans - 66 - 30
_________ Trade oreditors 33784 12,370 -
grtakings - 7 - 1,757
United Kingdom corpo?ation tax 2,347 2.633 1;@4 77777777 -
_____________________________ _ .. Dverseas tax Y3 = - -
Other taxes and social security 2,088 1,416 - -
77777777777777777777 Other creditors 7,285 1,045 626 -
Accruals and deferred mcume ----------- 9,693 5,708 1,052 - "-659
62,196 26,350 2,682 2,446
Amounts falling due after one year

________ Obligations under hire purchase contracts . 3,002 3683 -
Bank inans ’ ﬁ 41,483 38,483 -
........................... Other ioans o 36 S,
Accruals and deferred income - 207 - -
44,575 4,016 38,483 -
Total creditors 106,771 30.366 41,165 2,448

Bank foans of £3,000,000 (1998: bank overdrait £1,142,000) together with hire purchase liabilities of £3,830,000 (1998: £4,422,000) are

secured by a fixed and floating charge. The malurity profile of the Group's debt is set out in note 19.




16._ﬁfqvision for llabilities and charges

Group Deferrad ~~ Warranly = Employes
.......... i ax ot 1 ;’m
_________ ‘ ‘ 7 £000 £000 £000 £060
"""""""""""" At beginning of year (as restated) (:375) | 2,289 - m
. Asingonacqusiton VB8 1835 2674
---------- S Utiliééd o o (1,779) (@14) {1,993)
_______ Charge for the year 684 1,789 117 2,590
_______ Disposals (44} - - (44}
Transferred to corporation tax creditor 386 - - 3%
Currency translation difference 7 (33) {95) {(121)
At end of year 455 3,105 1,643 5,203

The warranty provision relates (o expected claims on products sold Lo date. The Group's Italian employees are entitled to receive a lump

sum payment upen leaving emplayment, dependent on their length of service and salary. Provision is made for the present value of the

accumulated liability at the year end.

The amounts provided for deferred taxation and the amounts unprovided, calculated on the liabiity method, are set out below:

1599

Grqg? 1999 1698 1998

M Amount Amount Amount Arﬁ;)l.;ﬁl

7777777 ) provideéml‘.,-r‘y‘provided provided  unprovided
............................................................................................. £000 £000 £aco !:000
D;fference between accumulated

77777777 depreciation and capital allowances 787 853 448 544
' Revaluation of properlies - 775 - 870
Other timing differences {332) - (1,024) -

455 1,628 (578) 1,414

The potential liahility to capital gains lax on revaiued assets is not provided as. in the opinion of the directors, the likeithood of any matenial

Yability arising is remote. The accumulated reserves of certain overseas subsidiary undertakings weuld be subject to additional taxation if

remitted. in the opinion of the directors, these accumuialed reserves are required to finance the continuing operations of these undertakings

and, accordingly, no provision for additional taxation has been made.The Company made iull provision for deferred tax of £58,000

(1294 £72,0001.

17. Calied up share capital

..................................................................................... 1999
...................... Lm0 s

............... Authorised
___________ Crdinary shares of 10 pence each - equlity 750 750
Preference shares of £1 each —~ non equity 450 450
1,200 1,200

Allotted, called up and fuily paid

_QOrdinary shares of 10 pence each - equity 381 581
Preference shares of £1 each - non eguity 450 450G
1,031 1,021

The preference shares are irredeemabile, carry no rights to a dividend, to vole. or to parlicipate in any surplus on winding up.



17.Called up share capital (continued)

The number of options te subscribe for the Company's shares are summarised below:

......................................................................................................... | SAYE®R SAYEWSS SAVE®9s  CSOP Tow
@Byeary . Eyear)
Atbeginning of year 131,869 69,501 97,329 - 299,199
Granted - - 217.521 21 ?521
Exercised o8 . o2 e $2010)
Lapsed (1386) (8,810)  (20.392) (2,781)  (32.119)
At end of year 130,744 60,691 76,416 214,740 482,591
Option price per share £4.00 £3.47 £3.47 £4.05
Period exercisable 1999 2000 2002 {1}

(U C8OP options are exercisable from the daie of announcement of Group resulls in 206 until 2008, The number of aplions exercisable

depends upon the cumulative operating profits of the Group for the three years ending March 2001, Betow operating profit of £29,500,000

no opticns are exercizable; half the options are exercisabie for operating orofit of £29.500.000: proportionately more are exercisable upto

£36,500,600, at which point ali of the options are exercisable.

18.Reserves )
Group ........ Share Protit
............. premium Revaluation and loss

....... account reserve account Total
o T ... SO

At beginning of year 3,566 6,341 74,304 84,211

e FEAINE profit for year 7. 5588 8585
Surplus on revaluation of own sharas o - 89 L SC)

Realisation of revaiuation reserve - (667) 667 -

VVVVVVVVVV Goodwilt - - o —m 11;17” ” 114
Currency transiation difference - (1.698) (1,698)

At end of year 3,566 5,763 78,872 88,301

The cumuiative amount of goodwill resulting from acquisitions in earlier financial years which has been written off lo the profit and loss

account reserve is £10,216,000 (1998: £10,330,000). Currency translation differences include an associated tax charge of £48.000.

The profit and loss account reserve includes the cumulative share of net losses retained by the Group's associated undertaking of

£0E4,000 (1998: £387,000).

Company Share Prolit
“““““““ premium  Revaluation and ioss
........ account  reseve  sccount ot
£000 £000 £000 £000
777777777 At beginning of year o 3,566 456 69.67C 73,692
- - (1.367) (1,367)
rplus on revaluation of own shares : & B
Realisation of revaiuation reserve - {545) 545 -
Currency translation difference - {(1.887) {1,887)
At end of year 3,566 ~ 66,961 70,527




19. Financial instruments
The reasury section of the Group Finance Director's Report on page 9 explaing the sole that financial instruments have had in changing
the risks faced by the Group during the year. The numerical disclosures in this note deal with financial assets and fiabilities as defined by
FRS13. As permitted by FRS13, short term debtors and creditors have heen excluded from all nurmerical disclosures except for the
analysis of net currency exposures. The Group's assets and liabilities denominated in ltalian lire and French francs are disclosed in euros.
a. Interest rate risk

Financial asseils

At 27 March 1999 the Group's financial assets consisted of short term cash deposits, which bear interest at floating rates based on locat

base rates and non-interest bearing receivables due, on average, in three vears.

Non-interest

Currency W-‘F-I';)atlng rate
........................ financial ’“9"?.” bearing receivables
.................... - T

77777777777777 Stering 21,91 3 255

Euro 2,208 633

....... SR 1,062 :
Swedish Kronor 134 .

25,337 888

Financial liabilities

After laking account of interest rate swaps the interest rate profile of the Group's financial liabilities as at 27 March 1999 was as follows:

Currency Floating r?ﬂe Fixed rate Interest free Total
............................. o EMD ...;:000 o
g 5356 3‘930 . .450 s

B e 14,305 29858 - 4,183

S Dollar 58 - - 58
17,683 33,788 450 51,921

The weighled average interest rate on fixed rate sterling financial liabilities is £8.8% over £.2 years and on ewo debt it is 4.3% over 4.75 years.

Floating rate borrowings comprise hank overdraft and foans bearing interest at rates based on the local base rate,

b, Maturity of financial fiabilities

The maturity profile of the Group's financial liabilities as at 27 March 1999 was as follows:

. Non-equity e Hire S 1999 ok

777777777 7 7 Jéﬁs Overdrait p;lﬂrérhasﬂ Loans Totaj Total

"""""" £000 £000 £000 £000 £000 £000

...... Léé;mén oné yéar - R 5,053 333 s,ags : 983

Between one and two years - - 803 - 903 809

7777777777777 Between fwo andfwe years - - 2,055 41,483 43,538 2874
QOver five years 450 - 134 - 584 450

450 6,058 3,930 41,483 51,921 6,116




18. Financial instruments (continued)

b. Maturity of financial liabitities {continued}

The maturity prefile of the Group's undrawn comrmitted borrowing facilities at 27 March 1999, in respect of which all conditions precedent
have bean met, was as follows:

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, Hire
................................................. S S, P
""""""" - co00  £000 00 000
AAAAAAAAAAA Less that one yeéf 7,442 . - 7,442
Between two and five years - 500 6,317 7,017
7,442 500 6,517 14,459

¢. Fair values

Set out below is a comparison, by category, of the book and fair vaiues of the Group’s financial assets and liatlities at 27 March 1998:

e e e e e ..................................... Bmk“';‘s ......... .F-alrvglug
_______ . e e - .50 . Fowo
o Prmcnpal financial instrurﬁéﬁié heid to " 7
_ ....?.ié?‘r.‘?‘?_‘_.'.‘.? Group’s operations e e e e e

7777777 Short term cash deposits 25,337 25,337
.......... Nor-interest bearing receivables _ i 88884

Short term borrowings {6,058) (6,058)

Longterm borrowings . e, (81,083)  (41,483)

Hire purchase (3,930) (4,122)

o Preference shares i ~ {as0) -

Derivative financial instruments heldte

______________________________________________ manage interest rate profile )

interest rate swap - (495)

{25,696) (25,987)

Fair value bas baen derived by discounting Tuture cash flows at prevailing interast rales

d. Currency expasure - profit and loss account

The analysis below summarises the Group's net monetary assets and liahilities that are not denominated in their functionai {local)
currency and therefore give rise to exchange gains and losses in the profit and toss account. The amounts shown in the table take into
account the effect of hedging instruments used to manage these exposures.

 Functional currency of Group operation Steriing Ewo  US Doller Total
......... e — o " z00  eo00 £a00 £000
____________ Sterling R | . B2 - s
................................... e e B o

Danish Kroner (40} 810 - 770

(258) 1,33 182 1,257

The Group had no material unrecognised gains or losses on hedges at 27 March 1999,




19. Financial instruments {continued)

e. Currency exposure - reserves

Detailed below is the Group’s net investment in overseas subsidiaries, together with associated currency translation differences which

arose during the year:

rrrrrr Group net  iranslation
,,,,, - e o 3 Investment  differances
£000 £000

i __ Operating currency net assets )
Euro 70,604 (3,743)
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ... Darish Kroner . e e 5,574 212
Swedish Kronor 389 (5}
___________________________________________________________________________________________ 76,567 {3,536)
Euro borrowings (38,483} 1,886
38,084 {1,650)

Oi the net currency exposure above, £37,133,000 relates to euro denominated goodwill which the Group does not hedge as a matter of
policy. The net currency franslation dfference of £1,650,000, together with associated taxation of £48,000, is dealt with through reserves, see

note 18,

20. Reconciliation of operating profit to net cash inflow from operating activities

1999 1998

................................... o Parestied

........... £cno EDOO

R o lo5s8s 9.507
Profit sharing paid . (1,130) (1,055

777777 ~__ Deprecialion and amorlisation 5,250 4,587
{Profit)floss on disposal of fixed assets (60} B85
___AIncrease)/decresseinstocks (1,800 1,737
Increaseindebtors (2,929) (2,167)

ncrease in creditors 4,120 2,496
Exceptional items - (666)

Net cash inflow from operating activities 14,233 14,498

The prior year's comparative has been restated to include within depreciation and amortisation tooling which is now classified as

capital expenditure.



1999

S ss et
77777777777 £000 €000
Returns on investments and
servicing of finance

AAAAAAAAAAAAA interest received - 3,262 3,176

""""" Interest paid o {428} {79

Interest elemeant of hire purchase payments {424) (195)
2,410 2,802

Taxation N

UK corporation tax 7 (2,429) (3,284)
Overseas tax {509) {634}

{2,938} (3,918

_________  (8,258)  (8049)

Disposal of tangible fixedaggets 393 1,890

AAAAAAAAAAAAAA Dispr\:_)_gglﬂgf other fixed asset investment 851 -
Purchase of own shares {430) (1,020

Purchase of other fixed asset investments - (576)
(7,445) (7,754)

Acquisitions and dispogals N

Purchase of subsidiary undertakings ‘ {69,064) (2,877)
_____________ Net {overdraft)/cash acquired with et
subsidiary undertaking 4] 1,440) 228

77777 Disposal of shares in subsidiary undertaking - 28) {99

Overdraft disposed of with
subsidlary undertaking 531 2
(80,001) (2,746)
Financing
""""" New loans received 43368 -

{oan to associated undertaking

(350

o

Loan repayments {102)
Capital elerent of hire purchase coniracls (7a2) {419
42,175 (429)

Cash flows of acquisitions and discontinued operations were as follows:

e ) Acuisition Discontinued
.............................................. 1869 1909 1598
777777777777 £000 £000 £000
7777777777777777 o Cperating activities 648 (253) 119
Returns on investrﬁent and servibing of finance {s4) ﬁ 41} (23}
R o Tesaior - 103 (48}
Capital expenditure and financial investment (68) (33) (484)




22, Movement in net funds

n MzMarch  Nonowh Exchange AZ7Merch
_________ 1998 Cash Row changes  movement 1999
! S00 £00  £00D €000 2000
Cash 48,579_‘ (23,256) - 14 25,337
. Gurrent assetinvestments 3038 (3038) SR
Bank overdralt (1,142) (5,272} - 356 (6,058)
Bapk Ipans - (43369) - 1,886  (41,483)
Loan to associated undertaking 350 - o 350
Other loans (102) 102 e et e e e T
Hire purchase contracts {4,422) 742 (250) - (3,930)
45,951  (73,741) {250) 2,256 {25,784}
23. Commitments
.................... Group 1998
...... L
_Tangible fixed assets. )
_ Conracted 23 o8
Authorised but not contracted 578 1,206

Neither the Group or Company have any significant operating lease commitments. The Company has no outstanding capital cormitments.



24,

25.

Contingent liabilities

The Company has guaranteed the borrowings of Alloy Technologies Limited. The gutstanding liabilities under this guarantee is £6,930,000
(1998: £5,526,000). The Company also guarantees the borrowings of the Employee Share Ownership Trust. The outstanding liability

under this guarantee is £1,268,000 (1998: £2,000,000).

Pension Scheme

Tne Company operates a contributory defined berefit penston scheme in the UK. The scheme funds are administered by trustees and
are independent of the Company’s finances. The latest actuarial valuation of the scheme was carried out by independent actuaries as at
1 February 1998 using the projected unit funding method. The principal financial assumptions adopted in that valuation were that the
annual rate of return on new investments would be 7.75%, the average annual increases in pensionable salaries would be 6%, the
average annual increase in pension payments would be 4% and the averaga annual ingreases in equity dividends would be 4.75%.

Al the date of the latest actuarial valuation, the market value of the assels of the scheme was £83,044,000. The actuarial value of the
assets was sufficient to cover 111% ot the benetits that had accrued to members, after allowing for expected tuture ingreases in garnings
and pensions. For the purpose of assessing pensions costs this excess of assets is being spread evenly over the weighted average
expected future warking lifetime of scheme members. The charge in the profit and loss account is £1,155,000 (1998: £1,181,600) for the
yaar and the existing prepayment is £1,065,000 al 27 March 1999. The charge in respect of other schemes is £171,000 (1998 £168,000).




26, Related party disclosures

On 22 April 1888 and 30 April 1898 the Group loaned Preston North End ple £250,000 and £350,000 respectively at a markel interest rate.

Of this amount £357,000 including accrued interest was outstanding at the vear end.

Baxi Partnership Limited acts as guarantor of a bank loan to one of the Employee Share Cwnership Trusts. The 1oan facility available to this
trust is £2,000,000 {3998: £2,000,000) and their present borrowings are £1.268,000 (1998; £2,000,000). During the year Baxi Partnership
Limited made a gift of £80,000 (1898: £66,000) to this trust, which was utifised by the trust towards meeling its interest costs.

In accordance with FRS8 fransactions with subsidiary undertakings are not gisclosed where the Group controls 90% or more of the voting

rights of those undertakings.

27. Subsidiary undertakings

The following is a st of principal subsidiary undertakings in the Group.

Baxi Heating Limited

Alfer Limited

Baxi SpA

HS Group A/S

HS Kedler-Tarm A/S

HS Perifai AB

HS France SA

Thermitec Sarl

Application Des Energies Nouvelles SA
Baxi Air Management Limited
Alloy Technologies Limited

*Due to the local statutory reporting requirements of these companies they have different accounting reference dates.

Country of
incorporation
england
Engiand
Haly
Oenmark
Denmark
Sweden
France
France
France
England
Engtand

Holding
100%
100%
100%
100%
100%
100%
100%

95%
100%
100%
100%

Year end
27 March
27 March
*31 December
* 7 April
* 7 April
27 March
27 March
27 March
27 March
27 March
27 March

The principal activity of all companies is the manufacture and sale of heating and heating related products; except for Baxi Air Management
Limited which also manufactures dampers and fan coeils; and Alloy Technelogies Limited, which produces aluminium castings.



Grroup Advisers

Auditers, Corporate KPMG Bankers The Royal Bank of
Finance & Tax Advisers Edward Vil Quay Scotland plc
Navigation Way 175 -177 Station Road
Ashton on Ribble, Bamber Bridge
Preston PR2 2YF Preston PR5 6LA
Corporate Finance Société Générale Barclays Bank plc
Advisers 5G House Management Suite
41 Tower Hill PQ Box 229
London Navigation Way
EC3N 4HA Prestorr PR2 2XY
Nobie Grossart Limited Consuitant Actuaries Watson Wyatt Partners
48 Queen Street Cardinal House
Edinburgh 20 St Mary's Parsonage
EH2 3NR Manchester M3 2LY
Solicitors  Addleshaw Booth & Co. Pension Fund Schroder Investment
100 Barbirolli Square Investment Managers Management (UK) Limited
Manchester M2 3AB 33 Gutter Lane

Londen EC2v BAS



Group Companies

Baxi Partnership Limited
Sceptre Way

Bamber Bridge

Preston PRS 6AW

Telephone +44 {01772 317317
Facsimite +44 (00772 317327

Baxi Heating Limited
Brownedge Road

Bamber Bridge

Preston PR5 65N

Telephone +44 {01772 895555
Facsimile +44 {0772 695410

HS Kedler-Tarm A/S
Smedeve]

6880 Tarm

Denmark

Tetephone +45 9737 1511
Facsimile +45 9737 2434

Application Des Energies
Nouvelles SA

7 rue de la Métrie

B. P62

Montgermont

35762 Saint-Gyégoire Cedex
France

Telephone +33 399 689878
Facsimiile -+33 399 687781

Alfer Limited

Ciub Street

Bamber Bridge

Prestor: PRS 6FN

Telephone +44 {0)1772 626693
Facsimile +44 {1772 695413

HS Perifat AB

Storgatan 50

52121 Falkdping

Sweden

Telephone +46 5151 7110
Fagsimile +46 5151 5513

Baxi Air Management Limited
Unit 20

Roman Way Industrial Estate
Preston PR2 5BB

Tetephone +44 (0)1772 693700
Facsimile +44 (0)1772 693738

Baxi SpA

Via Trozzetti 20

36061 Bassano del Grappa (V)
ltaly

Telephone 139 0424 517111
Facsimile +39 0424 38089

HS France SA

Rue Andersen

67870 Bischoffsheim
France

Telephone -+ 33 388 492757
Facsimile +33 388 504910

Alloy Technologies Limited
BX Building

Farington Business Park
Leyland

Lancashire PRS 1UA

Telephone -+ 44 {01772 900500
Facsimile +44 (8)1772 900509



