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The Group Structure

Baxi Parlnership is made up of three divisions.

AR MANAGEMENT

clean air systems, air handling products
and ventilation systems for domestic,
commercial and industrial markets

gas, oil, and solid fuel
boilers, gas fires and stoves

ENGINEERING COMPONENTS
manufactures high quality cormponents
for Baxi companies and an increasing
number of external customers

Baxi Heating Limited UK market leader in gas fired central heating boilers. Also markets gas and solid fue! fires.
HS Kedler-Tarm A/S A leading manufacturer of domestic heating beilers in Denmark.

HS France SA Boiler distributor and service company.

HS Perifal AB A specialist heating distributor in Sweden.

Application Des Energies Nouvelles SA A specialist heating distributor in France.

AR MANAGEMENT
Baxi Air Management Limited Manuiacturer of ¢clean air systems, fire protection, air handling and heat
recovery ventilation systems.

ENGINEERING COMPONENTS

Alfer Limited Manufacturer of cast iron components.

Alloy Technologies Limited Manufacturer of cast aluminium components.
Landmark Components Limited Zinc die casting and decorative coatings.
Spartek Engineering Sheet metal, surface coatings and engineering components.




ff??

w%ﬁ“

%m -

e awa%%%&i&ﬁ?&%’é&
Qag“é‘*\“‘;‘;\&‘% Sede

i %‘;}% “‘gﬂm wia‘iei‘g‘?rm

m% mmmm m q %\t

) SRR
i

SHSEEERARERENERL

mfmi“‘i”’%ﬁ

ﬁsgam@sz §S§§“
vsm‘gsg 5

%

5

‘“ %E&m e

a, ‘“%o

55 m\ m&%

Q
e “§§ i gmmm

ok

e '“’Q}’axm AT
S R
. m

5

MJ"A@%E“S“

-
. %%s @‘i - .
m,gegﬁa o %\' ‘w& \%“x%ggg‘*\%ggﬁ*&
Q;S - :a i

5 oo \:52
: m L a‘
“%‘*s‘sm e . ‘f%%a §Q§Qa:° {f%
b \ &e:%

o = N\ sb S
i sge “ésv *me\ggfgsa{ m
i ;‘SE‘SW@% % : . 3 th AR ?%\3 i &}i‘s

-

B

e &g
Shidane

e
o
gg QE o )

o
.
S Smmaerena

gg .

; :g: gg”‘&
&
B

:

: £ \
s e e %@
e i - g*é“?%? @% zn%@:ym \:xmmm s m*m 3&;
: ymgﬂmmsﬂ gmm 5 o:g:é?: i 3 5&\\ &gég”%“\m K;Wmﬁk : E”*\
= fmﬁ% ';DJ’“S“WW :* B Eg S : “m b;g\ e

m%

:}t&?\j\’\“ %wq

338“&‘{&?’&1‘:‘\33&3838\83&?\\ \

5

= o - - ‘ ‘
= - “325%"@““%58““““3;% f - - e w‘ §ee‘£§*&‘*§°‘§§s€s&s\asmé§ S
= % ggég*x%zzﬁﬁﬁmm* % ... L
=p 2 e S R %“.QQ\E.@\Q.QN&WMQQ o S
= : o es;w chinie &m}gn HE oy
= 2 2 5 293’” LSRR, = é;x;ﬁvéi%““\%w :M E%

e

= m,gagmm:
animi

et ates,

25805

sl TR
§ i 5;% FEaan e S
- . o
s ! : ﬁ*'%%“’mﬁéié%ﬁ“‘ﬂégé% ok ww;t‘m&s:ﬁ‘%zjﬂ&i‘??@em M §§§ éﬂgixgc
2 S @@B bp s i 3 wmwmmwmmm&%"ﬁ FEEH SRR §W°5WQ‘“§?§W*%%Q¢% ’@z m AR SRR
vaaaaa&’;mwm : ; o s&me.ﬁ::kz,,i’.&z ﬁ“ SR SR
. @&%sgsv . : 0 . - éfmwmm e ‘f“ﬁi.?b%'?g 3 gRont e e : S
Bt : et 30 S g - e 5‘%‘:@ w‘% “%\,\3\, g ¥ RTER
255 : e X Biieiann wgs b
*' o R

“
.
o

24

sm‘%&f Q&ws@ws@w&.@

e

"“"ﬂﬁeaﬁﬁwwgags&@\ﬁﬁasage%
dane
e 3%;393-%0\ S
L
e - AQM W:N?“%ﬁ?ﬁs
°\§\§ o ‘“&%Q\a el
L q\éu q\fksﬂq:%ﬂ%qsggeg
e s{%95%é@&“&%ﬁ‘*@g;@&@ég@;@;@
e 553\%&&%%%3 i §§“®§§§%3§§§3§§%§§

; S
33%, w\a\%%s?&b %%@ Tk
n L
: e : : B - o w&“& db%és‘seﬁigs%s eﬁ@
e - ey i : vem%s o v%%%%
. : . “@*‘““\%&% -

.

o

mgggggjgg%m Nﬁﬁ‘é‘ife e
L L ‘ \a&%‘a&

mﬁéﬁd?m e : o e : : “em babs‘g‘*”‘% i
e - ; ; SeTiranians e : y qsﬁ"% § S L
”g%“%“’“ - i . @@:é;?w E%Z@"x‘%“ i
. : : : W%Wﬁm?aﬁégégﬁ;’ B §§§kh ﬂﬁ%ﬁ% o : isz\

@wi%@m“ .

ey
SR

o

-

R

EM

w,
£
.

f"‘z;;w

o

£

2.
4?’

’Eqﬁn cﬂ%nxcoéq
R3S E
m‘{%@?‘%‘%”“:“\mum
Qﬁ%\\ %f &w@:‘;’\ g

o

.
é e e

W

s

23{5 i
5 o -

2

. i :
B L . G
‘2:2%, SRRl i : -@@sag& S : : hm R 5
iy i = b TR :*{f;;%%as 8
Ty ; b o Egy % i : Q\Qg,q\m%‘g;:wmm He gg§§§gh\\(
%

e o - e a&%&;ﬁ i .
. ohiedng . o -
& St e i3 o : o “\h & \WQ%Q §§q§§§§§§?§%\?‘* 335335%3“ ;3%323
St ey et 3 : - m&&@%ﬁﬁﬁﬁ%ﬁﬁgﬁﬂgggs
2 R R T e RNt &
e S e ‘“¥§§:§§3§3$&°§3§§§%\ 4
e :assi&&@@ﬁﬁg
Hh Wgagsg&*\g} e
e S \%E‘g%ﬁﬁ%sa@é*s%%t%ﬁs
e Seriiae S ”3\255%3:;3 Sniei it
e S R e
T e
. gg%%s%%%ﬁsgx‘ﬁgésggﬁsgsﬁgém@x |
2§z§§ b%@%ﬁ&%&*& Sreaaaen
3%“ L
G bséb‘*W&ns -Q ‘
zmnamamm\aﬁé%é%%“&“&‘{é%%%yﬁ%gg% 5
: e : « "*‘5’2?:;%”“‘““*‘“??"‘““\“9&3
i e Ao ..
e e S 7R : %&fki&“@w“‘“
: SEEE S SRR sbﬂgﬂbwh
| .ii:fl\"%ign\;em%g% e . ‘a
3838%“83\5%2a‘ik‘iéﬁk%ﬁﬁ‘%&&, R 9 %o? 3% Q
B U 3§§§§Q§ S
E§EEEiE§§§S§§§v“§§g%i§g%§3§2\§:“‘%é‘éﬁﬁiﬁig%fs-ia‘a‘;&*é&ﬁs%ia
. s
L

& ‘?’“&g:”?as?im@ .
%‘% s%%a%f*‘;g“\if‘%’
%@%{%;WW o

\»::vw

=

dan
e
%‘?ﬁ

iy

s

s 9§§ e
.
L

o

.

3k
EREET

é

’nigg‘wé% é"

*%gq% G ;W
s “2:%:%“ s
ib‘ﬁ“‘gam e &v
L %“\;5 %5331&‘3&3“*@& ‘:\
S s*i*‘*sfﬁss\ss\sggs «sgs s
T B L
s R

§§§§$§Q - mm ii

“;;mm 'm ”

mww i a . ﬁb

B
a% 5 SRR Ay ngg \fu
= e : R R 2 aggb i
ot ; . §§5w 5t j fa - B ?‘s’% P \ 5§3‘§§§ v;;b&‘g”g‘%“
e e : ! : “m%%-"*” “&*sisisisa\ae X% i?@s Ml

e . %&Q nha - m%%&

: hﬁ%‘%m :
: o s 2 G mxn\nxn\m 4 N z@b_g 5g-3 ¢ B ooRs)
. Egmﬁaﬁ L : i e - ém% b\?@%\mﬁ -

s

F’?E? 2

?}oynx:u.nm

c
TR ,ém

%

5

2

-

e %\% 5

Sk w%gv“’ﬁ’s%%‘gé%{:g%&%%v &
ey

2
o
il

b

2

S
:
:

?
e
5
)
-
:;g‘g &‘2—5
i
%ﬁ i
%
pi

Lo
g A e e
ﬁfg é%%*?%?%&:%ﬁ’ i i o
L : e S S B
e e T st 5 £ e ey
e e{@ e : FEe S o ‘xgggxg?.gﬁgge%m e “g%éﬂ Qfa?&a%&a%gh‘%\zﬁ =
B S5 Qmaxax Shanians & o Ba! . e e ‘983‘3‘3 «n\?‘sgs ﬁ% &
R 3345%% ﬁm 7 : idke e g 5 e -“-” 1233“ ‘g@s i 3%;‘&5%%,\ ‘“W\ *‘fﬁ s Sentmi e el Q‘?%?sﬁs Shade
ey ,”% o o S : Sty i ngm wu i - oy “Wq“ssa;&, wssg@
L o %& %&@sﬁ*&é&%‘w L
gs §§§s i seh \w ST q"gﬁgsgf*m*ms f‘;
g s el ‘s* 3%} sM
= “s‘;sw % &w&sh m“ 5
. ‘\3 =

- Ea&%‘*\“&\“@: %?%%W“f‘»‘g‘:“@;ﬁk

e “&%'\iw Hinhnmamuanae

e foaans °§\w t“"“ \"i%’é%{;‘ﬁ 2 @gf‘é&\%
o Sl

;
e

8




Baxi has made real progress again this
year with operating profit increasing by 5.3%
to £9.5M and sales increasing by 1.5%

to £102.8M.

Our business strategy is to focus the Group
on our core businesses. This means that

we are concentrating on developing our
Heating and Air Management divisions,
supported by our Engineering Components
division. We aim to grow both organically
and where appropriate by acquisition. Good
progress has been made this year towards
these goals.

We want the structure of the Group to
encourage each division to achieve its full
potential. With this in mind, the directors
and managers of each division have been
given greater responsibility and freedom of
decision making, and the Group Board
has been streamlined.

The Councils, which provide the oppor-
tunity for all employees to participate
and to influence decisions, have also
developed well in most areas. As another
step in strengthening this system, we are
now going ahead with the appointment of
an Employee Director, who will carry the
employee perspective into the Group
Board’s decision making.

Chairman’s Statement

We wish to encourage long-term share owner-
ship by employees directly and through

the employee benefit trust. Progress was
made in developing the constitution of the
trust which holds most of Baxi’s shares on
behalf of all employees and the decision
was taken to appoint an Employee Trustee.
Philip Baxendale is actively involved as a
trustee, and we were delighted that he was
awarded the OBE in the New Year’s honours
list. I am sure everyone will join me in
offering him our congratulations.

Everyone who works in Baxi can feel justly
proud of the contribution they are making
towards our vision of long-term prosperity
for the Group, success which has continued
into the start of the new financial year.

A

David Erdal Chairman




Chief Executive’'s Report

Last vear | said, “1997/98 will be a difficult year as we anticipate
tough competition in the heating market and the challenge

of a strong currency” Those words were indeed prophetic; the
heating market was tough and the UK’s currency was
stronger than anyone expected. Despite these challenges the
Group had another good year. Turncver again exceeded
£100M, operating profit advanced by 5% 10 £9.5M and the Group
generated net cash from operating activities of £12.6M.

Strategic focus

The Group’s strategy is to make products which
create a comfortable environment in the home.
Baxi has been heating homes for over sixty years,
first with solid fuel and since the 1960's with gas.
But heating is only one component of home
comfort. Clean, fresh air is essential for health and
comfort particularly if it can be provided in an
energy efficient manner. That is why the Group is
developing its Air Management division and

has recently launched the Baxi Clean Air System.

~ The Group’s three divisions are now focused
on making their contribution to the Group’s overall
strategy.

Turnover of the Heating division was up by 3% at
£79.9M despite the impact of the strong pound.
Operating profit grew by 9% to £10.7M. The Group
performed particularly well in the UK where
market share increased. During the year the Group
acquired Application Des Energies Nouvelles SA
(ADEN), a specialist heating distributor in north
west France, in order to improve market access

for its products. Further initiatives are planned to
increase market shave in Europe.

Radical changes took place in the Air Management
division in order to focus further on the domestic
market. Gradwood Limited, a small company
involved in the design of industrial heating and
ventilation systems was sold to a management led
team and from the 28 March 1998 the division
commenced trading as Baxi Air Management Limited
with its headquarters at a new factory in Preston
close to the M6 motorway, The former Packaged Air
Conditioning Equipment Limited factory at Shipley
was sold and the former Advanced Design &
Manufacture Limited factory at Bradford closed
down. In addition to the new f'actm‘y at Preston, Baxi
Air Management has a factory in Whatstable, Kent
where it continues to manufacture fire dampers and
fan coil units. Turnover for the division increased

by 8% to £11.9M and broke even before restructuring
and start up costs of £0.6M. The Baxi Clean Air
System, to which I have already referred, is the first
of a product range designed to provide clean air for
homes in 2n energy efficient manner

The businesses which make up the Engineering
Components division are important suppliers to
Baxi Heating and Baxi Air Management. The
Group acquired fuil control of the Alloy Technologies
Limited’s {ATL) aluminium casting business by
purchasing the 50% of equity held by Brembo SpA.
This move was made following the successful comnis-
sioning of the new factory in Leyland, Lancashire
and enables the Group to control this unique process.
Excluding ATLs results, turnover was up slightly

to £22.8M and the division achieved an operating
profit of £0.4M.

Financial results

Overall the Group turnover was up 3.5% on contin-
uing businesses. Sales outside the UK represent
26% of turnover, The Group made an operating profit
of £9.5M, an increase of £0.5M compared with last
year. Profit before tax and profit sharing was £0.3M
lower at £10.8M.

Net assets at the year end were £85.2M. The Group
generated £12.9M of cash at the operating level
and invested £6.4M in tangible fixed assets across
all three divisions.




Employee ownership

The Group continues to support growth in employee
ownership through investments by its employee
ownership equity fund. Before the fund was
established the Group’s main support for employee
ownership was through its ownership of Barrhead
Sanitary Ware Limited, a company trading in
Scotland. This investment absorbed significant
management effort at a time when the Group wished
to concentrate on its core businesses. Accordingly
the company was disposed of during the year to

a management led team. Further investmenis will
only be considered where they meet sound
investment criteria.

Community

The Group supports many community projects
butisbest known for its stewardship of Preston North
End ple.

In June we had the honour of welcoming HRH
The Prince of Wales to Deepdale to see the progress
made since Baxi became involved in 1994,

Employees

Itis the Group’s policy to distribute a proportion of
profit to employees. UK employees recetve their
profit share in cash or shares and overseas employees
in cash. When Philip Baxendale established the
partnership in 1983 he hoped that partners would
retain shares and be able to cash them in when they
retired, and perhaps be able to cash some of them
in at other times, In practice the number of people
retaining shares has been disappointing, due in
part to the erratic share price performance. The
Group Boeard and Group Council wish to ensure
lasting share ownership consistent with Philip
Baxendale’s vision. For this reason, additional
measures have been introduced during the year.
These measures include a new discretionary share
bonus scheme for managers (which has replaced
the previous cash bonus arrangements) and the
introduction ofa share option scheme. Unlike similar
schemes operated by many companies, everyone
will have the opportunity to receive share options
and the benefits the scheme is capable of delivering
are closely linked to long-term profit performance.
Itis hoped that these measures will encourage more
lasting share ownership.

At the end of March, Howard Hammersley, Group
Marketing and Planning Manager, retired after 37
years with the Group. Howard joined in 961 as the
company’s (then Richard Baxendale & Sons Limited)
first graduate trainee. [ am sure you will join me

in wishing Howard a long and happy retirement.

The average number of people employed was 1,298
{1997: 1,319).

Corporate governance

With the full implementation of the divisional
structure, some changes have been made to the way
the Group is run. An Operations Board has now
been established, consisting of the most senior
executives of the Group. In consequence the Group
Board has been reduced in size and now consists of
the four non-executive directors, the Group Finance
Director and me.

The Company Councils, Employee Directors and
Group Council continue to grow in stature and make
an important contribution to the Group. I would
like to thank everyone involved in our representative
structure, which I believe is one of the Group’s
unrivalled strengths,

Future outlook

This year the Group delivered good financial results
despite operating in highly competitive markets

and despite the pressures of a strong currency. This
performance gives us the confidence to pursue
opportunities to increase our presence in European
heating markets and to further our Air
Management business.

Bru‘an Qrevn

Bryan M Gray Chief Executive




Group Finance Director's Report

The results and financial position of the Group reflect progress
on all fronts of the business. The Group is well placed to pursue
opportunities for growth both organically and by acquisition.

Trading results

Group turnover was £102,8M (1997: £101.2M) an
increase of 3.5% on continuing businesses, with
increases in all divisions ranging from 3% to 8%. Sales
to overseas customers accounted for 26% (1997:
27%) of turnover, with 16% (1997: 18%)} of sales
originating outside the UK.

Gross profit was £31.4M (1997: £30.2M). Gross margin
was 30.5% (1997: 29.8%). The increase in gross
margin was mainly due to exceptional redundancy
costs of £0.9M last year.

Distribution expenses were £13.2M (1997: £12.7M).
The increase was mainly due to higher marketing
costs of new products and the prior year acquisition of
Advanced Design & Manufacture Limited.

Administrative expenses were £8.6M (1997: £8.5M).
We continued the development of our management
information systems, in particular rolling out the
Movex business system across the Group.

Group operating profit was £9.5M (1997: £9.0M), an
increase of 5%.

The strength of sterling has adversely affected the
export business of the Group’s cast iron foundry.
Sterling’s strength has also affected the translation
of the trading results and net assets of overseas
subsidiaries.

Interest

Net intevest was £2.9M (1997: £2.3M} representing
an average return on investments of 6.5% (1997:
5.7%). The increase reflects the upward movement
in UK base rates.

Profit on sale of fixed assets

The profit on sale of fixed assets of £0.5M relates to
the sale of patent rights to Alloy Technologies Limited
whilst it was an associated company.

Associated companies

The investment in PNE is accounted for as an
associate and the Group’s share of'its loss was £0.3M
{1997: £0.1M}.

ATL has been accounted for as an associated
company up to October I997 and the share of its loss
to that date was £0.4M (1997: £0.6M).

Acquisitions

On 23 October 1997 the Group acquired the 50% of
ATL owned by Brembo for £1.6M. The goodwill
arising on the acquisition of £1.4M has been written
ott directly to reserves. ATL is now a wholly owned
subsidiary and its results have been consolidated
from 23 October 1997. The operating loss of ATL
included in the Group's results from 23 October 1997
was £0.7M. Combined with the Group's share of
ATLs loss as an associate of £0.4M, the total loss of
£1.IM in respect of ATL reflects the Group’s
investment in this technology as set out in the
Engineering Components’ division report.

In December 1997, Application Des Energies
Nouvelles SA, a specialist heating distributor in north
west France, was acquired for £0.7M. The goodwill
arising on acquisition of £0.4M has been written off
directly to reserves.

Disposal of Barrhead and Gradwood

In October 1997 Barrhead was sold to a management
led team, During its tinte in the Group Barrhead
had absorbed significant amounts of management
time and resources and had consistently made
losses. Although the consideration received for the
shares was nominal, the sale provides a mechanism
to recover loans made by the Company to Barrhead,




albeit over a number of years dependent upon the
success of Barrhead. No value has been attributed
to the ultimate recovery of these loans in the financial
statements. The loss on sale of £0.8M includes £0.4M
of goodwill previously written off to reserves.

In January 1998 Gradwood was sold to the manage-
ment team. Consideration on the sale was £0.4M
and a Group loan of £0.3M was repaid at the date
of sale, and a further £0.1M has been deferred. The
loss on sale of £0.5M includes £0.6M of goodwill
previously written off to reserves.

Profit sharing

Profitbefore profit sharing was £10.8M (1997: £11.1M).
The reduction is due to the loss on sale of
Barrhead and Gradwood. Profit sharing of £2.2M
(1997: £2.1M) has been provided to reward the
achievements of the year.

Taxation

The effective tax rate for the Group was 39.8% (1997:
37.7%). The increase in the tax rate is due to the loss
on disposal of Barrhead and Gradwood, which is not
eligible for tax relief.

Earnings per share

Basic earnings per share fell to 88.6p (1997: 98.5p).
After adjusting for the impact of the loss on
disposal of Barrhead and Gradwood and the profit
on disposal of fixed assets, headline earnings per
share rose 10.5% to 106.2p (1997: 96.1p). This was
due to improved trading and a better return on cash
investmentscaused by higher UK interest rates.

Cash flow

Operating cash flow was £12.9M (1997: £19.1M).
Although reduced from the exceptional level of 1997,
current year operating cash flow was satisfactory
and included £9.5M of operating profit and £2.1M
from the movement in working capital.

The overall increase in cash during the year before
short term investments and financing was £3.0M
(1997: £12 4M). Major items of expenditure were
capttal expenditure £6.4M (1997: £2.5M}, acquisitions
£2.7M (1997: £34M) and taxation £3.9M {1997: £2.4M).

Financial resources

The consolidated balance sheet remains strong
with liquid investments and cash balances of
£50.5M (1997: £48.0M) and net assets of £85.2M
{(1997: £82.2M).

Treasury

The objective is to maximise the return on investment
ofour liquid investments and cash balances whilst
ensuring that the capital value is fully protected. Also
hedging has taken place on certain foreign
Currency transactions.

Medium terim funds totalling £31.7M at the end of the
year were invested according to specific guidelines
and objectives by our fund manager | Henry
Schroders & Co. Limited who have replaced PDFM
Limited. Other liquid funds are managed in-house
within guidelines approved by the Board.

Year 2000

Acommittee hasbeen established to review the impact
of the year 2000 on the Group’s computer based
systems. The Group’s key computer systems are
believed to be year 2000 compliant and action plans
have been put in place to deal with other non-
compliant systems. Whilst it is not possible to
guarantee that the year 2000 problems will be elim-
inated we believe that the Group will be appropriately
prepared. The cost of implementing the action
plans is not significant.

Summary

The results and financial position of the Group retlect
progress on all fronts of the business. The Group is
well placed to pursue opportunities for growth both
organically and by acquisition,

/O(W»—bm

John Acornley Group Finance Director




Heating

Peter Johnson Managing Director

The Heating division supplies both the UK and mainland
European markets from its facilities in Bamber Bridge,
Lancashire and Tarm in Denmark. The activities of the HS
Group, which were acquired in 1993, are being integrated with
those of Baxi Heating in the UK. Ullimately all products scld
will carry the Baxi name.

The UK market

In the UK, Baxi Heating supplies a complete range
of gas boilers through leading builders’ merchants.
The UK market for gas boilers increased by 2.8% in
1997, 1‘esulting in a total market of 915,000 boilers.
Baxi Heating’s market share improved for all
products and its strong position in the back boiler
market was strengthened by the launch of new Baxi
Bermuda inset models. Baxi Heating has a small
share of the combination boiler sector which accounts
for41% of the total market. The company’s share is
set to improve tollowing the launch of the Baxi
Bahama, a new product designed and developed in
consultation with merchant customers and installers,

Although Baxi Heating has supplied the UK gas fire
market for marny years, its previously limited
product range was much enhanced in 1997 with the
Jaunch of no tess than ten new gas fires. Baxi Heating
is unique in the industry in having its own show-
rooms within independent gas retailers. The success
of this strategy together with the new products
accounted for a significant growth in this sector.

The initiative to achieve world class status continues
ensuring constant improverment and efficiencies.
Aspartofthis initiative Baxi Heating was re-accredited
as an "Investor in People”,

The European market

In continental Europe the division trades as HS
Group through subsidiaries in Demmark, France and
Sweden. HS Group manufactures a wide range

of floor-standing boilers powered by oil, gas,
biomass and solar power. Sales increased in France,
primarily through the acquisition of ADEN, a
specialist heating distributor of boilers in north
west France.

Financiai performance

Turnover for the division was £79.9M (1997: £77.3M).
An increase in turnover in the UK was oftset by a
fall in European sales when converted into sterling
due to the strength of the pound. Operating profit
for the division increased by 9% to £10.7M (1997:
£9.8M) principally due to improved efficiency and
overhead control.

The future

Baxi Heating is a founder member of the Central
Heating Information Council, which both promotes
high siandard of training for installers and provides
advice for consumers, The division also supports
industry initiatives to improve energy efticiency and
is always striving to improve boiler efficiency, which
has positive environmental benefits. The division is
investing heavily in product development with
several important new product launches including a

condensing boiler planned for the coming year.
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Air Management

Chris Droogan Managing Director

The significant restructuring referred to in last year's report was
completed during the year in order to reposition the division

for the future. Anew factery was acquired in Preston close to the
M6 motorway. The new managsment team is now based at
Presion where the Baxi Clean Air System will be manufactured.
The “Actionair” industrial range of damper and fan coit units
will continue to be manufactured at Whitstabie in Kent.

The Air Management division sefls products for
domestic use and also products for industrial and
commerctal use. In the domestic sector the division
has identified an opportunity te market products
which improve the quality of the air we breathe
through energy efficient ventilation. The acquisition
of Advanced Design & Manufacture Limited in
1997 brought patented technology, which has
enabled the Baxi Clean Air System to be developed.
Modern homes which are well insulated suffer from
stale air, condensation and airborne pollution. The
Baxi Clean Air System can be applied to a single
rooin or a whole house. The system has recently been
awarded the British Allergy Foundation’s
prestigious seal of approval.

The Baxi Clean Air System was test marketed in 1997
and will shortly be launched nartionally. In addition
to the domestic environment, the systemn can be
applied equally to commercial premises such as shops
and offices.

The division’s industrial and commercial product
range includes dampers and fan coil units sold under
the “Actionair” brand name. Exports are significant
for these products and the number of overseas
agencies was extended during the year.

Financial performance

Excluding Gradwood, which was sold duving the
year, turnover for the division increased to £10.8M
(1997: £9.4M). This increase was due to growth in
sales of Baxi Clean Air Systems.

The division incurred an operating loss of £0.6M
(1997: £Nil). The operating loss was after charging
restructuring costs of £0.6M.

The future

Following the restructuring during the last two years
the Air Management division is now well positioned
to increase its presence in both the domestic and
industrial markets. The Baxi Clean Air Systemn builds
on the reputation and recognition of the Group

as a supplier of heating products, while creating a
new market opportunity. The division’s "Actionair”
industrial products are market leaders in their
sectors and continual re-engineering enables them
to compete in world markets despite the strength

of sterling,
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Engineering Components

David Cook Managing Director

The Engineering Components division exists primarily to
provide the Heating and Air Management divisicns with key
engineered products. Sales to Group companies are
balanced by external sales in order to improve asset utilisation
and to keep in touch with developing technologies. Product
is transferred to Group companies at market prices.

Alfer

The Group’s cast iron foundry, Alfer, increased
turnover to £12.5M (1997: £12.3M), of which 58%
vepresents sales outside the Group. Gastings to the
value of £6.2M were exported despite sterling’s 119
appreciation against relevant continental European
currencies. Profit margins were reduced in order

to protect volumes. The result was that an operating
Joss of £0.2M was incurred (1997: £0.2M profit).

During May 1998 a rationalisation programme
was announced following a reduction in the level of
export business.

A strategic review was undertaken of the foundry
business and plans are now in place to enable

new business to be won and to substitute low margin
export business with higher margin work,

Spartek

Spartek Engineering had another successful year
with the Group's sheet metal, surface coatings and
engineering components business turnover
increasing to £8.0M (1997: £7.5M). Whilst external
business is still small at around 4%, good progress
continues to be made in securing business outside
the Group. There was continued emphasis on
materials management and production planning
systems and this has resulted in major improvements

in service levels to all customers. Operaiing profit
increased by 32% to £0.9M (1997: £0.7M).

Alloy Technologies

The Group has a major investment in the develop-
ment of aluminium casting technology through
Alloy Technologies Limited. This technology is seen
as fundamental to the development of the Heating
division. Patent protection has been achieved in
Europe and the USA. ATL is now a wholly owned
subsidiary. The new Leyland factory opened in June
1997 and the first aluminium heat exchangers for

the Heating division were produced in December
1997. In addition to applications in heating products
there is a major opportunity to supply aluminium
castings for the automotive sector and orders have
been secured from this growing market,

The investment made in this technology resulted in
a total operating loss of £L1IM (1997; £0.6M) of
which £0.4M (1997: £0.6M) was incurred whilst the
company was an associate.

In view of the investment made in ATL it is now
vital to commercially exploit the technology by
volume production of high quality castings both for
the heating and automotive sectors.

Landmark

Landmark Components Limited, the Group’s zinc
diecasting and decorative coatings supplier,
maintained turnover at £2.4M (1997; £2.4M). The
recent investmnent in modern diecasting plant

has significantly assisted the business in tendering
for new external business and there exists major
potential for growth, particularly in the automotive
sector. The result was that the company achieved
break even, a similar result to 1997,

Financial performance

Overall turnover for the Engineering Components
division was £22.9M (1997: £22.3M) and an operating
loss of £0.3M (1997: profit £0.6M) was achieved
which includes the £0.7M operating [oss of ATL as
set out above,

The future

Whilst progress was made on a number of fronis,
market conditions continue to remain demanding for
all of the Engineering Components businesses.
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Partnership, Empioyee Ownership & Community

Group Council, Company Councils and Employee Director

Last year's report explained the structure and roles of our
praesent system of Group and Company Councils which is the
latest stage in an evolutionary process which traces its
origing back to the Baxi Works Councii of the 1960s. Whilst
the practice of industrial democracy within the Group has
improved beyond recognition since then, and particularly so
since the adoption of the present structure, the effect has
been tc make the job of Company Councitler or Empicyee
Director more demanding. We are grateful to them for the
sense of responsibility that they have brought to their roles and
for the way in which they have continued to recognise that
business decisions made with future success and the interests
of all employees in mind are not always popular among all
groups of employees.

During the year it was decided to enhance the representative
arrangements by appointing an Employee Director to the
Group Board.

Training and development

Commercially focused training and development
continues to be a strategic theme for the Group as it
keeps pace with new technology and methods of
operation and grows its skill base for the future.
Senior business managers have taken part in business
education programmes run by local universities.
Performance review and appraisal procedures
continue to be developed. The Group continues to be
committed to the Modern Apprenticeship Scheme
and the training and development of young people.
Plans are in place to recruit further apprentices
and management trainees in the current year,
Investors In People accreditation was achieved for
the second time in both Baxi Heating and Spartek.

Employee ownership

The company has a minority shareholding in Capital
Strategies Limited, a corporate finance house which
provides advice on all aspects of employee ownership.

The employee ownership investment fund, which is
managed by Close Investment Management
Limited, has invested £0.5M in Tinsley Foods Limited
during the year, taking the total investments of the
fund to £1.0M.

Community

The Group continues to hold 41% of Preston Noith
End plc; a tangible expression of its commitment to
the community local to its main manufacturing
facilities. Whilst the season just ended was a disap-
pointment, given the promising start, Baxi's profile,
both locally and nationally, was raised through the
extensive exposure of the name through the Group’s
sponsorship of the club.

The policy of the Group Board is to encourage each
Group company to have an involvement with the
local community. In addition, many of the Group’s
employees play important and active roles in the
community and the Group’s contribution included
donations of £35,000 to charities during the year




e

S el jt‘%@pﬁ?w

: e G
‘dgg;ﬁ”%%é@‘ 258 il = h ey

e - P 4'%-}; E

.

o

et

5

St
o

g
-

i

.

S

R R 553

-
i

S SR R e
Sremmielen e e
- o

o 2
e
:

FitoroRcy

KRR H
Fofararsiy

mamil e b
Snestaita s

roes
-

o s LA

L R

Fi)

i

.

e

-

SR




= 3 T St V
@@%ﬁ@mé i ; : i ik - : : : \sz;g;%?: aes‘%
o K2y : oAt i Tedaelt
o - e : - . %g

5 %&qﬁwm :

e ?’%’*ﬁ?{gﬁﬁ%ﬁ%g

SR
i

BEEE m%:q

3 m& S

ﬂev‘ﬂs%ss::%

‘33“’3‘:’& i

LA

et Qgﬁ\i&%ﬁ\wﬁ%

%@“‘%f%% o mé?&%@m . gm%h 1
- ;‘%{ m‘;‘f"“m i

%3%%*{‘&‘:“; h = \

qﬁ"b&
“\l&&&
W P S

%w&

h
:

R e
@ .

,ﬁ?
A

.e'gs;f’ /

-w *fj‘*&i%‘i@‘%ﬁ
$ A

.

s

o

e
.

s

3
§
&
3“3“%

.m b i 3 W 2 ARt
s - - %*‘%a§§§*§%

il
=

S
h\%sqﬁq :
e

e
.

. @‘i,
L b

\% “B
o %@
&ﬁgm%% ‘&jﬁéam

Q QyQ \fs T ‘2 ﬁ
ww;a;s%% SER %39 035 S

'\335““\%

o ,«,f&, ve “%, B m}&
3& mmm ‘w“gg‘\g h* 55 \ EQQQEQ :?%Q
%ﬁ - @ﬁ“‘@éﬁw% “%?s‘ﬁﬁsve -
mw? zmm“ hhabbb gg% hs e
S L2 We@s 3, v@,‘Egﬁ gg%%\sfbg“
L %ﬁﬁ o
3 ﬁ ok ?ﬁ%m .

‘mﬁﬁﬁq
W‘a

heh vwsv“@&gﬁ%x&
‘ss‘ o

@g s‘aw .
f:ws . ﬁ%&%&w‘% o
o

’“é?s: N ":%\
ﬁ%?;%g;\% jf%w

4 Sksraniove 3 3
i - o e §g§ e : e ‘ -
s S 5 o s L “
Wﬁ%ﬁ&%iimﬂs - e b M - e L e »
o m,mggn e éqém“q_%xggg SW e : ggé;ggg % e s @%éa%?\ é%“g%:gggﬂ %\%& ‘m}@\s\m\‘%@ e
- . i - - . v‘?‘%‘;\« -
s%mﬂmﬁssszm 2 fteie Sreriaels ik 2 W 9& moaw %%ggg‘ég%;g g@ w %m%;gv mé e
SR T = : = e R e e e u\ba S

mm&%%&%




Solicitors

Auditors, Corporate
Finance & Tax Advisers

Consultant Actuaries

Corporate Investment
Managers

Addleshaw Booth & Co.
100 Barbirolli Square
Manchester

M2 3AB

KPMG

Edward VIl Quay
Navigation Way

Ashton on Ribble, Preston
PR2 2YF

Watson Wyatt Partners
Cardinat House

20 St Mary's Parsonage
Manchester

M3 2LY

J. Henry Schroder

& Co. Limited

Senator House

85 Queen Victoria Street
London

EC4V 4EJ

Pension Fund
Investment Managers

Employee Ownership
Fund Managers

Bankers

Group Advisers

Schroder Investment
Management (UK) Limited
33 Guiter Lane

London

EC2V BAS

Close Investment
Management Limited
12 Appold Street
London

EC2A 2AA

Royal Bank of Scotland plc
175 -177 Station Road
Bamber Bridge

Preston

PR5 6LA

Barclays Bank plc
Managerent Suite
PO Box 229
Navigation Way
Preston

PR2 2XY




Corporate Governance

Compliance statement
The Group coniplies with all the provisions of the
Cadbury Committee’s Code of Best Practice.

The Board of directors

The Board of directors currently comprises two
executive and four non-executive directors, two of whom
are independent, and meets at Jeast every two months
during the year. A full schedule of matters is reserved
for the Board's attention, but it is primarily responsible for
overall Group strategy, approval of major capital
expenditure projects and consideration of significant
financial matiers. The Company Secretary is available to
advise all Board directors and attends Board meetings.

Audit Committee

The Committee consists of non-executive directors,
The Committee meets at least twice a year, with the Group
Finance Director and external auditors in attendance.
The Comniittee is responsible for agreeing external audit
plans and for reviewing and reporting to the Board on
the interim and annual financial statements.

Remuneration and Appointments Committee
The role of the Committee s to determine the
emoluments of the executive directors and senior managers
and to make recommendations on their appointment.
The Committee consists entirely of non-executive directors.
A full report of the Committee is included on pages
1910 21.

Internal financial control
The Board has overall responsibility for the Group’s
systems of internal financial control and has reviewed
their effectiveness. The systems of internal financial control
are designed to provide reasonable, but not absolute,
assurance, against material misstatement or loss,
They include:
+  the setting of annual budgets;
+  monthly reporting of financial performance by
operating conipanies;
»  monthly meetings of a Board sub-committee and senior
Group executives to review business performance and
key operational issues;

«  formal capital authorisation procedures;
+ clearly defined revenue expenditure authorisation
procedures.

Additionally the Group maintains an Accounting
Guidance and Internal Control Manual, which all subsidiary
companies are required to follow.

Going concern

The directors consider that the Company and the
Group have adequate resources for the foreseeable future
and therefore continue to adopt the going concern basts
in preparing the financial statements.

Statement of Directors’ responsibilities

Company law requires the divectors to prepare
financial statements for each financiat 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
them consistently;

*  make judgements and estimates that are reasonable
and prudent;

» state whether applicable accounting standards have
been followed, subject to any matevial departures
disclosed and explained in the financial statements;

+  prepare the financial statements on the going
concern basis unless it is inappropriate to presume
that the Group will continue in business.

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 financial 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.
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Report of the Remuneration and Appointments Committee

Composition and role of the Remuneration

and Appointments Committee

The members of the Remuneration and Appointments
Committee (the Committee) are NCD Kuenssberg
(Chairman), D E Erdal, T C Campbell and A G Thomas.
The Committee is responsible for recommending to
the Board the emoluments of the executive directors and
senior managers and for recommending the appointment
of directors, The fees payable to non-executive directors
are determined by the Board.

Remuneration policy

The Committee’s policy is to remunerate executive
directors and senior managers at competitive rates
for delivering Group performance which will ensure the
vision of long term prosperity is achieved.
(a) Executive Directors

The remuneration package for executive directors

cOmMPprises:

(i) abasic salary which is reviewed annually, having
regard to information about remuneration
levels in companies of comparable size and with
similar manufacturing businesses.

(i) an annual performance-related discretionary
share bonus. Half of this bonus depends on the
degree to which individual objectives are met
and the other halfis dependent upon the degree
to which profit targets are met. Like other UK
employees, executive directors receive both the
equal and the Company-specific allocations
of shares made under the Group’s profit sharing
arrangements.

(ii1) use of a car and fuel {or an allowance in lieu)
and private health insurance for the director and
his family.

{iv) membership of the Baxi Partnership Pension
Scheme {the Pension Scheme) or 4 contribution
to a private pension.

(v) participation in a Long Term Bonus Plan (LTBP).
Fach year, the Committee makes a provisional
award of shares with a value of up to 30% of the
director’s basic salary. Three years later the
Committee considers Group and individual
performance during the period against the
Strategic Plan. In the light of its assessment, it

(b}

(©

makes a final award of shares. The number

of shares finally awarded is not more than the
number provisionally awarded less shares equal
in value to the income tax payable by virtue

of the final award. The shares finally awarded
must be left in an unapproved Employees’ Share
Scheme for three further years before the
director is free to offer them for sale. BM Gray is
the only present director to have so far received
benefits under this plan.

(vi) participation in an Inland Revenue Approved
Company Share Option Plan (CSOP) adopted in
March 1998 and open to all employees who satisfy
criteria set in accordance with the plan, Awards
of options under the CS0P have been made
subject to a condition which makes the number
of options exercisable dependent upon
cumulative operating profit over the three years
ending March 2001.

(vii) parucipation in the Company’s Savings Related
Share Option Scheme 1992 (the SAYE Scheme)
on the same basis as all other employees may
participate.

Non-Executive Directors
The fees payable to non-executive directors are

determined by the Board within the toeal limit set by

the Company’s Articles of Association. Non-executive
directors derive no other benefits from their office;
they are not eligible to participate in the Company’s
pension scheme and they do not participate in any

of the Company’s Share Schemes.

Service Contracts

(1) in July 1997 the Committee revised its policy on
directors’ service contracts by deciding that
future contracts should not be terminable by the
company on more than 12 month’s notice.
Previously the application of contract periods in
excess of one year had been considered
appropriate to recruit and retain key executives.
Presently the executive directors are serving
under contracts providing for two years notice.

{i1) the non-executive directors serve for terms of
3 years, but otherwise do not have service
contiacts with the company.
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Report of the Remuneration and Appoiniments Committee (continued)

Directors’ emoluments

The emoluments of the executive directors for the year were as follows:

BM Gray*

JK Acornley**
DE Cook***
CJ Droggan®**
PR Johnson***
L King

**  Appointed as a director on 20 May 1997

=% A director until 16 March 1998

T Amounts represent the value of shares allocated in August 1997 at £4.05 per share,

Share
bonus
Cash and profit Pension Total Total
Salary Benefits bonus sharet contributions 1998 1997
£ £ £ £ £ £ £
120,917 12,989 19,180 84,455 21,715 259,256 158,629
69,314 10,988 - - 6,090 86,392 -
59,290 7,196 - 17,666 5,475 89,627 6,447
59,290 4,515 - 21,886 5,475 91,166 15,489
79,054 5,434 5,759 30,821 7,705 128,773 104,168
- - - - - - 131,969
387,865 41,122 24,939 154,828 48,460 655,214 416,702
*  BM Gray's bonus includes £13,324 in cash and £19,987 in shares awarded under the LTBP,
Directors” emoluments are stated from or 1o the date of appointment or resignation where appropriate.
The enteluments of the Chairman and non-executive directors for the year were as follows:
DE Erdal TC AG NCD Total Total
(Chairman) Campbell Thomas Kuenssberg 1998 1997
£ £ £ £ g £
25,000 14,000 17,667 17,667 74,334 62,500

Fees

The fees shown in respect of AG Thomas were paid as consultancy fees to a company contrelled by him. The fees paid 10
NCD Kuenssberg attributable to the period until June 1997 were paid as consultancy fees to a company controlled by him.
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Repart of the Remuneration and Appointments Committee (contnued)

Directors’ pension information

The Group operates a contributory defined benefit
Pension Scheme, membership of which is open to all
employees in the UK between the ages of 18 and 62 years.
The Pension Scheme 15 fully funded and the subject of
an independent trust. Subject to Inland Revenue limits, it
provides a maximum pension of two thirds of final basic
salary on retirement at normal retirement age. The pension
payable to an individual depends upon the number
of years membership of the scheme and the rate at which
pension rights accrue (expressed as a proportion of
pensionable salary). Neither bonuses nor benefits in kind
are penstonable,

B M Gray is a member of the Pension Scheme. The
company pays 10% of §J K Acornley’s basic salary (less
the cost of lite assurance cover) to his personal pension plan.
Executive directors have the benefit of life assurance
cover amounting to four times basic salary.

The increase during the year in the accrued pension
to which each executive director (including those who
ceased 1o be directors during the year) would be entitled on
leaving service, (over and above any general increase
to compensate for inflation to which early leavers would be
entitled) and the transfer value of the relevant increase
in accrued pension are as follows:

Additional Estimated

Age of annual pension Accrued transfer

directer earmed annuat value

asat Yearsof  during year entitlernent of additional

28March pensionable 10 28 March year end pension

1998 service 1898* 1598 1997 earned”

£000 2000 £000 £000

BM Gray 44 5 2 27 24 25
DE Cook 52 2 1 2 t 19
CJ Droogan 39 6 1 6 5 i2
PR Johnson 53 3 3 17 13 47

* Excludes infiation

The basic salary payable 10 B M Gray is in excess
of the limit set by the Inland Revenue on contributions to
an Inland Revenue 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 FURD and the Pension Scheme, taken together, to
provide benefits comparable with those which would
have been provided by the Pension Scheme if there were
no applicable limits. However, in contrast with the Pension
Scheme, the Company does not carry the investment
risks arising from the investment of the contributions made
to the FURB, The gross amount of contributions payable
by the Company each year is 72% of that part of basic

salary which is in excess of the Inland Revenue fimit. The
amount paid into the FURB is that gross amount less
income tax.

Directors’ interests in shares and

share options

The directors are capable of having both beneficial and
non-beneficial interests in shares. A*beneficial interest”
is one which the director can exchange for cash which he
may use tor his own benefit. Of the directors who held
office at the end of the year, only B M Gray, had a beneficial
interest in shares in the Company. At the beginning of
the year he had such an interest in 58 shares and at the end
of the year he had such an interest 1n 20,911 shares.

Non-beneficial interests are those which exist because
a director is a trustee of a share scheme. D E Erdal and
T C Campbell are trustees of an employee share ownership
trust (ETT) and accordingly had a non-benefical interest,
at the start and the end of the year, in 4,595,529 ordinary
shares and 450,000 preference shares of the Company.

Share option schemes

The following table shows the options te acquire
shares in the Company granted 1o directors who held office
at the end of the year:

Cption
Date of Number price
Grant Scheme ofshares pershare Exercisable

BM Gray 17/12/96  SAYE 4,721 £3.47 1/2{2002to
31/7/2002

BM Gray 22/4/98  CSOP 7.,407(1} £4.05 Note (2)

JK Acornley  22/4/98  CSCP 7.407(1} £4.05 Note {(2)

Notes
(1) The number of options exercisable depends upon
the cumulative operating profits of the Group in
the three years ending March 2001. For operating
profit of £29,500,000, 3,703 options will be
exercisable, for operating profit of £86,500,000,
7,407 options will be exercisable (and
proportionately less options for operating profit
between £29,500,000 and £36,500,000).
(2) Options are exercisable between the date of
announcement of the Group’s results in 2001 and
21 April 2008.
None of the other directors who beld office at the end of
the financial year had any discloseable interest in the
shares of any Group undertaking. Except as disclosed
above, no directors have the right to subscribe for shares
or debentures in any Group undertaking.
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Report of the Directors

The directors present their annual report and the audited

financial statements for the year ended 28 March 1998

Principal activities
The principal activities of the Group are:

* Heating - manufacture and distribution of demestic
heating products in the UK and Europe.

*  Air Management — manufacture and distribution of
air management products in the UK and Europe.

+ Engineering Components — manufacture of high
quality cast iron, aluminium, sheet metal and die cast
COMPONENts.

The Group has also established a venture capital fund
for investment in employee owned companies utilising

the Group’s financial strength and unique experience of

managing an employee owned business.

In addition, the Group has focused its community
involvement through the investment in Preston North
End ple.

Review of the business

The review of the Group’s operating performance
during the year and an indication of likely tuture
developments are set out in the Chief Executive’s report on
pages 4 and 5.

Details of acquisitions and disposals are set out in the
Group Finance Director’s report on pages 6 and 7 and in
note 11.

Substantial shareholdings

As at 28 March 1998, employee share ownership erust
(ET1) held 79.1% {1997: 79.1%) of the Company’s
ordinary share capital. This shareholding represents shares
held in trust, for the benefit of employees. All preference
share capital is held by ET1.

Dividends and transfers to reserves

The directors do not recommend the payment of a
dividend. The profit for the year retained in the Group
was £5,145,000.

Profit sharing

The Company operates an Inland Revenue approved
profit sharing scheme for the Group. The profit and loss
account includes a total profit sharing allocation of
£2,214,000 {1997: £2,117,000). The Baxi Partnership
Limited Savings Related Share Option Schemes enacted in
1992 and 1996, allow employees periodically to apply for
three, five or seven year share option contracts to purchase
shares in the Company.

Directors and directors’ interests

The directors who held office during the year are
detailed on page 16. Details of directors’ interests in shares
of the Company are disclosed in the report of the
Remuneration and Appointments Committee on pages
19to 21,
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Employees

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

The Group belteves in a structured approach to the
uainmg and development of employees. Links with
further education institutions and a commitment to self
development through open learning education
programmes are maintained.

Disabled people are employed and trained whenever
their aptitudes 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 it necessary.
The Group’s disabled employees are wreated equally in
every respect and are constantly encouraged 1o develop
their skills in accordance with their abilities.

Heaith and safety

The Group’s policy is 1o ensure that there is a working
environment which will minimise the risk to the health
and safety of employees. It is considered that health and
satety is an integral part of good business management and
accordingly high standards are required.

Payment to suppliers

The Group supports the CBI initiative to address the
problem of delayed payments to suppliers, consequently the
Group always endeavours to meet agreed supplier payment
terms. This is consistent with our Vendor Improvement
Programme which continues to support a total quality
approach with suppliers, In the current year the Group's
average creditor days was 61 days (1997: 62 days).

Political and charitable contributions

The Group made no political contributions during
the year. Donations 1o UK charities amounted to £35,000
(1997: £23,000).

Auditors

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

By order of the board. /
P J Rothwell )
SECRETARY

Brownedge Road

Bamber Bridge
Preston PR5 65N

well

22 May 1998




Review Report of the Auditors to

Baxi Partnership Limited
on corporate governance matters

In addition to our audit of the financial statements,
we have reviewed the directors’ statements on page 18 on
the Company’s compliance with the paragraphs of the
Cadbury Code of Best Practice relating to the Group’s
system of internal financial control and their adoption of
the going concern basis in preparing the financtal
statements.

Basis of opinion

We carried out our review in accordance with guidance
issued by the Auditing Practices Board. That guidance
does not require us to perform any additional work
necessary to express a separate opinion on the etfectiveness
of either the Group’s system of internal financial control or
the C()mpany's C(n‘p(n‘a[e governance pr()cedures, oron
the ability of the Group 10 continue in operational existence.

Opinion

With respect to the directors’ statements on internal
financial control and going concern, both set out on page
18, in our opinion the directors have provided the
disclosures required by the Cadbury Code, as if the
application of the Code was a requirement for the Group,
and such statements are not inconsistent with the
information of which we are aware from our audit work
on the financial statements.

KPMG Wﬁ/

CHARTERED ACCOUNTANTS

22 May 1998

Report of the Auditors

to the members of Baxi Partnership Limited

We have audited the financial statements on pages 24 1o 44.

Respective responsibilities of directors

and auditors

As described on page 18 the Company’s directors are
responsible for the preparation of the financial statements.
Itis our responsibility to form an independent opinion,
based on our audit, on those statements and to report our
opinion to you.

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
statements. [1 also includes an assessment of the significant
estimates and judgements made by the directorsin the
preparation of the financial staiements, and of whether the
accounting policies are appropriate to the Group's
circumstances, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all
the information 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
presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and
fair view of the state of affairs of the Company and the
Group as at 28 March 1998 and of the profit of the Group
for the year then ended and have been property
prepared in accordance with the Companies Act 1985.

na
KPMG Kp/

CHARTERED ACCOUNTANTS
REGISTERED AUDITORS

22 May 1998
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Consolidated Profit and Loss Account
for the year ended 28 March 1998

Note 1998 1997

£000 £000

Turnover 2 102,767 101,217

Cost of sales 3 (71,385) (71,062)

Gross profit 31,382 30,155

Distribution expenses 3 (13,247) (12,675)

Administrative expenses 3 (8,628} {8,450}

Operating profit 2 9,507 9,030

Share of associated companies’ losses (723) (686)
Total operating profit 8,784 8,344

Profit on disposal of fixed assets 450 394

Loss on disposal of subsidiary undertakings 11 (1,335) -
Net interest receivable and simitar income 7 2,858 2,347
Profit before profit sharing 10,757 11,085

Profit sharing (2,214) (2,117)

Profit on ordinary activities before taxation 4 8,543 8,968

Tax on prefit on ordinary activities 8 (3,398) (3,378)

Profit on ordinary activities after taxation 5,145 5,590
Minority interests 19 - 121
Retained profit for the financial year i8 5,145 5,711
Basic earnings per share 9 88.6p 98.3p

Headline earnings per share 9 106.2p 96.1p
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Balance Sheets
as at 28 March 1998

Fixed assets
Tangible assets
Investments

Current assets
Stocks

Debtors
Investments
Cash

Creditors: amounts failing due
within one year

Net current assets

Total assets less current liabilities
Creditors: amounts falling due

after one year

Provisions for liabilities and charges
Net assets

Capital and reserves

Called up share capital - equity

Called up share capital — non equity

Reserves - equity

Shareholders’ funds
Minority interests

Note

10
11

12
13
14

15

15
16

17
17
18

19

Group Company
1998 1997 1998 1997
As restated As restated
£000 £000 £000 £000
29,818 22,403 1,342 84
4,583 5,248 40,034 43,466
34,401 27,651 41,376 43,550
9,516 11,729 - -
22,363 20,311 900 2,274
3,038 - 3,038 -
48,579 43,018 31,927 32,177
83,496 80,058 35,865 34,451
(28,639) (24,678) (2,446} {2,311)
54,857 55,380 33,419 32,140
89,258 83,031 74,795 75,690
{4,0186) {437) - {40)
- {395} (72) {37}
85,242 82,199 74,723 75,613
581 581 581 581
450 450 450 450
84,211 81,369 73,692 74,582
85,242 82,400 74,723 75,613
- (201) - -
85,242 82,199 74,723 75,613

These financial statements were approved by the Board of directors on 22 May 1998 and were signed on its behalf by:

ﬂu&f\w\ Gy
B M Gray

?/KN:WAO-\

J K Acornley
DIRECTOR

25




Consolidated Cash Fiow Statement
for the year ended 28 March 1998

Cash inflow from operating activities

Returns on investments and servicing of finance
Taxation

Capital expenditure and financial investment
Acquisitions and disposals

Cashn inflow before use of liquid resources and financing
Management of liquid resources

Financing

{Decrease)/increase in cash during the year
Reconciliation of net cash flow to movements in net funds
{Decrease)/increase in cashrin the year

Cash outfiow from decrease in debt and leasing

Cash outflow from increase in liquid funds

Increase in net funds resulting from cash flows

Loans and finance leases acquired with subsidiary
Currency translation difference

Movement in net funds during the year
Net funds at beginning of year

Net funds at end of year
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Note

23
24
24
24
24

24

25

25

1998 1997
As restated
£000 £000
12,867 19,067
2,902 2,080
{(3,918) (2,379)
{6,123) (2,964)
(2,7486) (3,365)
2,982 12,439
(3,038) .
{429) (240)
(485) 12,199
(485) 12,199
429 603
3,038 -
2,982 12,803
(4,811) (309)
(87) (278)
{1,916} 12,218
47,867 35,649
45,951 47 867




Consolidated Statement of Total Recognised Gains and Losses

for the year ended 28 March 1998

Retained profit for the financial year
Surplus on revaluation of fixed assets
Net exchange loss on currency translation

Total recognised gains relating to the financial year

Note of Consolidated Historical Cost Profits and Losses

for the year ended 28 March 1588

Retained profit on ordinary activities before taxation
Realisation of fixed asset revaluation gains

Difference between an historical cost depreciation charge
and the actual depreciation charge calculated on the
revalued amount

Historical cost profit on ordinary activities before taxation

Historical cost profit for the year retained after taxation

Reconciliation of Movements in Sharehoiders’ Funds

for the year ended 28 March 1898

Retained profit/(loss) for the year

Net exchange loss on currency translation
Surplus on revaluation of fixed assets
Goodwill on disposals previously written off
Goodwill arising on acquisitions

Movement in shareholders’ funds
Shareholders' funds at beginning of year

Shareholders’ funds at end of year

Equity shareholders’ funds
Non equity shareholders’ funds

Shareholders’ funds at end of year

1968 1997

£000 £000

5,145 5711

131 347

{574) (1,162)

4,702 4,896

1998 1997

£000 £000

8,543 8,968

1,575 303

122 376

10,240 9647

6,842 6,390

Company

1998 1997 1998 1997
£000 £000 £000 £000
5,145 5,711 (742) (135}
(574 {(1.162) {279) (732)
131 347 131 325
1,041 - - -
(2,901) (2,983) - -
2,842 1,913 {890) (542)
82,400 80,487 75,613 76,155
85,242 82,400 74,723 75,613
84,792 81,950 74,273 75,163
450 450 450 450
85,242 82,400 74,723 75,613
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Notes to the Accounis

1. Accounting policies

The principal Group accounting policies are set out
below and have been applied consistently through the
current and preceding year.

Basis of accounting

The financial statements have been prepared under
the historical cost convention as modified by the
revaluation of certain fixed assets and in accordance with
apphcable United Kingdony accounting standards,
Certain prior year comparatives have been restated to
achieve consistency with the layout adopted in the
current year.

Basis of consolidation

The Group profit and loss account, balance sheet and
cash flow statement incorporate the financial statements
of the Company and all of its subsidiary undertakings by
the acquisition method of accounting. Under this
method, the resulis of subsidiary undertakings acquired
or disposed of in the year are included in the consolidated
profit and loss account from the date of acquisition or
up to the date of disposal. Goodwill arising on consolidation
(representing the excess of the fair value of the
consideration given over the fair value of the separable net
assets acquired) is written off against reserves on
acquisition. On the disposal of acquired businesses, the
attributable amount of goodwill previously written off
to reserves is included in determining the profit or loss
on disposal.

Associated undertakings are those investments other
than subsidiary undertakings where the Group exercises
significant influence, typically through representation on
the Board of directors. The consolidated financial
statements include the Group’s share of the post acquisition
reserves of all such companies.

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

In accordance with Section 230(4) of the Companies
Act 1983, the Company is exempt trom the requirement
to present its own profit and loss account.

Tangible fixed assets and depreciation

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

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

Freehold land
Freehold buildings - 50 years

- not depreciatect
Plant and machinery - 3 to 15 years

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

Stocks

Stocks arve 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 vate if appropriate. Monetary assets and
labilities denominated in foretgn 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 10
reserves where the loans are substitutes for equity
investment.

The results and cash flows of non-United Kingdom
operations are translated at the average rates of exchange
during the period and their balance sheets at the rates
ruling at the balance sheet date. Exchange differences
arising on translation of the opening net assets and resulis
of non-United Kingdom operations are dealt with
[h[‘()llgh Feserves.

Leases

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

All other leases 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 expenditure
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 pensionable payroll and charged 1o the profit and loss
account so as to spread the cost of pensions over the
employees’ working lives. Actuarial surpluses and deficits

result in variations from the regular pensions costs, and
these are spread forward over the average expected
remaining service lives of employees. In certain
circumstances, 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 payable
to the scheme in respect of the accounting pertod.

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 to
their market value and differences taken to the revaluation
reserve, Shares distributed to employees under the
profit shartng arrangements are charged to the profit and
loss account in the year in which the profit distribution
arises. The value of own shares included in fixed assets is
correspondingly reduced to reflect the allocation to
employees.

Taxation

The charge for taxation is based on the profit for the
year and takes into account taxation deferred because
of timing differences between the trearment of certain
items for taxation and accounting purposes. Provision is
made for deferred tax if there is reasonable evidence that
such deferred taxation will be payable or recoverable
in the foreseeable future,

Turnover

Turnover comprises the invoiced value of sales for
goods supplied and services provided by the Group net of
sales tax and discounts.
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2. Segmental information

Turnover

By market

Heating

Air Management
Engineering Components
Other activities

Inter divisional turnover

By origin
United Kingdom
Mainland Europe

By destination
United Kingdom
Mainland Europe
Rest of World

Qperating profit

By market

Heating

Air Management

Engineering Components
Other activities

Exceptional items (see note 4)

By origin
United Kingdom
Mainland Europe

30

1998 1997

Continuing Discontinued Total Continuing Discontinued Total
£000 £000 £000 £000 £0c0 £000
79,891 - 79,891 77,343 - 77,343
10,760 1,176 11,936 9,357 1,715 11,072
22,889 - 22,889 22,255 - 22,255

- 1,403 1,403 801 2,730 3,631
(13,352) - (13,352) {12,984} - (12,984)
100,188 2,579 102,767 96,772 4,445 101,217
83,501 2,579 86,080 78,378 4,445 82,823
16,687 - 16,687 18,394 - 18,394
100,188 2,579 102,767 96,772 4,445 101,217
73,897 2,579 76,476 69,705 4,424 74,129
24,896 - 24,896 26,748 - 25,7486
1,395 - 1,395 1,321 21 1,342
100,188 2,579 102,767 96,772 4,445 101,217
10,706 - 10,706 9,822 - 9,822
(680) 89 (591) (40} 168 128
(267) - (267) 822 - 622
- (341} (341) (52} (413) (465)
. . - (1,077) - {1.077)

9,759 (252) 9,507 9,275 (245) 9,030
8,560 (252) 8,308 7,848 (245) 7,603
1,199 - 1,199 1,427 - 1,427
8,759 (252) 9,507 9,275 (245) 9,030




2. Segmental information {continued)

Operating net assets
By market

Heating

Air Managerment
Engineering Components
Other activities

By origin
United Kingdom
Mainland Europe

1988 1997
Continuing Discontinued Total Continuing Discontinued Total
£000 £000 £000 £000 £000 £000
17,333 - 17,333 18,773 - 16,773
4,958 - 4,958 5,263 111 5,374
13,965 - 13,965 9,457 - 9,457
- - . - 42 42
36,256 - 36,256 31,493 153 31,646
30,178 - 30,178 25,654 153 25,807
6,078 - 6,078 5,839 5,839
36,256 - 36,256 31,493 153 31,648

The discontinued activities relate to Barrhead Sanitary Ware Limited and Gradwood Limited, which were disposed of during the year,

as set out in note 1.

Operating net assets excludes: investments £4,583,000, net funds £45,951,000, net corporation and deferred tax payable £2,221,000

and other net current assets of £673,000,

3. Profit and loss

Turnover
Cost of sales
Exceptional items

Distribution costs
Administrative expenses
Exceptionat items

Operating profit

1998 1997

Continuing Discontinued Total Continuing Discontinued Total
£000 £000 £000 £000 £000 £000
100,188 2,579 102,767 96,772 4,445 101,217
(69,460) (1,925) (71,385) (67,031) {3,147) (70,178)
- - - (884) - (884)

30,728 654 31,382 28,857 1,288 30,155
(13,112) (135) (13,247) {12,363) (312) (12,675)
(7,857) (771) (8,628) (7,026) {(1,231) (8,257)

- - (193) - (193)

9,759 (252) 9,507 9,275 (245) 9,030

The total figures for continuing operations in 1998 include the following amounts relating to acquisitions; turnover £244,000, cost
of sales £200,000, distribution expenses £82,000, administrative expenses £715,000 and cperating loss £753,000. The operating loss

principally arises from the Group’s investment in Alloy Technologies Limited, as discussed on page 12 in the Engineering

Components division's review.
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4. Profit on ordinary activities hefore taxation

1998
£000
Profit on ordinary activities before taxation is stated
after charging:
Auditors’ remuneration
audit 87
other services 259
Depreciation of tangible fixed assets
owned assets 2,934
assets held under hire purchase contracts 22
Provision for diminution in value of fixed assets -
Operating lease rentals - plant and machinery 50
Research and development expenditure 1,049
Exchange losses 57

Exceptional items -

1887

£000

g0
113

3,147
75
750
45
1,174
132
1,077

The exceptional items in the prior year represented redundancy and reorganisation costs. Auditors’ remuneration with respectto

audit and non-audit services to the Company was £14,000 (1997: £14,000} and £211,000 (1997 £102,000) respectively.

5. Remuneration of directors

See the Report of the Remuneration and Appointments Committee on pages 19 to 21 for details of directors’ remuneration.

6. Staff numbers and costs

The average number of persons employed by the Group (including directors) during the year, analysed by category, was as follows:

Number of employees

1998 1997
Production 814 931
Sales and administration 484 388
1,298 1,319

The aggregate payroll costs of these persons were as follows:
1998 1997
£000 £000
Wages and salaries 24,033 24,433
Social security costs 1,821 1,833
Qther pension costs 1,349 1,122
27,203 27,388
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7. Net interest receivable and similar income

1998 1997
£000 £000
Interest receivable and similar income:
Bank interest 3,181 2,255
Income from listed investments 60 158
3,241 2,413
Interest payable and similar income:
On bank loans and overdrafts wholly repayable within
five years not by instalments (58) (55)
Finance charges payable in respect of hire
purchase contracts (185) (11)
Share of associate’s interest payable (140) -
2,858 2,347
8. Tax on profit on ordinary activities
1998 1997
£000 £000
United Kingdom corporation tax at 31% (1997: 33%) 3,392 3,545
United Kingdom deferred taxation {185) (494)
Overseas tax 415 466
Overseas deferred taxation {49) {78)
Share of agsociate’s current taxation {175) -
Adjustment relating to earlier years - {61)
3,398 3,378

The tax charge is higher than the applicable corporate tax rate primarily due to unrelieved associated company losses and the loss on

disposal of subsidiary undertakings.

9. Earnings per share

Earnings per share is calculated on the profit attributable to ordinary shareholders of £5,145,000 {1997: £5,711,000) and on the
number of ordinary shares in issue during the year of 5,809,931 (1997: 5,808,931). The dilutive effect of outstanding share options is

not material.

Headline earnings per ordinary share excludes certain capital iterns and is based on the recommendations of the Institute of

Investrnent Management and Research (HMR). The directors believe that this measure gives a more meaningful indication of the

Group's underlying performance.

Basic earnings per share (defined by FRS3)
Profit on disposal of fixed assets
Loss on disposal of subsidiary undertakings

Headline earnings per share (defined by lIMR)

19398 1997
pence pence
88.6 98.3
(5.4) (2.2)
23.0 -
106.2 96.1
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1. Tangible fixed assets

Cost or valuation

At beginning of year
Acquisitions

Additions

Transfer from Group companies
Disposals

Currency translation differences

Atend of year

Depreciation and diminution in value
At beginning of year

Acquisitions

Transfer from Group companies
Charge for year

Disposals

Currency translation differences

At end of year

Net book value
at 28 March 1998

At 29 March 1997

Freehold
land and
buildings

£000

15,186
48
1,528

{1,717}
(310}

14,735
1,338

2

326
(149)
(68)

1,461

13,284

13,848

Group Company
Plant and Plant and
machinery Total machinery
£000 £000 £000
42,751 57,937 161
6,489 6,537 -
5,301 6,829 875
- - 2,206
(3,642) (5,359) (84}
{607) ©17 -
50,292 65,027 3,158
34,196 35,534 77
101 103 -
- - 1,535
2,630 2,956 259
(2,719) (2,868) (55)
(450) (516} -
33,758 35,208 1,818
16,534 29,818 1,342
8,555 22,403 84

Properties in the UK were valued by external valuers, Lambert Smith Hampton, Consultant Surveyors as at 30 March 1996 on the
basis of existing use value in accordance with the Appraisal & Valuation Manual of The Royal Institution of Chartered Surveyors,
The properties of the Group’s European subsidiaries were alsc valued on this date by external valuers on the basis of existing use.

The depreciated historic cost of land and buildings is £7,967,000 (1997 : £8,338,000). The net book value of land, which is not

depreciated, is £3,443,000 (1997: £3,444,000).

Included in the total net book value of plant and machinery is £5,341,000 (1997: £79,000} in respect of assets held under hire
purchase contract. Depreciation for the year on these assets was £22,000 (1997: £75,000). The Company held no assets under hire

purchase contracts.
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11. Fixed asset investments

Group

Cost or valuation

At beginning of year

Acquisitions

Additions

Revaluation

Disposal

Reclassification as subsidiary undertaking
Currency translation difference

At end of year

Share of post acquisition

reserves and provisions

At beginning of year

Provisions created

Share of current year losses

Utilised

Reclassification as subsidiary undertaking

At end of year

Net book value
At 28 March 1998

At 29 March 1997

At 28 March 1998 interests in associated undertakings represents 41% of the ordinary share capital of Preston North End plc,

Sharesin Interestsin

group associated Other Own
undertakings undertakings investments shares Total
£000 £000 £000 £000 £000
11 4,684 856 2,537 8,088
- - 21 - 21
- - 575 1,172 1,747
- - - 131 131
- - {1) (1,392) (1,393)
{11) (1,497 - - (1,508)
- - {1) - {t)
- 3,187 1,450 2,448 7,085
- 7349 - 2,106 2,840
- 450 - 2,437 2,887
- 503 - - 503
. . - (2,108) (2,108)
- {1,622) - - (1,622)
- 65 - 2,437 2,502
- 3,122 1,450 11 4,583
11 3,950 856 431 5,248

a company listed on the Alternative Investment Market. The principal activity of Preston North End ple, a company registered in

England and Wales, is the operation of a football club.

Fixed asset investments include the market value of Company shares held by employee share ownership trusts sponsored by the
Company. At the year end 604,483 (1997: 659,033} shares were so held. Provision has been made for the share element of bonuses
and profit share distribution in respect of the year ended 28 March 1998,
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11. Fixed asset investments (continued)

Sharesin Loans to Shares in
Group Group  associated Other Own
undertakings undertakings undertakings investments shares Total
Company £000 £000 £000 £000 £000 £000
Cost or valuation
At beginning of year 7,335 29,681 5,433 847 2,637 45,833
Additions 4,904 - - 575 1,172 6,651
Revaluation - - - - 131 131
Transfer 8,034 (6,687) (2,247} - - -
Disposals and repayments (1,211} (7,056} - - {1,382} (9,659)
Currency translation differences - {404) - - - (404)
At end of year 19,962 15,534 3,186 1,422 2,448 42 552
Provisions
At beginning of year 2,224 - - - 143 2,367
Transfer from current liabilities - 2,842 - - - 2,842
Utilised (1,174) (1,656} - - (143) {2,973)
Created - - - - 282 282
At end of year 1,050 1,188 - - 282 2.518
Net beok value
At 28 March 1998 18,912 14,348 3,186 1,422 2,166 40,034
At 29 March 1997 5111 29,681 5,433 847 2,394 43,466

Disposals

On 10 October 1997 the Group scld its entire ordinary shareholding in Barrhead Sanitary Ware Limited to its management for
anominal sum (see page 6). On 16 January 1998 the Group sold its entire ordinary shareholding in Gradwood Limited to its
management for £400,000 of redeemable preference shares, plus an agreement to participate in profits resulting from any
subsequent sale of the business.

The loss on disposal of subsidiary undertakings was £1,335,000 which includes £1,041,000 of goodwill previously written off
to reserves.

Acquisitions
©Cn 11.July 1997 the Group exercised its option to acquire the entire issued ordinary share capital of Bright ldeas Limited for £750,000
cash, plus a further £200,000 payable on 11 July 1899. Goodwill arising on the acquisition was £952,000.

On 23 October 1997 the Group acquired 50% of Alloy Technologies Limited, bringing the Group’s holding to 100%, for a cash
consideration of £1,650,000. Provisional goodwill arising on the acquisition was £1,376,000,

Cn11 December 1997 the Group acquired the entire ordinary share capital of Application Des Energies Nouvelles SA for cash of

£424,000. A further £203,000 of consideration will be paid on 30 June 1998, and an additional £101,000 is payable on 30 June 1999
should the company achieve certain performance targets. Goodwill arising on the acquisition was £416,000.
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11. Fixed asset investments (continuad)

The fair value of assets acquired on current year acquisitions is as follows:

Accounting Fair

Book policy value Fair

value alignments adjustments value

£000 £000 £000 £000

Intangible fixed assets 2,400 {2,400) - -

Tangible fixed assets 6,425 (232) - 6,183
Hire purchase contracts (4,814} - - (4,814)
Other net liabilities {1,869} - 844 {(1,025)

2,142 (2,832) 844 354

Goodwill written off to reserves 2,901
Existing interest in associate 126
Consideration 3,381

The accounting policy alignments relate to the write off of intangible fixed assets (£2,400,000) and capitalised tooling costs in
accordance with Group accounting policy. The fair value adjustment recognises the value to the Group of tax losses and allowances,

12. Stocks
Group
1998 1997
£000 £000
Raw materials and consumables 3,658 4,390
Work in progress 1,245 1,590
Finished goods and goods for resale 4,613 5,749
9,516 11,729
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13. Debtors

Group Company
1998 1987 1998 1997
£000 £000 £000 £000
Amounts falling due within one year
Trade debtors 19,224 17,999 - 22
Amounts owed by subsidiary undertakings - - 349 165
Amounts owed by associated undertakings - 322 - -
Taxation recoverable 65 - 74 .
Other debtors 63 47 - 10
Prepayments and accrued income 2,266 1,943 310 250
21,618 20,311 733 447
Amounts falling due after more than one year
Amounts owed by subsidiary undertakings - - - 1,827
Deferred tax assets {see note 16) 578 - -
Other debtors 167 - 167
Total debtors 22,363 20,311 800 2,274

14, Current asset investments

Current asset investments are listed investments with a market value of £3,038,000 (1997: £Nil). The prior year comparatives have been
restated to exclude cash deposits which have been included within cash.
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15. Creditors

Amounts falling due within one year
Bank overdraft

Obligations under hire purchase contracts
Other loans

Trade creditors

Amounts owed to subsidiary undertakings
Amounts owed to associated undertakings
United Kingdom corporation tax

Overseas tax

Other taxes and social security

Other creditors

Accruals and deferred income

Amounts falling due after one year
Obligaticns under hire purchase contracts
Other loans

Accruals and deferred income

Total creditors

Obligations under hire purchase contracts

Amounts payable:
within one year

within two to five years
after five years

Finance charges allocated to future periods

Group Company
1998 1997 1998 997
£000 £000 £000 £000
1,142 ; .
739 20 -
66 - 30
12,370 11.688 - -
- 1,757 1,300
- 54 - -
2,633 2,993 - 666
231 249 - -
1,416 1,551 - -
1,045 1,174 - .
8,997 6,949 659 345
28,639 24,678 2,446 2,31
3,683 10 - -
1 121 - 40
297 306 - -
4,016 437 - 40
32,655 25,115 2,446 2,351
Group
1998 1987
£000 £000
1,135 23
3,023 10
566
5,624 33
{1,202) (3
4,422 30
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16. Provision for liabilities and charges

Deferred taxation

At beginning of year

Arising on acquisition

{Retease)/charge for the year

Reclassified as an associated undertaking
Disposals

Transferred to corporation tax

Currency translation differences

At end of year

Group Company
1998 1997 1998 1897
£000 £000 £000 2000
395 818 37 754
(844) - - -
(234) (572) 35 {717)
- 200 - -
(6) -

133 - - R
(22) (51) - -
(578) 395 72 37

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

Group

Difference between accumulated
depreciation and capital allowances
Revaluation of properties

Other timing differences

Company

Difference between accumulated
deprecation and capital allowances
Other timing differences

1998 1998 1597 1997
Amount Amount Amount Amount
provided  unprovided provided  unprovided
£000 £000 £000 £000
446 544 657 637

- 870 - 1,081
(1,024) - (262) 206
(578) 1,414 395 1,924

9 - (10) -

__ e : 47 :
72 - 37 -

The potential liability to capital gains tax on revalued assets is not provided as, in the opinion of the directors, the likelihood of any

material liability arising is remote.

17. Called up share capital

Authorised
Ordinary shares of 10 pence each - equity
Preference shares of £1 each — non equity

Allotted, called up and fully paid
Ordinary shares of 10 pence each - equity
Preference shares of £1 each - non equity
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1998 1997
£000 £000
750 750
450 450
1,200 1,200
581 581
450 450
1,031 1,031




18. Reserves

Share Profit
premium  Revaluation and loss
account reserve account Total
Group £000 £000 £000 £000
At beginning of year 3,566 7,907 69,896 81,369
Retained profit for year - - 5,145 5,145
Surplus on revaluation of own shares - 131 - 131
Realisation of revaluaticn reserve - (1,697) 1,697 -
Goodwill on disposals included in retained profit - - 1,041 1,041
Goodwill arising on acquisitions - - {2,901} (2,801)
Currency translation differences - - {574} (574)
Atend of year 3,566 6,341 74,304 84,211

The cumulative amount of goodwill resulting from acquisitions in the current and earlier financial years which has been written off
to the profit and loss account reserve is £10,330,000 (1997 £8,470,000}. The profit and loss account reserve includes the cumulative
share of net losses retained by associated undertakings of £387,000 (1997: £810,000).

Share Profit
premium  Revaluation and loss
account reserve account Total
Company £000 £000 £000 £000
At beginning of year 3,566 325 70,691 74,582
Retained loss for the year - - (742) {742)
Surplus on revaluation of own shares - 131 - 131
Currency translatien differences - - (279) (279)
At end of year 3,566 456 69,670 73,692
19, Minority interests
1998 1997
£000 £000
At beginning of year (201} 1,572
Reclassification as associate - (1,652)
Share of losses for year - {121)
Disposed of during year 201 -

At end of year - (201}
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20. Commitments

Tangibte fixed assets
Contracted
Autharised but not contracted

Group
1998 1997 1998
2000 £000 £000
98 475 -
1,206 5 -

Company

1997

£000

The company has an cutstanding commitment of £2,000,000 to a fund managed by Close Investment Management Limited for the

investment in employee owned companies.

Neither the Group or Company have any significant operating lease commitments.

21. Contingent liabilities

The Company has guaranteed the borrowings of certain Group companies. The outstanding liabilities under these commitments are

£5,526,000 (1897: £3,139,000).

The Company also guarantees the borrowings of an employee share ownership trust. The outstanding liability under this

commitment is £2,000,000 (1997: £1,500,000).

22. Pension scheme

The Company operates a contributory defined benefit pension scheme in the UK. The scheme funds are administered by Trustees

and are independent of the Company’s finances. The [atest actuarial valuation of the scheme was carried out by independent

actuaries as at 1 February 1995 using the projected unit funding method. The principal financial assumptions adopted in that valuation
were that the annual rate of return on new investments weuld be 9%, the average annual increases in pensionable salaries would
be 7%, the average annual increase in pension payments would be 5% and the average annual ingreases in equity dividends would

be 4.5%.

At the date of the latest actuarial valuation, the market value of the assets of the scheme was £51,650,000 and the actuarial value of
the assets was sufficient to cover 112% of the benefits that had accrued to members, after allowing for expected future increases in
earnings and pensions. For the purpose of assessing pension costs this excess of assets is being spread evenly over the weighted
average expected future working lifetime of scheme members. The charge in the profit and loss account is £1,181,000 (1997: £987,000)

for the year and the existing prepayment remains unchanged at £1,164,000 at 28 March 1998. The charge in respect of other

schemes is £168,000 (1997: £135,000}.

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

Operating profit

Profit sharing paid

Depreciation

Loss on disposal of fixed assets
Government grants released to profit
Decrease in stocks
(Increase)/decrease in debtors
Increase in creditors

Exceptional items

Net cash inflow from operating activities
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1998 1997
£000 2000
9,507 9,030
(1,055} (263}
2,956 3,248

65 -
(24) (67)
1,731 1,694
(2,167) 3,811
2,520 848
(666) 666
12,867 19,067




24, Analysis of cash flows for headings netted in the cash flow statement

Returns on investments and servicing of finance
Interest received

Interest paid

Interest element of finance lease rentals

Taxation
UK Corporation tax
Overseas tax

Capital expenditure and financial investment
Purchase of tangible fixed assets

Purchase of intangible fixed assets

Disposal of tangible fixed assets

Disposal of intangible fixed assets

Purchase of own shares (note 11)

Purchase of other fixed asset investments

Acquisitions and dispesals

Purchase of subsidiary undertakings

Net cash/(overdraft) acquired with subsidiary undertakings
Disposal of shares in subsidiary undertakings

Overdraft disposed of

Purchase of shares in associate undertaking

Financing

New loans received

Loan repayments

Capital element of finance lease payments
Grants received

Cash flows of acquisitions and discontinued operations were as follows:

Operating activities

Returns on investment and servicing of finance
Taxation

Capital expenditure and financial investment

Acquisitions
1998
£000

(797)
(237)

(20)
(337)

1998 1997
£000 £000
3,176 2,163
(79) {72)
(195) {11)
2,902 2,080
(3,284) (2,217)
(634) (162)
(3,918) {2,379)
(6,417) (2,525)
- (9
1,890 149
- 1,500
(1,020) (1,523)
(576} {556)
(6,123) (2,964)
(2,877) (2,824)
228 (438)
(99) 1,874

2 656

- (2,633}
(2,746) (3,365)
- 143

(10) (693)
(419) (54)

- 364
(429) (240)

Disposals

1998 1997
£000 £000
145 197
10 13

a8 (11)
(67) (185)
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25. Movement in net funds

At Acquisitions At

29 March and Exchange 28 March

1997 Cashflow disposals movements 1998

As restated

£000 £000 £000 £000 £000

Cash in hand net of overdraft 48,018 (485) - {96) 47,437
Other loans (121) 10 - 9 {102)
Finance leases (30) 419 {4,811) (4,422)

Current asset investments - 3,038 - 3,038
47,867 2,082 {4,811) (87) 45,951

26. Related party disclosures

B M Gray is Chairman of Preston North End plc.

Baxi Partnership Limited acts as guarantor of a bank loan to one of the employee share ownership trusts. The loan facility available
to this trust is £2,000,000 (1997: £1,500,000) and their present borrowings are at that level. During the year Baxi Partnership Limited
made a gift of £66,000 (1997: £26,000} to this trust, which was utilised by the trust towards meeting its interest costs,

During the year the final instalment of £800,000 for UK and overseas patent rights was received from Alloy Technologies Limited.

27, Subsidiary undertakings
The following is a list of principal subsidiary undertakings in the Group:

Country of
incorporation

Heating
Baxi Heating Limited England
HS Group A/S Denmark
HS Kedler-Tarm A/S Denmark
HS France SA France
HS Perifal AB Sweden
Thermitec Sarl France
Application Des Energies Nouvelles SA France

Air Management
Baxi Air Management Limited England

Engineering Components

Alfer Limited England
Alloy Technologies Limited Englang
Landmark Components Limited England

Holding

100%
100%
100%
100%
100%

95%
100%

100%

100%
100%
100%

* Due to the local statutory reporting requirements of these companies they have a different accounting period.
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Year end

28 March
*7 April
*7 April

28 March

28 March

28 March

28 March

28 March

28 March
28 March
28 March
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BAXI

Baxi Partnership Limited
Brownedge Road, Bamber Bridge, Preston, Lancashire PR5 6SN
Telephone +44 1772 695444 Facsimile +44 1772 695412
www, baxi.uk.com

Registered in England no. 367875




