T

A15 07/05/2016 #125
COMPANIES HOUSE

>
<
a]
14
o ]
—
<
0

- Porvair plc Annual Report & Accounts 2015

Delivering solutions
Performing strongly
Creating sustainable value

R 2015 CompanyHouse.pdf 1



ifc  Porvair plc Annual Report & Accounts 2015

Overview : i . .

Inside this report

" We are committed to delivering value to all our
stakeholders — our customers, employees and
shareholders. This report demonstrates how our
strategy, people, performance and govemance
combine to create value and sustain growth.
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Our consistent strategy ibc Contact details and advisers

focuses on generating
shareholder value through
the development of
specialist filtration and
environmental technology
businesses, both organically
and by acquisition.

Strategy and business model:
tg pages 12 and 13

Stay informed

To find out more about Porvair, its operations,
investor refations and to view and download a pdf
version of this Annual Report: www.porvair.com.

Guide to further reading

We have used an icon symbol throughout this

Annual Report to guide you to further reading, links

to other relevant information or to find out more online.
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Govemance

Financial statements Other information

Overview . ’

Key perfonnahce highlights in 2015
Strong financial performance
with good underlying growth
in the year

Financial highlights

Strong financial performance:

* Profit before tax up 9% to a record £9.2 million
(2014: £8.4 million).

* Basic eamings per share up 8% to 15.5 pence
(2014: 14.4 pence).

* Strong cash generation: net cash doubled to
£10.7 million at 30 November 2015 (2014: £5.3 million).

¢ Underlying revenue growth of 7%.

- As previously announced, large project revenue was
£14.0 million lower in 2015 so total reported revenue
is 8% lower at £95.8 million (2014: £104.0 million).

¢ Final dividend of 2.2 pence per share
(2014: 2.0 pence per share) recommended, an increase
of 10%.

Note!!) Underlying revenue: Revenue excluding the impact of four specific large projects,
as previously announced and reported.

Operating highlights

Metals Filtration division:

¢ Revenue up 3% to a record £31.0 million (2014:
£30.1 million). 4% lower in constant currency.

¢ Acquisition of Fiber Ceramics to enhance offering
in steel filtration.

e Production of a new aluminium filter started in
Porvair's expanded facility in China.

Microfiltration division:

* 9% underlying revenue® growth and record
operating profit.

* Revenue was £64.8 million (2014: £73.9 million).

* Building and commissioning work for the large
projects is going well.

¢ Seal Analytical had a record year.

Qutlook:

« Healthy order position going into 2016.

¢ Further capital investment planned to allow for
further organic growth.

¢ TEM acquired in December 2015 to expand into
specialist filtration in microelectronics.

Turnover (£m)

£95.8m oo

2011 2012 2013 2014 2015

Profit before tax (£'000)

£9.2m

9,197
8420

7,638
6,299

4,513

2011 2012 2013 2014 2015

Operating profit (£'000)

£9.8m 9,000 9.205 9:801
8,391

7,205
5,307

2011 2012 2013 2014 2015

‘Basic earnings per share (pence)

15.5p v
120 12.3p

100 101p
80

60 7.3p
4.0
20

0

14.4p 1O5P

2011 2012 2013 2014 2015

@ Chief Executive's report: page 05
@ Divisional performance: pages 14to17
@ Financial review: pages 18 to 20
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" Overview
Porvair at a glance

Specialist fitration and
environmental technology

Microfiltration division

The Microfiltration division provides
bespoke filtration solutions to a diverse
range of customers and markets. It has
operations in the UK, US, China and
Germany and employs about 500 people.
Its sales are global.

Where we operate

Markets served:

¢ Aviation

* Energy & Industrial Process

¢ Environmental Laboratory Supplies

@ Our geographic footprint: page 06

@Themarketsweserve: pages 07 to 11

Main operating companies A 2015 Performance
* Porvair Filtrgtlon Group £64_ 8m £9_7m
e Seal Analytical Reven Operating profit
® Porvair Sciences evenue P 9p

Approximate share Divisional highlights 2015
What we do: of Group sales * 9% underlying revenue® growth
Bespoke, complex filtration systems for many uses. Aviation _ and record operating profit.
Examples include: * Revenue was £64.8 million

iy, 1 50/0 (2014: £73.9 million).
* Porvair's aviation filters are specified on almost all 2014: 15% * Building and commissioning
N (]

commercial airframes.

¢ Filter systems and spares to the gasification and
nuclear remediation markets.

¢ Water quality laboratories across the world use
Seal Analytical's systems.

Divisional growth drivers

¢ US industrial fittration growth.
* New aerospace programmes.
e Further gasification projects.

¢ Global water quality.

Porvair AR 2015 CompanyHouse.pdf 4

Energy & Industrial Process

cw 35%
2014: 35%

Environmental Laboratory Supplies

"N\ 20%

2014: 20%

work for the large projects
is going well.

* Seal Analytical had a
record year.

Note!” Underlying revenue: Revenue

excluding the impact of four specific

large projects, as previously announced
and reported.

@ Read more on pages: 16 and 17
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Metals Filtration division
The Metals Filtration division serves the
market for the filtration and handling of
molten metal. It has operations in the US
and China and employs about 200
people. Its sales are global.
Where we operate Markets served:
¢ Aluminium
* {ron foundry
¢ Super alloys
@ Our geographic footprint: page 06
® T™e markets we serve: pages 07 and 11
Main operating companies 2015 Performance
* Selee USA £31.0m £2.4m
® Selee China . )
Revenue Operating profit

What we do:

Provide ‘melt-quality’ products — filters, refractories,
coatings — to molten metal customers around the world:

¢ Patent protected filters for the aluminium cast
house industry.

¢ Patent protected filters for the filtration of gray and ductile
iron, mainly for the US auto and light truck market.

¢ Patent protected super alloy filters used in the
manufacture of turbine blades.

Divisional growth drivers

¢ Expansion in China.

* New product development.

* Growth in aluminium production.

Porvair AR 2015 CompanyHouse.pdf 5 .

Approximate share
of Group sales

Molten Metals

C\ 30%
2014: 30%

Divisional highlights 2015

¢ Revenue up 3% to a record
£31.0 million (2014: £30.1
million). 4% lower in constant
currency.

» Acquisition of Fiber Ceramics
to enhance offering in steel
filtration.

* Production of a new aluminium
fiter started in Porvair's
expanded facility in China.

® Read more on pages: 14and 15
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Strategic report

Chairman’s statement

Continued progress
against our financial and
strategic objectives

Charles Matthews, Chairman

Summary

¢ Good financial progress.
* Progressive dividend.

» Positive outiook.

+9%
Profit before tax up 9%
to £9.2 million.

15.5p

Basic earnings per share
up 8% to 15.5 pence per
share.

3.5p

Dividend increased by 9%
to 3.5 pence per share. ;

@ Board of Directors: page 36

Chaiman’s introduction
to governance: page 37

Porvalr AR 2015 CompanyHouse.pdf 6

Introduction

| am pleased to report that Porvair continues
to make progress against its financial and
strategic objectives.

Results

Revenue in the year to 30 November 2015
was £95.8 million (2014: £104.0 million) and
operating profit rose by 6% to £9.8 million
(2014: £9.2 million). Basic earnings per share
were 15.5 pence (2014: 14.4 pence), an
increase of 8%. These are record results

for the Group.

Demand from key markets remained

good and several large projects continued
to progress well, whilst contributing less
revenue than in 2014. 2015 continued the
investment programme undertaken by the
Group and included new facilities in the UK,
US and China. Further investments are
planned in 2016.

After interest and tax, net cash generated
from operating activities was £11.3 million
(2014: £11.6 million). At 30 November 2015
the Group had net cash on hand of £10.7
million (2014: £5.3 million).

Dividends

The Board re-affirms its preference for a
progressive dividend and recommends an
improved final dividend of 2.2 pence per
share (2014: 2.0 pence), making the full
year dividend 3.5 pence per share (2014:
3.2 pence), an increase of 9%.

Governance

The Board sets high standards for its
corporate governance and expects steady
and continuous improvement in the Group's
governance procedures. It has in place
monitoring systems to ensure that standards
are upheld throughout the Group. The Board
complied with all aspects of the UK Corporate
Governance code throughout the year ended
30 November 2015, with the exception of
fixed terms of employment for Non-Executive
Directors. However, all of the Directors offer
themselves for re-election at each Annual
General Meeting.

In 2015 the Group thoroughly revised its
approach to risk management in response
to the new Corporate Governance guidance.
A robust assessment of principal risks
facing the Group has been carried out.

The new process has, so far, proved worthwhile
and has led to a number of projects to improve
the security and sustainability of the business.

In 2015, the shareholders approved the
introduction of an Employee Benefit Trust.
Future awards of Long Term Incentive Plan
Shares will be funded through this Trust
reducing the dilution impact on shareholders
of the share incentives offered to our senior
executives.

Staff .

Porvair has doubled in size over the last

six years, a testament to our staff and their
commitment. In 2016 we welcome those who
have joined us from Fiber Ceramics and TEM.
The Board recognises that the Group’s
success is due to the skills and hard work

of its staff, to whom we offer our thanks.

Current trading and outlook

2015 finished with a strong final quarter and
healthy order books. Over the last two years
significant investments have been made in
capacity with new production lines being
brought into operation. A promising new
product development pipeline offers plenty
of opportunity for organic growth. The two
recent acquisitions should start to contribute
in 2016. The Group is in a strong financial
position and a good start has been made
to the year.

Charles Matthews OBE
Chairman
22 January 2016

29/02/2016 15:44
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Strategic report
Chief Executive’s report
Delivering a strong
operating performance in
our underlying business
Ben Stocks, Group Chief Executive Y
. Overview of 2015 Looking ahead, an exciting range of organic
Performance highlights growth and capital projects are underway and the
o : Financial highlights 2015 benefits of integrating Fiber Ceramics and TEM will
Good financial progress. 2015 o014 ooma Starttoflow through. Order books at the start of
e Strong cash generation. £m £m £m 2016 were healthy.
e Further investment. Revenue 958 1040 843 |pyestmentand future development
N Profit before tax 9.2 84 7.6 2015 was a year of continued investment with
* Exciting product Earnings per share 15.5p 14.4p 12.3p capital expenditure of £3.8 million.
development. Cash generated from * In the UK, the Microfittration facility at New Mitton
Operations 183 142 123 moved into a larger site to increase capacity for
Net cash 10.7 53 0.6  aviation and industrial fitration growth. Further

£13.3m

Cash generated from
operations (£m)

16

14 14.1
12 12.3

! 9.2

13.3

8.1

o N O ®O

2011 2012 2013 2014 2015

£9.8m
Operating profit (£'000)

10 9,801
9,205
8,301

7,205

5,307

O = MNWHOON®O

2011 2012 2013 2014 2015

2013 figures restated following the adoption
of IAS 19 Revised. Earlier years not adjusted.

The markets we serve:
pages 07 to 11

@ Strategy and business model:
pages 12and 13

@ Divisional performance:
pages t14to 17
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2015 was a strong year for the Group and positive
progress was achieved. Profit before tax in the year
ended 30 November 2015 was up 9% to a record
£9.2 milion (2014: £8.4 million). Eamings per share
grew 8% to 15.5 pence (2014: 14.4 pence). Cash
generation was again strong, enabling the Group
to invest £3.8 million in capital expenditure and
finish the year with £10.7 million of net cash.

As anticipated in previous statements, revenue at
£95.8 milion (2014: £104.0 milion) was 8% lower
due to revenue from large projects dropping by
£14.0 milion compared with the previous year.
Underlying revenue growth was 7%.

Demand for gasification spares, bioscience
materials, aluminium filters and water analysis
consumables continued to grow, driven by the
new product introductions, new installations and
account wins of recent years. With 48% of our
products manufactured in the USA, this was
balanced by the negative commercial effects

of a strong US dollar.

2015 was another year of capital investment

for organic growth with facility expansion and
production equipment upgrades in the UK, USA
and China. In recent years, seven of our ten
manufacturing plants have been extended and
upgraded. 2016 will see a continuation of this
programme.

Shortly after the year end we acquired the
business and trading assets of TEM Fitter
Company (“TEM"), a fitter business serving the
microelectronics industry. It offers the Group entry
into a niche market where technical specffications
are challenging and quality requirements high.
TEM offers a well-designed product range and an
experienced distribution network. Porvair can bring
a broader range of filtration media, wider sales
reach, and funds for investment. Plans to expand
the range, develop new products and widen the
distribution network will roll out through 20186.

Over the last five years the Group has delivered
revenue growth of 50% (9% CAGR) and cash
from operations of £57.0 miilion. Over the same
period, £21.8 million has beeninvested in capital
expenditure and acquisitions, and net debt of
£9.7 milion has moved into a net cash position
of £10.7 million. In 2015, the Group’s after tax
operating profit retum on operating capital was
49% (2014: 47%).

investment in production capacity at our UK sites
is planned for 2016.

¢ In the US, the manufacturing footprint in Maine
was expanded, with further investments in
production equipment to follow in 2016, We are
in the process of fitting out a new facility in
Virginia which will open in early 2016.

¢ A second factory in China, sited alongside the
one opened in 2013, was built, fitted out and
commissioned. Further investments on this site
are planned for 2016.

* The gasification projects are going well. The first
of these to reach the commissioning stage is in
South Korea, and early indications of its start-up
are promising. In India, investments are planned
in service and maintenance equipment to
support the filtration systems that are due for
commissioning towards the end of 2016. We
continue to work on other such projects.

¢ Investments in the Metals Filtration plant in North
Cardlina have focussed on productivity, new
product development and the integration of Fiber
Ceramics, acquired earfier in the year.

¢ Following the acquisition of TEM in early
December 2015, investments are planned in
sales and marketing, product development and
production equipment upgrades.

New product development remains core to
Porvair's strategy, with investments in range
extensions and product differentiation being the
driving force behind our plans for organic growth:

¢ Adoption of our proprietary aluminium lithium
filter increased during the year.

¢ We will Jaunch a patented aluminium fitter
formulation in our Chinese operation.

¢ We are evaluating a new formulation for the
filtration of steel.

¢ In Bioscience we have almost finished the
development of our DNA filtration product range
and will be seeking commercial partners in 2016.

¢ Seal Analytical will bring two new platforms to
marketin the course of theyear,. .

* A host of new products will be launched in the
microelectronics filtration market as we combine
the expertise we have in Maine with the newly
acquired TEM in Idaho.

29/02/2016 15:44
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Stra-tegic report

Our geographic footprint

Investing in our geographic
operations to support our
growth and the markets
we serve

'@ Americas 47%
@ Asia22%

@ UK16%

@ Euope 14%
@ ROW 1%

Our Group operations:
The Group has manufacturing operations in the UK, US,

Revenue growth coming from US & Asia (Em)

Germany and China and sells its products throughout the gg‘;gnﬁaig'fgﬁigaﬁw 10— g Row
world. Our strategy is to expand geographically to support | conin o S ondl Ao, . 14 /ﬁa ]
our chosen markets. ® Americas
: - @ Eurcpe
® UK
40
20
0
2010 2015
Fareham,
New Milton,
Wrexham, UK
Microfiltration
principal plants
O OHamburg,
Mequon, Wi O Caribou, ME Germany

Gilberts, IL0 O Ashland,VA
OHendersonville,NC
Metals Filtration
principal plant

Xiaogan, China © © Shanghai, China

Key:
O Microfiltration
Leveraging a strong global presence © Metals Fittration
Resources and relationships Americas UK and Europe Asia
Operating in close proximity
to our customers helps us 47°/o 1 60/0 140/0 220/0
optimise our positions in Revenue UK Revenue Europe Revenue Revenue
major supply chains and '
is an important factor in Developments Developments Developments
_devebp'ng _SOIUt,K)ns The Group continues to expand Phased investments in the A new plant in Xiaogan, China
in partnership with ou its footprint in North America: UK Microfiltration business has increased capacity for
customers. . « The Group invested in an will increase capacity: Metals Filtration:

extension of the plant in
Caribou, ME, to create capacity
for growth. The new plant was
operational in spring 2015.

Experience in particular
markets or applications
is valuable in building

customer confidence. * The Group has leased a new
Domain knowledge is facility in Ashland, VA. It will be
important, as is deciding operational by the end of the
where to focus resources. first haff of 2016.
* The Group acquired the
business of Fiber Ceramics

and moved its operations to
the Group’s Hendersonville,
NC, plant.

Porvair AR 2015 CompanyHouse.pdf 8

¢ A new plant in New Miton
was opened in 2015,

* The second phase of the
Xiaogan expansion was
completed in the final quarter
of 2015. Production began af
the end of the year. :

-29/02/2016 15:44
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The markets we serve

Focused on specialist filtration
markets which have long term
growth potential

Porvair focuses on markets which have
long term growth potential; clear product
regulation requirements; and require
strong engineering or technical skills.

Our businesses are either market
leaders in their sectors or well placed
in attractive niches. At the heart of
what we do is filtration and engineering
expertise, which allows us to solve
customer problems across all the
markets we serve.

The markets we serve have robust
demand drivers with strong barriers to
entry. Many of the Group’s products are
consumable, have long lifecycles and
are essential to the safe and reliable
operation of respective systems and
processes. Our products and services
are often bespoke and are critical to
meeting our customers often complex
challenges. Our proprietary IP and
technology solutions, expertise and high
service commitment help to create our
competitive strength.

\We continue to identify opportunities
for growth where we have commercial,
reputational or technological advantage
that enables us to maintain our strong
‘market leading positions.

(3 Chief Executive's report: page 05
(® Divisional performance: pages 14 to 17
(3 Financial review: pages 18 to 20

Pictured:

An employee at our Selee business in
Hendersonville, NC, inspects a range
of Tun Dishes on the production line.

Porvair AR 2015 CompanyHouse.pdf 9 29/02/2016 15:44
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Strategic report
The markets we serve continued

Aviation

The Group is a leading specialist in the design and
manufacture of filtration components and assemblies for

the aviation industry. Its components are specified on most

of the world’s passenger airlines in fuel systems, hydraulic
‘systems and coolant systems. ’

Key market trends and growth drivers

The Group’s aviation business supplies parts for new aircraft and
for maintenance spares. Activity in this market is driven by:

e Aircraft build rates and development
¢ The frequency of maintenance schedules

Both are driven by the global demand for air travel, measured in
passenger miles flown. Long term growth rates for passenger
miles flown are around 5% per annum.

Our niche positions

The Group provides a wide range of aviation fitters but has
particularly strong niche positions in:

¢ Fuel tank inerting

» Coolant systems for aircraft control systems

* Fuel line and hydraulic fiters

Our competitive advantage

The Group has a long track record of design engineering skills
using a wide range of filter media. It has a large installed base of
bespoke fitters, whose designs are owned by the Group.

Our recent new products

The Group's larger new aviation products include fitters for:
» Airbus and Boeing fuel tank inerting

» Airbus A380 and Boeing 787 coolant systems

¢ A range of Airbus A350 applications

* A range of Airbus New Engine Option applications

Key facts and figures

(0)
+5% Ny, 15% 2014 15%
Long term growth rates for Approximate share
passenger miles flown are of Group sales '

increasing by around 5%
per annum. Source: Bosing

@ Read more on pages: 16 and 17
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Quality and accreditation remain critical

Effective filtration within aircraft equipment

is vital to ensure that all systems are free

from contaminants and to guarantee safety,
long service life, reliability and cost effective
operation. The Porvair Filtration Group designs
and manufactures specialist filtration solutions,
under the strict regulations that apply to

all aerospace manufacturing, to meet the
challenges for contamination control in
hydraulic, fuel, lubrication and air systems.

Opportunities for growth
e Growth in aircraft use and production.

¢ New applications such as the next generation
fuel tank inerting fitter.

29/02/2016 15:44
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Energy & Industrial Process

The Group provides filtration solutions for energy and
industrial process applications. Its filters are to be found in
many of the harshest industrial environments. Applications
are diverse, including high temperature gas filtration and
the containment of waste nuclear material.

Key market trends and growth drivers

The Group has a wide industrial filtration range, with a particular
expertise in nuclear containment and gasification filtration. The
US Department of Energy estimates that gasification output is
growing at 11.5% per annum.

Our niche positions

- The Group has niche expertise in:
¢ Hot gas and gasification fitration
. ® Pulse jet filttration systems
* Nuclear containment filtration
¢ Polymer production filtration

Our competitive advantage

The Group has a long track record of design engineering skills
using a wide range of filter media. It has a large installed base of
bespoke fiters, whose designs are owned by the Group.

Our recent new products

The Group's large projects described throughout these
results are included in this market segment. They include:

¢ Three large gasification contracts .
* An £11.0 million UK nuclear remediation contract

Key facts and figures ‘

17 gasifiers 35% 2014: 35%
When the Group’s cunrent Approximate share
contracts are completed of Group sales

its filtters will be fitted to

17 gasifiers.

@ Read more on pages: 16 and 17
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Nuclear containment and gasification are
demanding filtration environments

The Group designs and manufactures fitters
suited to operating in harsh environments.

lts nuclear containment fitters are required to
operate reliably at very high levels of fittration
efficiency to ensure that no nuclear material
escapes from controlled environments. Its
gasification filters operate at high temperatures
and are required to capture high contaminant
loads during long continuous operating periods.
The skills involved in designing, manufacturing
and testing these fitters can be applied to a
wide range of industrial filtration processes.

Opportunities for growth

¢ Servicing the installed base of gasffiers.
¢ Further gasification projects.

¢ Nuclear power and clean up projects.
¢ Other industrial processes.

29/02/2016 15:44
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Strategic report
The markets we serve continued

Environmental Laboratory Supplies |

The Group designs and manufactures a range of equipment for use in
laboratories. Its Seal Analytical business is a global leader in the manufacture
of laboratory based equipment for testing the inorganic contaminents in water.
The Group also produces a broad range of laboratory microplates for storage
and experimentation in the pharmaceutical and biotechnology markets.

. Key market trends and growth drivers

The market for clean water testing is growing throughout the
world as more of the world's population seeks access to clean
water and water regulations tighten. It is estimated that the
market for water analysis consumables is growing between
5% and 6% per annum.

Our niche bositions

The Group has a particular expertise in the development and
manufacture of laboratory based equipment for testing the
inorganic contaminants in water. it manufactures equipment,
develops testing methodologies and supplies equipment
consumables.

It also develops functionalised porous plastics used for a variety
of fittration applications in the bioscience market.

Our competitive advantage

The Group’s water analysis business benefits from design
protections on its equipment, its broad range of approved
methods and a large and loyal customer base.

lts porous plastics are protected by intellectual property and
related patents.

Our recent new products

The Group continues to broaden its range of water analysis

equipment with upgrades to its QuUAALtro range and new AQ
models, more methods introduced to its new AA1 machine

and a range of block digesters from its recent acquisitions.

its functionalised porous plastics now include a range licensed
to Thermo Fisher and a novel patented epigenetics product,
Chromatrap™.

Key facts and figures

+5-6% "\ 20% 2014: 20%
It is estimated that the market Approximate share
for water analysis consumables of Group sales

is growing between 5% and

6% per annum. Source: SDI Research

@ Read more on pages: 16 and 17

Porvair AR 2015 CompanyHouse.pdf 12

Growing worldwide populations and
regulatory requirements for clean water

Seal is a market leading supplier of equipment
and consumables for the detection of inorganic
contamination in water, a well defined niche
market that is expected to continue to grow
as water quality standards improve across

the world.

Opportunities for growth

¢ Water scarcity and cleanliness.

¢ Increasing the installed base of instruments.

¢ Broadening the portfolio of products and methods.

29/02/2016 15:44
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Molten Metals

The Group’s Metals Filtration division specialises in the design and
manufacture of filters for molten metal. The Group provides patent protected
filters for: the aluminium cast house industry; the filtration of gray and ductile

_iron, mainly for the US auto and light truck market; and the fittration of super
alloys used in the manufacture of turbine blades.

_J
Key market trends and growth drivers : Meeting the rising demand for clean metals
Alcoa estimates that annual production of aluminium is ) :
growing at about 6% per annum. US car and light truck The GrOUp s molten metal bUSIr.]eSS grows
production, a proxy for the rate of use of iron foundry fiters, as the demand for clean metal increases.
grew by 6% in 2015. China's car production has grown rapidly The Group’s world leading expertise enables
and China is now the largest car producer in the world. the Group to develop differentiated and
Our niche positions patent protected filters. o
The Group has a high market share of: —
e The global market for cast house aluminium filters Opp,ortur'utles for .growth ducti
¢ The NAFTA market for gray and ductile iron filters * Increasing aluminium pro gctlon.
» The global market for high grade and exotic alloy fiters * Foundry: US passenger car growth.
Our competitive advantage ® Increased use of hlgh quglrty aluminium alloys.
The Group’s competitive advantage comes from its * Market penetration in China.
metallurgical and ceramics expertise, which enables the
Group to develop differentiated and patent protected filters.
Our recent new products
The division’s principal products are all relatively new
and patented.
The principal products are: e e

* Selee CSX™ for aluminium filtration
» Selee IC™ for gray and ductile iron filtration
» Selee SA™ for high grade alloys

The division continues to develop range extensions of these
products including a new formulation specifically for the
Chinese aluminium filtration market.

Key facts and figures
6 o/0 300/0 2014: 30%
Global demand for aluminium Approximate share
is expected to increase of Group sales
by about 6% per annum.
Source: Alcoa

@ Read more on pages: 14 and 15
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Strategic report
Strategy and business model

A clear and consistent
strategy

The way that we operate and manage our
development and growth through our consistent
strategy and business model continues to underpin
our performance and supports our business goal of
delivering long term value to all our stakeholders.

Our strategy

Porvair’s strategy has remained consistent for a number

of years. It is to generate sharehoider value through the
development of specialist filtration and environmental
technology businesses, both organically and by acquisition.
Such businesses have certain key characteristics in common:

* specialist design or engineering skills are required;

* product use and replacement is mandated by regulation, quality
accreditation or a maintenance cycle; and

* products are often designed into a specification and will typically
have long life cycles.

Over the last five years this strategy has worked for the Group,
which moves into 2016 in a position of financial strength, able to
invest in both organic and acquired growth as appropriate.

Business model outline

Porvair's extensive industry know-how, engineering
capabilities and strong customer relationships are central
to our value proposition and ensure we are well positioned
to sustain growth and deliver strong financial! returns.

Our customers require filtration or emission contro! products that
perform to a given specification; for a minimum amount of time;
and often with prescribed physical attributes such as size or
weight. We win business by offering the best technical solutions
for these requirements at an acceptable commercial cost. Filtration
expertise is applicable across all markets with new products
generally being adaptations of existing designs. Experience in
particular markets or applications is valuable in building customer
confidence. Domain knowledge is important, as is deciding where
to direct resources. i : ’

Our markets
Aviation
Energy & industrial
Environmental
Laboratories
Motten Metals
Economic
retums Resources and
ic revenue and relationships
POMLGOWA GBS ol ersation Customers
generation, increasing Employees
retum on Know-how
employed
Operational
excellence
Quality & Safety
Customer service
Operational
efficiency

Operating structure

* The Group has two divisions. The Microfiltration division serves
the aviation, environmental laboratory and energy/industrial
markets. The Metals Filtration division focuses on filtration
of molten metals, principally aluminium,

¢ The Group has plants in the US, UK, Germany and China.
48% of revenue is manufactured in the US, 42% in the UK,
8% in Germany and 2% in China.

Porvair AR 2015 CompanyHouse.pdf 14

Strategic objectives:

Our five strategic objectives provide a clear focus both in running
our core operations and in developing new opportunities.

1 Focus on end-markets where we see long term
growth potential.

* We focus on four end-markets: aviation; energy and industrial;
environmental laboratories; and molten metals. All have clear
structural growth drivers.

2 Look for applications where product use is
mandated and replacement demand is
therefore regular.

¢ Our products are specialist in nature and typically protect costly
or complex downstream systems. As a result they are replaced
regularly. A high proportion of our annual revenue is from
repeat orders.

3 Make new product development a core
business activity.

¢ We encourage new product development in order to generate
growih rates in excess of the undertying market. Where possible
we build robust intellectual property around our product
developments. About 30% of our revenues is derived from
patent protected products.

4 Establish geographic presence where
end-markets require.

© Our geographic presence follows the markets we serve. 47%
of revenue is in the Americas, where aviation and metals fiftration
are strong. 22% of revenue is in Asia, where sales into water
analysis markets are growing and the demand for gasification
plants is strongest.

5 Invest in both organic and acquired growth.

* We aim to meet dividend and investment needs from free cash
flow and modest borrowing facilities. In recent years we have
expanded manufacturing capacity in the UK, Gemany, US and
China and made several small acquiisitions. All investments are
subject to a careful investment hurdle rate analysis based on
strategic and financial priorities.

Follow our strategy through this report

Our strategic objectives underpin and integrate our global business activities and
you will see numerous references and examples of our strategy in action throughout
this report. Where we discuss a part of our business which is directly linked to one
or more of our strategic objectives, we have referenced this as below.

12345
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Porvair's strong market positions, organic

growth momentum and potential to acquire new
businesses positions us well to continue to create
shareholder value.

A strong and sustainable business

Capital investment supporting growth
and geographic expansion
Since 2010 Porvair has delivered 9% CAGR revenue growth,
" During that period:
* New products have driven sales and margin growth;
® The Group has won over US$70 million of large contracts; and
e Debt has been eliminated.
In 2015, the Group completed new facilities in New Milton, UK,
Caribou, ME, US and Xiaogan, China. It is currently fitting out
a new plant in Ashland, VA, US. )
Qur investment priorities for 2016 are:
* Further investments in production capacity in the UK.

* To fit out the new plant in Ashland, VA and bring it into operation.

¢ To complete the investment in Xiaogan, China and increase
production from the plant.

* To invest in gasification maintenance and services for
Reliance in India.

¢ Investments focused on productivity and the integration
of Fiber Ceramics in Metals Filtration in Hendersonwille, NC.

New product development drives organic growth

New product development is a core activity for the Group. We
undertake it to generate growth rates in excess of the underiying
market. We try to build good intellectual property positions around
our product developments through patents and know-how.

‘In Metals Filtration we have three main patented product ranges:

" » Selee CSX™ for aluminium filtration, where we have a high
global market share;

* Selee IC™ for gray and ductile iron filtration; and
* Selee SA™ for the filtration of nickel-cobalt alloys.

In Microfiltration there are development projects in bioscience
filtration, water analysis, nuclear filtration, aviation filtration and
new filter media development.

Qur priorities for 2016 include:
* Adoption of our proprietary aluminium lithium filter.

* Launch of a patented aluminium fitter fornulation in our
Chinese operation.

* Evaluate a new formulation for the filtration of steel.

 Finish the development of our DNA fittration product range and
seek commercial partners.

* Bring two new platforms to market for the water analysis market.

 Launch a host of new products in the microelectronics filtration

market as we combine the expertise we have in Caribou, ME, US
with the newly acquired TEM in Idaho.
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Adding value through targeted acquisitions

We buy businesses that add complementary techinologies and
products, expand our geographic footprint, or allow us to leverage
our existing scale and infrastructure.

In 2015 we acquired:

o Fiber Ceramics, which has been moved to the Metals Filtration
plant in Hendersonville, NC, brings technical capability, a shorter
production cycle and stronger formulation for steel fitration.

* TEM, a filter business serving the microelectronics industry
with a well designed product range and an experienced
distribution network.

Organic growth generates the financial and business resources we
need to fund acquisitions.

Generating shareholder retums through dividend
payments and capital appreciation

Our focus on cash generation enables us to reinvest in the business
to drive growth and to generate attractive shareholder retums
through a progressive dividend policy.

KPIs
Success of the strategy is measured by growth and cash generated
from operations over the short and long term.

@ Read more on pages: 21 to 23

Risk management

The Group has a well established governance structure with intemal
control and risk management systems. The risk management
process provides a framework to identify, assess and manage risks
to the Group’s overall strategy and the contribution of its divisions.

@ Read more on pages: 24 to 28

Corporate governance

The Porvair Board sets high standards for its corporate governance
and expects steady and continuous improvement in the Group’s
governance procedures.

@ Read more on pages: 37 to 44
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Divisional performance

Metals Filtration division

Strategy in action: A
Manufacturing aluminium fitters in China

More than half the world’s production of and demand for
aluminium is now in China. Porvair has invested in a new
aluminium cast shop filter production facility in Xiaogan,
China to address this demand. In 2016 the Group will
launch a new proprietary patented fitter manufactured

in the plant specifically for the Chinese market.

Porvair AR 2015 CompanyHouse.pdf 16 R 29/02/2016 15:44
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Superior performance of patented products
continues to support growth

Lithium Aluminium is a high grade lightweight alloy
designed particularly for the aerospace market. In its
motten state it is highly comosive. Porvair has developed
a new corrosion resistant fitter to service the growing
demand for Lithium Aluminium.

Financial highlights 2015

2015 2014 2013

k £m £m £m

Revenue 31.0 30.1 - 285
Operating profit ] 24 2.6 24

Performance

¢ Revenue up 3% to a record £31.0 million (2014:
£30.1 million). 4% lower in constant currency.

¢ Acquisition of Fiber Ceramics to enhance offering
in steel filtration.

* Production of a new aluminium filter started in
Porvair's expanded facility in China.

Recent developments

 Fiber Ceramics acquired and moved to Hendersonville, NC.
¢ Second plant built and commissioned in Xiaogan, China.

2016 outlook

» Positive start to 2016.
* Good early results from Chinese customer trials.

Operéﬁng pmﬁt (£m) 2015 Revenue (£Em)
£24m = = [£31.0m
Operating profit Revenue

3

) 2.6
2 24 24 2.4

1.5
1

0
2011 2012 2013 2014 2015

@ Our geographic footprint: page 06
@ The markets we serve: pages 07 and 11
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Divisional review — Metals Filtration

Performance in 2015

Revenue from the Metals Filtration division was at a record
£31.0 million, although this benefited from currency movements.
At constant currency, revenue fell by 4%. Foundry filtration in the
US agricultural sector held back sales by around 2%, whilst the
prior year was boosted by a one-off aluminium equipment order
to Nanshan, China, that accounted for a further 3% of sales.

Additional costs associated with the start-up in China and
the lower constant currency revenue led to a small drop in
operating profit.

41% of this division’s sales were exported from the US, and
given the strength of the US dollar the Board was pleased
with this performance overall. Market conditions were not
straightforward and these results show a certain resilience,
driven by continued market share wins from our range of
patented and differentiated products, mainly:

¢ Selee CSX™ for aluminium cast house filtration. This product
has a unique environmental footprint in being free of
phosphates and ceramic fibres.

e Selee IC™ for gray and ductile iron filtration. This range is
sold principally in the US and offers excellent filtration
efficiency.

* Selee SA™ for the filtration of nickel-cobalt alloys. This niche
application requires exceptional filtration performance and
uses a highly proprietary additive manufacturing technique.

We are increasingly asked to run competitive trials by
customers to demonstrate environmental or fittration
performance in the field. Again this year we have performed
well, notably in aluminium where our products clearly out-
perform the competition. Over recent years, while metal quality
requirements in the market have increased, customers have
often cut back on their technical overheads. In response, we
have launched Selee Metallurgical Services, a business unit
that offers confidential technical support and advice to
aluminium cast houses, investment casters and foundries.
Backed by excellent laboratory resources and extensive
metallurgical experience, Selee Metallurgical Services has
been busy from its inception.

Two events dominated the year in this division: the acquisition
of Fiber Ceramics and the commissioning of a new line in
China. Fiber Ceramics has now been moved into the main
plant in Hendersonville and has made a modest contribution
to results in the year. The product line was acquired mainly for
its technical capability, and we expect to take advantage of

a shorter production cycle and stronger formulation for steel
filttration in 2016.

Significant management and engineering resource was
directed to commissioning the new aluminium fittration line in
China, which started production in November. Good quality
fitters are now being made, using a new proprietary formulation
that we expect to be attractive in this market. Customer trials
are underway and thus far have gone well. Current market
conditions in China are not easy; but the market opportunity is
substantial; we have an excellent differentiated product; and
our cost base is competitive. We expect the Chinese operation
to grow in 2016.
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Strategic report
- Divisional performance continued

Microfiltration division

Strategy in action:
AQ400 Discrete Analyser

Seal Analytical has launched a new discrete analyser, the
AQ400. Aimed at large private and government testing
laboratories, it offers a large sample capacity, faster sample
throughput and lower detection limits and incorporates a
number of unique features to improve performance.
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Strong growth in the US

Porvair continues to invest in its US Microfilration
facilities and capabilities. Over the last five years Porvair
Fittration Group Inc., has grown at a compound rate of
-over 25% per annum. ‘

Financial highlights 2015

2015 2014 2013

£m £m £m

Revenue ‘ 64.8 73.9 55.8
Operating profit 9.7 87 8.6

Performance

* 9% underlying revenue® growth and record
operating profit.

* Building and commissioning work for the large
projects is going well.

* Seal Analytical had a record year.

Recent developments

* New UK plant to expand capacity.
¢ US plant extended in Caribou, ME.
* Record year for Seal: more product releases planned.

2016 outiook

» Healthy order books going into 2016.
¢ Return to growth for aerospace and nuclear.

Note!" Underlying revenue: Revenue excluding the impact of four specific large projects,
as previously announced and reported.

Operating profit (Em) 2015 Revenue (£m)

£9.7m £64.8m
Operating profit , Revenue
10 o7
8 86 87
6 6.7
5.6
4
2
.0 .
2011 2012 2013 2014 2015

@ Our geographic footprint: page 06
@ The markets we serve: pages 07 to 10
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Divisional review — Microfiltration

Performance in 2015

Revenue in the Micrdfiltration division was 12% lower, with
revenue from large projects £14.0 million less than in the prior
year, as expected. Allowing for this, underlying revenue growth
was 9%. Operating profit grew 11% to a record £9.7 million.

The underlying performance of the division was just above its
five year average of 8% revenue growth with gasification spares,
US general industrial and bioscience filtration all performing

well. Aviation had a quieter year, but our exposure to the newer
Boeing and Airbus airframes means we expect a return to
growth in 2016. As our reputation in the industry grows we are
approached from time to time to manufacture products for other
fiter companies. This is a growing part of our industrial portfolio.

The UK based filtration facilities in this division were the proud
recipients of a Queen’s Award for Enterprise in International
Trade in 2015, which recognised their work in aerospace and
industrial filtration growth since 2012.

The large projects are progressing well. The installation in

South Korea is complete and commissioning is underway.

The project in India is much larger and will be buitt through 2016.
Manufacturing for the project in China started during 2015 and
shipment will commence in the first quarter of 2016. Shipments
to the UK nuclear project are underway. Orders for filter spares
for the commissioning process were received early in the

year and shipped on time. We are developing a service and
maintenance capability for the Indian installation, which due

to its size will require constant cleaning and filter replacement.
We expect final contract negotiations for this to be complete

in the first half of 2016.

As discussed in previous statements, the Group has

adopted long term contract accounting for these large
contracts. Revenue is recognised through the manufacturing
and shipping phase of each project, leading to the unusually
high revenue of £19.5 million reported in 2014. Revenue in
2015 was £5.5 million. There is expected to be further revenue
in 2016 and 2017. Allowance is made for potential future costs
arising during the commissioning and warranty stages of the
projects. Profit is therefore recognised over the life of the
projects, which is likely to run into 2017 and 2018.

Seal Analytical posted a record result with revenue growing

by 4% in constant currency. Seal is a market leading supplier
of equipment and consumables for the detection of inorganic
contamination in water. This well defined niche market grows
as water quality standards improve and we have again been
successful in exporting to China. Seal has a good track record
of product development and places particular emphasis on
technical training of its skilled workforce. These initiatives are
showing through in results. Seal’s five year compound annual
revenue growth is 7%. Another new analysis platform was
introduced during the year, and a further two are planned for 2016.

Ben Stocks
Group Chief Executive
22 January 2016
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Finance Director’s review

A robust financial performance
with good underlying growth

Chris Tyler, Group Finance Director ;

Performance highlights

" e Operating margin
increased to 10.2%
(2014: 8.9%).

* Operating profit up 6%
to £9.8 million (2014:
£9.2 million).

* £3.8 million invested in
capital expenditure.

» Return on capital
employed increased to
16% (2014: 15%).

¢ Return on operating
capital employed
increased to 49%
(2014: 47%).

e Tax charge reduced to
24% (2014: 25%).

+9%

Profit before tax increased by

9% to £9.2 miilion.
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Financial highlights 2015

2015 2014 2013
fm £m £m

Revenue 958 104.0 84.3

Qperating profit 9.8 9.2 8.4

Profit before tax 9.2 84 76

2015 2014 2013

£m £m £m

Underlying revenue 90.3 84.5 783
Large projects revenue

(Microfittration) 5.5 19.5 6.0

Revenue 95.8 104.0 84.3

Group operating performance

Underlying revenue, which excludes the impact
of large contracts, grew 7% (4% at constant
currency). Reported revenue fell by 8% as a
result of large contract revenue in Microfiltration
being £14.0 million lower than 2014. Operating
profit was up 6% and profit before tax grew 9%.
Operating profit margins were 10.2% (2014:
8.9%), the improvement resutting from the
phasing of profits on the large contracts and
an improvement in the underlying margin in the
Microfittration division.

The operating performance of the Microfiltration
and Metals Filtration divisions are described

in detail in the Chief Executive’s report and
below. The operating loss associated with the
Other Unallocated segment was £2.4 million
(2014: £2.1 million), which mainly comprises
Group corporate expenditure such as head
office and Board costs, new business
development and general financial costs.

The operating profit includes amortisation
charges on intangible assets arising on
acquisition of £0.2 million (2014: £0.2 miliion), a
credit of £0.1 million (2014: credit of £0.3 million)
arising on the reassessment of acquisition
consideration, acquisition expenses of £0.1
million (2014: £nil) and share based payment
charges of £0.5 million (2014: £0.5 million).

Impact of exchange rate movements

on performance :

The international nature of the Group's business
means that relative movements in exchange
rates can have a significant impact on reported
performance. The average rate used for
translating the results of US operations into
Sterling was US$1.53:£1 (2014: US$1.65:£1)
and the Group's Euro denominated operations
were translated at €1.37:£1 (2014: €1.24:£1).
The stronger dollar offset by the weaker Euro
improved revenue growth by 2% and operating
profit growth by 2% on translating the Group’s
foreign subsidiaries compared with 2014.

The Group sold its UK business’ 2015 US dollar
receipts during the financial year and achieved
an average rate of US$1.54:£1 (2014:
US$1.57:£1).

At 30 November 2015 the Group has US$8.8
million of outstanding forward foreign exchange
contracts taken out to translate the future
revenue on the Group’s underlying dollar revenue
generated by the UK operations and on the
Group’s large contracts. The Group has applied
hedge accounting to US$4.0 million of these
transactions. The reduction in the value of the
hedge in the year of £0.2 million (2014:-reduction
of £0.9 million) is shown in the consolidated
statement of comprehensive income.

Finance costs

Net interest payable reduced to £0.6 million
(2014: £0.8 million). Included within interest
payable are finance costs in relation to the
defined benefit pension scheme, which were
£0.4 milion (2014: £0.5 million) in the year.
Other net interest payable reduced as a resutt
of lower gross borrowings in the year. The
Group suffers non-utilisation fees on its unused
borrowing facilities at a rate of half the margin on
the facility. Consequently, the interest payments
have not fallen in line with the elimination of
gross borrowings.

Interest cover was 16 times (2014: 12 times);
excluding the impact of the pension finance
charge the interest cover is 61 times (2014:
30 times).

Tax

The Group tax charge was £2.2 million (2014:
£2.1 milion). This is an effective rate of 24%
(2014: 25%), which is higher than the UK
standard corporate tax rate of 20.3% (2014:
21.7%). Tax in the UK was reduced by the
benefit of tax relief on the exercise of share
options but the rates of tax are higher on profits
made in Germany and the US. The tax charge
comprises current tax of £2.3 million (2014:
£2.1 million) and a deferred tax credit of

£0.1 million (2014: £nil).

The Group carries a deferred tax asset of

£2.5 million (2014: £3.2 million) and a deferred
tax liability of £1.5 million (2014: £1.5 million).
The deferred tax asset relates principally to the
deficit on the pension fund and share-based
payments. The deferred tax liability relates to
accelerated capital allowances, capitalised
development costs and other timing differences,
arising in the US.
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@ Key performance indicators: pages 21 to 23
@ Principal risks and uncertainties: pages 24 to 28
@ Remuneration report: pages 47 to 58

Net cash/(debt) (£m)

£10.7m

Net cash increased
to £10.7 million.

12

10 10.7

53

0.6

6

4

2

(2’ 2013 2014 2015
-4

6

Cash generation (£m)

£13.3m

Cash generated from
operations.

16
14
12
10

8 81

14.1
123

9.2

133

‘on b O

2011 2012 2013 2014 2015

EPS growth trend (pence)

16.5p

Basic earnings per share.

16
14
12
10

8

144 155

12.3*
10.1

7.3

oA

2011 2012 2013 2014 2015

2013 figures restated following the adoption
of IAS 19 Revised. Earfier years not adjusted.
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Total equity

Total equity at 30 November 2015 was ,
£59.1 million (2014: £52.1 million), an increase
of 13% over the prior year. Increases in total
equity arose from profit after tax of £7.3 milion
(2014: £6.4 million), after adding back the
charge for employee share option schemes net
of tax of £0.3 million (2014: £nil); exchange gains
on translation of £0.9 million (2014: £1.1 million);
actuarial gains of £0.4 milion (2014: loss of

£1.1 milion); and £nil (2014: £0.2 million)

arising on the issue of shares on share option
exercises. Dividends paid of £1.5 million (2014:
£1.3 million); and a reduction of £0.1 million
(2014: reduction of £0.9 million) in the value

of hedge accounting instruments reduced

total equity.

Return on capital employed

The increase in the profits of the Group compared
with lower capital employed led to an increase in
the return on capital employed to 16% (2014:
15%). Excluding the impact of goodwill and the
net pension liability, the return on operating capital
employed increased to 49% (2014: 47%).

Cash flow .
The table below summarises the key elements
of the cash flow for the year:
A 2015 2014
£m £m
Operating cash flow before
working capital 125 11.9
Working capital movement 0.8 22
Cash generated from
operating activities 133 141
Interest 0.2 0.3
Tax 1.8 2.2
Capital expenditure net of disposals 3.3 5.1
8.0 6.5
Acquisitions (1.1) 0.7
Dividends (1.5) (1.3
Share issue proceeds - 0.2
Net cash increase in the year 54 4.7
Net cash at 1 December 5.3 0.6
Net cash at 30 November 10.7 53

Net working capital reduced by £0.8 milion
(2014: £2.2 milion). Cash was received from
large contracts in excess of the revenue
recognised in the year ended 30 November
2015, mainly as a result of the collection in 2015
of a receivable outstanding at the end of 2014
of £2.6 million. Inventories in Microfittration and
the China plant of Metals Filtration increased to
support growth and payables at the year end
were lower than the prior year.

Net interest paid represents the bank interest
and non-utilisation fees charged in the year.
It reduced as bank borrowings fell in the year.

Tax payments in the year are lower than the
current tax charge as a result of recoveries in
relation to prior years.

£0.8 million was paid in deferred consideration
for acquisitions completed in 2012 and 2013
and £0.3 million was paid in relation to an
acquisition in 2015. A maximum of a further
£0.1 milion is payable in 2016.’

Construction contracts and

performance bonds

The income statement impact of the large
contracts is described in the Divisional review on
page 17. At 30 November 2015, the Group had
no amounts due from contract customersand .
amounts due to contract customers of £7.7
million, representing the amount by which cash
received at 30 November 2015 exceeds revenue
recognised to date on these large contracts.

The contract customers generally provide
advance payments to fund the initial stages of
the contracts and the Group provides advance
payment bonds to the customer as security.

The bonds are cancellable after up to six months
following the shipment of goods. At 30 November
2015 the Group held US$3.7 miilion (£2.5 million)
of advanced payments against future shipments
and there were US$5.3 miilion (£3.5 million) of
advance payment bonds outstanding.

The contract customers also generally require
performance bonds to cover risks arising during
the contract warranty periods. At 30 November
2015 the Group had US$9.7 million (£6.5 million)
of performance bonds outstanding.

Capital expenditure

Capital expenditure was £3.3 milion 2014:

£5.1 million) net of £0.5 milion disposal proceeds.
The principal investments in 2015 related to the
completion of a new plant in New Milton, UK,
which was fully operational in February 2015;
completion of the extension to the plant in Caribou,
Maine, which was opened in May 2015; and a
new cast shop fittration line in China, which began
production in November 2015.

Looking forward to 2016 the Board is planning
further investments: facilities in the US; gasification
service and maintenance in India; and upgraded
production capability in the UK, US and China.
Capital expenditure in 2016 is expected to be

up to £5.0 million.
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Pension schemes

The Group continues to support its defined benefit
pension scheme in the UK, which is closed to
new members, and to provide access to defined
contribution schemes for its US employees and
other UK employees. )

The Group total pension cost was £2.2 million
(2014: £2.2 million). £1.8 miilion (2014: £1.7 million)
was recorded as an operating cost: £1.2 milion
(2014: £1.2 miliion) related to funding defined
contributions schemes; and £0.6 miilion (2014:
£0.5 million) related to the charge for the Group’s
defined benefit scheme. £0.4 milion (2014: £0.5
million) was charged as a finance cost in relation

to the defined benefit scheme.

The Group’s net retirement benefit obligation

was £12.0 milion (2014: £12.8 milion). The
contributions paid to the defined benefit scheme

in the UK were £1.0 milion 2014: £0.9 million).
The service cost, administrative expenses and
finance cost were £1.0 milion (2014: £1.0 million)
and the actuarial gain in the year was £0.8 million
(2014: loss of £0.9 milion). All of the assumptions
adopted were broadly in line with the previous year.

The defined benefit scheme had 48 (2014: 53)
active members, 271 (2014: 281) deferred
members and 249 (2014: 271) pensioners at

30 November 2015. The life expectancy of
members of the scheme reaching age 65 at

30 November 2015 is assumed to be 21.6 years
(2014: 21.6 years) for men and 23.6 years (2014:
23.8 years) for women. The weighted average
duration of the plan scheme liabilities at the end
of the period is 20 years (2014: 18 years).

A full triennial actuarial valuation of the assets
and liabilities of the defined benefit scheme was
completed in 2013, based on data at 31 March
2012. As aresutt of this review, the Group and
the Trustees agreed to alter the employer’s
contributions from 8.2% of salary to 13.3% of
salary. Addttionally, the Group committed to
making a £194,000 annual contribution towards
the running costs of the scheme from March 2014,
increasing by 3.25% per annum thereafter. The
Group also committed to make additional annual
contributions, to cover the past service deficit, of
£456,000 per annum commencing in December
2013, increasing by 5% per annum thereafter.
The next full actuanal valuation of the scheme

will be based on the pension scheme’s position
at 31 March 2015 and is expected to be
completed before June 2016.

Bomowings and bank finance

At the year end, the Group had cash balances
of £10.7 million (2014: net cash of £5.3 million)
comprising cash balances of £10.7 million (2014:
£7.9 million) offset by gross borrowings of £nil
(2014: £2.6 million).

The Group signed a five year borrowing facility
agreement on 25 January 2013 comprising a
five year US$20 million revolving credit facility,

a £2.5 million term loan (reduced to £nil at

30 November 2015) and a £2.5 million overdraft
facility. These facilties have margins over LBOR
ranging between 1.95% and 2.25%.

At 30 November 2015, the Group had £13.3
million (2014: £10.8 million) of unused loan
facilties, an unused overdraft facility of £2.5 million
(2014: £2.5 milion) and net cash balances of
£10.7 million (2014: £7.9 million).

Finance and treasury policy

The treasury function at Porvair is managed
centrally, under Board supervision. It is not a
profit centre and does not undertake speculative
transactions. It seeks to limit the Group’s trading
exposure to currency movements. The Group
does not hedge against the impact of exchange
rate movements on the translation of profits and
losses of overseas operations.

The Group finances its operations through

share capital, retained profits and, when required,
bank debt. it has adequate facilities to finance its
current operations and capital plans for the
foreseeable future.

Chris Tyler
Group Finance Director
22 January 2016
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Key performance indicators © We use the following Key Performance Indicators (KPls)
' to measure the performance of our business and progress
against our strategic objectives. - '

KPI description REVENUE GROWTH 12345
Revenue growth captures our performance in the main tenets of our 8 0/ 2011 7%
business model: meeting customer requirements; developing new ( o 2012 12%
products; expanding geographically; and making acquisitions. 2013 10%
Revenue growth in constant currency is a good measure of the 2014 23%
growth in the predominantly overseas division — Metals Filtration. 2015 @)% 00%
Underlying growth captures the growth excluding the impact of the
large projects which as a result of their size mask the underlying Revenue growth at constant currency
performance of the rest of business.
Performance in 2015 : (1 0)0/0 2011 %
The performance of the Group, which was broadly in line with 2012 12%
_rnanagement’s.expectatipns, and that of each division is explained 2013 9%
in full in the Chief Executive’s report. 2014 27%
Following the unusually large revenue recorded in 2014 from the 2015 (10)%
large projects, revenue in 2015 fell back from its highs of 2014.
Excluding the impact of the large contracts, the underlying revenue .
has continued to grow steadily. Underlying revenue growth
In constant currency the Metals Filtration revenue was down 0 2011 7%
4%, however this still represents a strong performance following 7 / (o] 2012 6%
an 11% increase in 2014. °

2013 8%
Over a five year period the underlying revenue growth in ) 2014 8%
Microfiltration is 8% and in Metals Filtration it is 6%. 2015 7%

Revenue growth — Metals Filtration

o o 2011 15%
' 3% . 2012 8%
2013 2% 9%
2014 6%
2015 3%

o o Revenue growth at constant currency — Metals Filtration

o 2011 T 15%
(4) Yo 2012 7%
2013 1% 9%

2014 1%
2015 @)%

Revenue growth ~ Microfittration

0 2011 4%
(12) Yo 2012 15%

2013 15%
2014 33%
2015 (12)%
Key and links to strategy: Underlying revenue growth — Microfiltration
1 Focus on end-markets where we see long term growth potential.
2 Iagrorl‘( arf?c; applications where product use is mandated and replacement 90 / 2011 4%
is therefore regular. ) 0 2012 5%
3 Make new product development a core business activity. 2013 129%
‘4 Establish geographic presence where end-markets require. 2014 9%
5 Inwvestin both organic and acquired growth. 2015 9%
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KPI description OPERATING MARGIN - GROUP 123
Operating margins demonstrate the Group’s propensity to tum 1 00 / 2011 8%
revenue into profits. 0 2012 %
Performance in 2015 2013 10%
Operating margin in Metals Filtration reduced to 8% as a result 2014 %
of lower constant currency revenues and the impact of startup 2015 10%
costs of the new Chinese plant. In Microfiltration the operating
margin increased to 15%. The benefits of a cost reduction exercise
at the end of 2014 and a higher margin from the large projects Operating margin — Metals Filtration
account for the improvement. The details of the revenue and
profit profile of the large projects are explained in the Chief
Executive’s report. 80/0 2011 6%
2012 9%
2013 8%
2014 %
2015 8%
Operating margin — Microfiltration
ro) 2011 13%
15 / Y 2012 14%
2013 15%
. 2014 12%
2015 15%
KPI description PROFIT BEFORE TAX GROWTH 123
A measure of the profits of the business after all costs and finance o
charges have been taken into account but before corporation tax. 90/0 ;g}; 43:;@
(]
Performance in 2015 2013 25% :
The performance is described in full in the Chief Executive's °
report and the Finance Director’s review. 2014 10%
2015 9%

‘KPI description - -. BASIC EARNINGS PER SHARE GROWTH 123
Basic eamings per share growth gives a measure of our ability , 2011 40%
to deliver earnings growth for our shareholders. 8(y0 2012 38% ’
Performance in 2015
Basic earnings per share growth is lower than the profit before 2013 o %%
tax growth as a result of a small increase in the shares in issue 2014 17%
during the year. 2015 8%

" KPI description

Cash generated from operations less interest gives a measure
of the cash generating capabilities of the underlying operations.

Performance in 2015

Cash generated from operations less interest has been high
since 2013 as a result of the good performance of the Group,
and the cash received on the large projects being in excess of
the revenues recognised on these projects.
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CASH GENERATED FROM OPERATIONS LESS INTEREST 5

£13.2m

2011
2012
2013
2014
2015

£7.6m

£8.6m
£11.8m
£13.8m
£132m
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KPI description INTEREST COVER 5
interest cover is a measure of the number of times our operating profits = ' 2011 7
could pay our finance costs. The Board considers a figure higher than 1 6 tlmeS 2012 : 8
five times indicates that the Group can comfortably service its debt. ) :

. 2013 1
Performance in 2015
Interest cover is high as a result of the Group having very low gross 2014 12
borrowings throughout the year and a manageable pension deficit. 2015 _ 16
KPI description POST TAX RETURN ON CAPITAL EMPLOYED 5

“Post tax return on capital employed gives a measure of financial ' 2011 " 79
return from all of the invested capital in the business. A return higher 1 60/0 2012 ? 10%
than the Group's weighted average cost of capital is satisfactory. ° .
Performance in 2015 2013 12%

The Group’s return on capital employed improved in 2015 as a 2014 15%
result of higher profits and a lower capital employed arising from 2015 16%

an increase in the Group's net cash position. It exceeded the
Group’s weighted average cost of capital of 9%.

KPI description

The post tax return on operating capital employed gives a measure
-of the Group's ability to make financial returns from the fixed assets
and working capital employed in its operations. It ignores the
goodwill arising on acquisitions and the impact of the pension deficit.

It gives a simple measure of the Group’s ability to make retums from
its investments in plant and equipment and working capital.

Performance in 2015

The Group’s return on operating capital employed improved in
2015 as a result of higher profits and a lower capital employed
arising from an increase in the Group’s net cash position.
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POST TAX RETURN ON OPERATING CAPITAL EMPLOYED 5

0 2011 21%
49 / o 2012 30%
2013 38%
2014 47%
2015 4%
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Principal risks and uncertainties

Committed to managing risk
effectively and robustly *

Our approach to risk management

Risk management is embedded in the management processes of

the Group. These processes have been extensively revised as a result
of the September 2014 issue of the UK Cormporate Governance Code
and the Guidance on Risk Management, Intemal Controls and Related
Financial and Business Reporting. The Board has canied out a robust
assessment of the principal risks facing the Group, including those that
would threaten its business mode!, future performance, solvency or
liquidity, and has implemented a new risk management process with
specific steps scheduled throughout the financial year. The process
adopted by the Group to embed risk management in the Group’s
operations is outlined below.

¢ The key risks are identified by the management team of each operation
facilitated by the Group Chief Executive and Group Finance Director.

* Operations management teams maintain a register of risks, mitigations
and weaknesses, which:

— Makes an initial assessment of the risks identified;

- Provides specific details on the key risks identified;

- Identifies the mitigation processes that are already in place; and
— Highlights weaknesses that currently exist.

* Operations management teams with the Group Chief Executive
and Group Finance Director review the work undertaken by each
management team and consider the steps needed to improve
mitigation. This process leads to a number of projects to mitigate
weaknesses that are then incorporated in each operation’s
annual plans.

* The budget and strategy planning process then incorporates:

- Capital or staff cost implications of improving the mitigation and
reducing current weaknesses; and

— Any other budget implications of improving risk management.

* Internal audit peer reviews analyse the risk registers kept by each
business and ensure that:

- The mitigation steps identified are in place; and

— Any commitments made in the planning process have been actioned.

¢ The process is refined in the following year.

Risk Governance

The Board has overall responsibility for ensuring that the Group maintains

an effective risk management system and actively monitors the risk
management process, specifically the Board:

 Defines a process for ongoing monitoring of risk management taking
into account: )
- The Group’s risk appetite;
— Any known incidence of significant control failure or weakness;

* Reviews the risk register and mitigation processes ahead of the
strategy and budget process;

¢ Reviews the approach adopted to the ongoing monitoring of risk;

» Considers presentations on strategy and risk management from the
operations management as part of the strategy and budget process;

* Considers the findings of the intemal audit reviews in relation to risk
management; and

* Conducts a robust annual effectiveness review of the process.
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Principal risks and uncertainties

The Group maintains a comprehensive register which identifies risks and
uncertainties that could impact the operations, the mitigation processes
in place and outlines the weaknesses that should be addressed by the
operations. The risk register includes over 140 individual risks and
associated mitigation processes. The principal risks and uncertainties
described on pages 25 to 28 are those which individually or collectively
might be expected to have the most significant impact on the Group’s
long term performance and prospects.

Risk assessment review

Risk assessment Review
Identify Group Executive
-
g
Assess E3 Audit Committee
2
-
Mitigating actions Board

29/02/2016 15:44



25 Porvair plc Annual Report & Accounts 2015 Strategic report

Govemance

Financial statements Other information

Key and links to strategy:
Focus on end-markets where we see long term growth potential.

Look for applications where product use is mandated and replacement
demand is therefore regular.

Make new product development a core business activity.
Establish geographic presence where end-markets require.
5 Investin both organic and acquired growth.

AW N =

Change in level of risk:
@ No change to risk g Risk exposure reduced @ Risk exposure increased

REVENUE RISKS

Risk description and impact 1 2

Existing market risk

The Group serves the needs of a range of specialist filtration-markets,
such that it is not dependent upon any one market. The Group's four
main markets are as follows:

* aviation filtration, where quality and accreditation of products are
critical. Although product lifecycles are long there are occasional
periods of reduced demand as a result of global impacts on
commercial flying;

¢ energy and industrial process filtration, where projects tend to be large
and demand would be affected by a sustained economic downtum or
a long period of low oil prices;

 environmental laboratory supplies, where revenue can be affected by
access to capital in customers’ markets (municipal/utilities and
industrial labs); and .

 aluminium filtration, where demand for aluminium can fluctuate,
producers have consolidated and recent demand growth has been
driven by Chinese industrial production.

" Each of the above contribute more than 10% of the Group’s revenue
and the Group would be exposed to a significant decline
in any of these markets.

bhange @

Many of the Group's products are consumable and are essential to

the safe operation of their respective systems and processes, so whilst
volumes are impacted by changes in economic circumstances significant
fluctuations for other reasons are rare.

The aviation market has traditionally been a very steady business as
the product cycles are very long and the Group offers a broad range of
products split evenly between after-market and new build. The outlook
for the aviation market is for steady growth and the Group has a good
pipeline of new programmes coming on stream and there is unlikely to
be such a rapid decline in the aviation market that the Group could not
manage the consequences over time. .

The energy and industrial process products serve a range of customers
who use filters as an integral part of processes in their plants. Sales are
both for new build and after market spares. The after market spares
business should ensure that there is a regular revenue stream from the
installations that the Group serves.

Environmental laboratory supplies are chiefly sold to laboratories

engaged in meeting the regulatory requirements for clean water. It is
expected that the regulated nature of this market will mitigate cyclical
changes. The market is expected to grow as water regulations tighten
throughout the world and demand for clean water in the developing world
increases. The Group is steadily increasing its consumable revenue into
this market and reducing its refiance on original equipment sales.

The Group's revenue is affected by the levels of aluminium production,
however the Group now has a stronger market position having
successfully converted its customers to a new improved filter formulation.
The production of aluminium is consolidating, gradually moving to larger
smelters in regions of low cost energy and additional capacity is being
brought on in China. The Group is developing its sales and production
capability accordingly.

Mitigation

Risk description and impact 1.2 3

New products and markets risk

The Group invests significant amounts into the development of new
products often driven by environmental imperatives, regulation or pressure
for continuous improvement in quality and performance. There is a risk
that the Group’s products will be superseded or that new products will
not meet the quality and performance specifications required.

Change g

The Group’s new product development is focused on solving specific
challenges identified by the Group’s customers. This focus on specific
developments improves the adoption rate of the Group’s designs. The
Group has brought a number of these products to market recently and .
is now much less exposed to the risks of new products. The Group
continues to invest in new products, new capacity and new skilis to
retain and serve its customers better.

Mitigation

Risk description and impact 12

Large contracts risk

The Group has a number of large contracts for the installation of filtration
systems. The Group's future results will be affected by the outcome of
these contracts and the potential future revenue from the installations.
Significant delays or engineering challenges with these contracts could
impact the Group's expected performance.

The Group also has a number of long term supply agreements for filters
and agreements with key distributors for certain of its products. Its results
will be affected should it lose a significant customer or distributor.
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Change @

The large contracts have direct senior management involvement

on a day to day basis. The Group makes every effort to ensure that its
commitments are met on time and in full. Detailed engineering and
financial work plans, risk assessments and forecasts are maintained for
each of these projects. The financial impact of reasonably foreseeable
risks are included in these plans. Reports are produced every month
which detail project progress and changes to planned schedules and
assessment of risk.

The Group maintains close contact with each of its long-term
customers and major distributors and has a long history of working
with them. In each case the Group provides unique or patented
products to the customers or distributors which provzde additional
permanence to the relationships.

Mitigation
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REVENUE RISKS continued

Risk description and impact 12

Regulation risk

Certain of the Group’s products are subject to regulatory regimes
including compliance with aviation and environmental standards and
individual customers’ quality standards. A failure to maintain robust
systems and processes to demonstrate compliance with the appropriate
standards could resutt in the Group losing business and may oper the
Group to product liability risks.

Change @

Mitigation

* The Group has internal control systems designed to meet the

compliance requirements of each regulated product it manufactures.
These systems are overseen by experienced quality teams and are
reviewed both interally and externally to ensure that they remain
suitable and up to date.

The Group maintains product liability and aviation liability insurance to
cover the financial consequences of a product failure.

Risk description and impact o1 2

Competitive risk

. Porvair operates in competitive global markets. The Group’s achievement
of its objectives is reliant on its ability to respond to many competitive
factors including, but not limited to, new entrants, pricing pressures,
technological innovations, product quality, customer service, currency
movements, manufacturing capabilities and the employment and
retention of qualified personnel. If the Group does not continue to
compete in its markets effectively by developing innovative solutions for
its customers and delivering high quality customer service, it could lose
them and its results could be adversely affected.

MANUFACTURING AND OPERATIONAL RISKS

Qhange @

The Group recognises that certain of its competitors are larger and have
greater financial resources. This may enable them to deliver products
on more attractive terms than the Group or to invest more resources,
including research and development. The Group seeks to maintain its
competitive advantage through technical differentiation and product
quality rather than price.

Through the development of a strategy that focuses on micro niches
within the Group's chosen markets, the Group seeks to identify specific
opportunities where it has a commercial, reputational or technologxcal
advantage that enables it to compete successfully.

Mitigation

Risk description and impact 125

Raw materials, resources and production risk

The Group uses a wide variety of different raw materials and
subcontracted processes. In certain cases critical components or
processes are single sourced either for regulatory or availability and
performance reasons. In the event that supplies of these materials or
processes become unavailable, the Group's ability to produce certain
products could be delayed or products may need to be redesigned.

Prices for raw materials can be volatile and are affected by the cyclical
movement in commodity prices such as oil, alumina, gas and steel.
The Group's ability to pass on these price fluctuations to its customers
is to some extent dependent on the contracts it has entered into and
the prevailing market conditions. There may be times when the Group’s
results are adversely affected by an inability to recover increases in raw
material prices.

Not all of the Group’s equipment is duplicated generally for cost

and efficiency reasons. A significant failure of any of these pieces of -
equipment can result in production delays and a potential for loss

of revenue.

Mitigation Change @)
Wherever possible the Group seeks to dual source all of its supplies and
processes. Where this is not possible the Group has in place long term
agreements, or significant buffer stocks. It has an active programme of
close monitoring of its suppliers including assisting them with
improvements in quality and continuity.

Where practical the Group seeks to fix its raw material prices in long term
contracts with suppliers and in certain cases uses forward contracts to
manage its exposure to fluctuating prices.

The Group has regular planned shutdowns for maintenance and
equipment is maintained to a high standard. Failures of critical
equipment are therefore rare.

Risk description and impact : 1 2

Facilties and IT risk

The Group operates a number of production facilities, the largest facility
generating approximately one third of the Group’s revenue. A disaster,
such as a fire or flood, at any of the Group’s facilities could have a
material impact on the Group's performance.

The Group relies on [T systems for all its record maintenance and is
dependent upon good bandwidth connections between its sites. A loss
of servers or bandwidth, could interrupt the operations and result in

a loss of data.
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Change @

The Group maintains insurance of its equipment and facilities and
carries business intenruption insurance to cover loss of profits. In
addition, the Group has ISO 9001 and other industry specific quality
contro! systems which reduce the risk that a disaster will occur.

The Group has resilient IT systems and invests in new servers,
software and bandwidth to improve the resilience of its systems.
It has comprehensive [T disaster recovery plans, which are
periodically tested.

Mitigation
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MANUFACTURING AND OPERATIONAL RISKS continued
Risk description and impact 1 2 Mitigation Char:lge @

Cyber-attack risk

The Group has experienced a number of cyber-attacks and the
frequency of these attacks is increasing. A cyber-attack could cause loss
or conuption of data or interrupt the operation of systems.

The Group’s systems have been tested against actual cyber-attacks
and in each case systems have been out of action for less than 24 hours
and only minimal data loss has been suffered.

The Group has distributed systems. Each operation’s system is largely
independent from the systems of the other operations, such that a virus
or concerted cyber-attack could be contained within one operation.

The Group continues to remain vigilant to attack and ensures that its
systems are regularly improved to make them more secure and resilient.
So far its systems have proved resilient to cyber-attack.

Risk description and impact 2 3

Health and safety and environmental risk

The Group handles hazardous chemicals and waste in certain of its
production processes. |f they are not properly handled and managed,
these chemicals can give rise to health and safety risks for the employees
and environmental risks if they are allowed to leak. In addition, hazardous
chemicals are subject to strict regulation, which can include phasing out
their use. Failure to manage the chemicals and waste safely and plan for
any changes in regulation could expose the Group to claims and inability
to manufacture certain of its products.

FINANCE AND MANAGEMENT RISKS

Change @

Rigorous risk assessments and standard operating procedures are

in place to handle hazardous chemicals and waste. Health and safety
teams monitor compliance with the Group’s procedures and, as
necessary, report to the appropriate regulatory authorities. Each plant
operates to ISO 9001 standards which ensures a high level of safety
and standard procedures.

Mitigation

" Risk description and impact 4 5

Acquisitions risk :

. The Group is actively involved in searching for complementary
acquisitions. A poorly executed acquisition could severely constrain
the Group.

Mitigation Change @
The Group engages in thorough due diligence on its target companies
and adopts a cautious approach in its selection and completion of
acquisitions. In the case of each completed acquisition it develops

and implements an integration plan.

Risk description and impact . 5

Pensions risk .

“The Group operates a defined benefit pension scheme which is closed to
new members but remains open for future accrual for the existing active
members. The Group retains the ultimate responsibility for ensuring that
the trust has sufficient funds to ensure that all current and future pensions
can be paid in full. A significant shortfall in the value of the assets of the
scheme, compared with its liabilities, could require the Group to make
additional payments to the scheme.

Mitigation Change @
The Pension scheme is financed through a separate trust fund and
administered by a Board of Trustees with an independent Chairman.

The Group maintains a close oversight of the pension scheme through
appointment of its own trustees to ensure that the scheme is property
administered and that sound investment advice is obtained. The Board
regularly reviews the performance of the scheme with a focus on reducing
risk to the Group. The Group has a deficit recovery plan in place that is
affordable for the Group and expected to reduce the current deficit. The
deficit contribution is reviewed every three years as part of the

triennial valuation.

Risk description and impact -1 2 3

Product liability risk -

The Group manufactures products that are potentially vital to the safe
operation of its customers’ products or processes. A failure of the Group's
products could expose the Group to loss as a resutt of claims made by
the Group's customers or users of their products.

Change @

The Group seeks to minimise this risk through limitations of fiability
in its contracts and carries insurance cover in the event that claims
are made.

Mitigation

Risk description and impact 5

Financing risk

‘At certain times the Group uses borrowings to finance its operations.
Damage to, or loss of, its banking relationships could have a material
impact on the Group's ability to do this, which could damage the
operations and profitability of the Group.
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Change @

To mitigate this risk, the Group maintains sufficient long-term facilities

in place for its expected requirements and has progressively reduced
its gearing. The Group currently has no borrowings. It maintains a close
relationship with its bankers and carefully monitors the restrictions in

its borrowing facilities.

Mitigation
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FINANCE AND MANAGEMENT RISKS continued

Risk description and impact

Financial risk management
The Group's operations expose it to a variety of financial risks that
include the effects of:

e price risk;

o foreign exchange risk;
 credit risk;

o liquidity risk; and

e interest rate cash flow risk.
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Change @

The Group has in place financial risk management procedures that seek
to limit the adverse effects on the financial performance of financial risks.
The principal procedures are described below:

Mitigation

Price risk

The Group is exposed to commodity price risk as a result of its
operations. The Group buys certain raw materials and energy on long
term contracts to minimise its exposure to fluctuation in commodity
prices. In all cases these contracts result in the ultimate delivery and use
by the Group of the commodity. The Group has no exposure to equity
securities price risk as it holds no listed or other equity investments.

Foreign exchange risk

The Group seeks to manage its exposure to the impact of exchange
rate movements on its net investments by maintaining some borrowings
in US dollars. Previously it sought to maintain borrowings in US dollars
equivalent to around 60% of the carrying value of its US dollar net
tangible assets in its US operations. However, as the Group’s overall
borrowings have reduced, so the US dollar borrowings have reduced.

The UK operations of the business generate significant revenues in US
dollars and the Group seeks to minimise the impact of movements in the
US dollar exchange rate on the value. of these US dollar flows by using
financial instruments to fix the future value of the US dollars. The Group
does not apply hedge accounting to these transactions. In the case

of large contracts where the future currency income is in a different
currency from the operation’s functional currency, is certain, and can ~ . .
be specifically assigned to individual transactions, the Group takes out e
forward foreign exchange contracts to minimize the impact of currency  _
fluctuations. The Group applies hedge accounting to these transactions.” -

e

E TS

Credit risk

The Group has implemented policies that require appropriate credit
checks on potential customers before sales are made. Debtor finance is
very rarely used and is reviewed on a case by case basis by the Board of
Directors. The Group monitors the leve! of deposits held with overseas
banks and financial institutions and repatriates cash as part of its
treasury management.

Liquidity risk

The Group actively maintains a mixture of long term and short term debt
finance facilities that are designed to ensure the Group has sufficient
available funds for operations and planned expansions.

Interest rate cash flow risk

The Group has only interest bearing liabilities. The Group seeks to
maintain between 40% and 60% of its borrowings at a fixed interest rate,
typically through fixed rate swap agreements. The Group applies hedge
accounting to these instruments.

For the time being, while the Group has no gross borrowings, the

Board has concluded that further interest rate swaps need not be
taken out. :

29/02/2016 15:44



29  Porvair pic Annual Report & Accounts 2015 Strategic report

Govermnance .Financial statements Other information

Viability and going concern

The Group has an annual Strategic Planning process,

which comprises a strategic plan, a financial forecast for the
current year and financial projections for the next three years.
The strategic planning process is integrated with the risk
management and reporting processes designed to produce
consolidated and operating unit level business objectives,
risk management plans and operating budgets.

The plans are reviewed each year by the Board as part of its
strategy review process. Once approved by the Board, the
plans are adopted throughout the operations and provide
the basis for strategic decision making and objective setting.
Progress towards these objectives and financial performance
‘compared with plans are monltored by the Board throughout
the year.

In undertaking its strategic review in 2015, the Board
considered the prospects of the Group over the one and three
year periods to 30 November 2016 and 2018, respectively. The
one-year planning period has a greater level of certainty and is,
therefore, used to set detailed budgetary targets throughout the
Group - it is also used by the Remuneration Committee to set
targets for annual incentives. The three-year period provides
less certainty of outcome, but sets out the medium term
objectives of the Group and the investment plans and financial
targets associated with those objectives. It is also used by the
Remuneration Committee for setting the performance targets
for the long term incentive plans.

The Group has significant revenue streams of bespoke
consumable parts that as a result of either quality accreditation
or regulatory requirements are expected to continue for many
years. However, the Board considers that a review of the
Group’s plans over a three year period is reasonable because:

e Its specific investment plans can be reasonably foreseen
and will be implemented within the period covered;

» There is a reasonable expectation that changes to current
market trends can be anticipated over the period;

* To the extent that the Group has long term supply contracts
with its key customers these usually have three year renewal
periods;

¢ The Group's contributions to its pension scheme deficit are
settled over the period; and

* Completion of the Group's eX|st|ng large contracts is expected
within the period.
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On the basis of this and other matters considered by the
Board during the year, including a review of the potential
financial impact of various scenarios arising from the risks
identified on pages 25 to 28, including a severe economic
recession, a forced plant shutdown and sourcing risks, the
Board has a reasonable expectation that the Group will be
able to continue in operation and meet its liabilities as they
fall due over the three year period assessed. In doing so, it is
recognised that such future assessments are subject to a level
of uncertainty that increases with time and, therefore, future
outcomes cannot be guaranteed or predicted with certainty.

After having made appropriate enquiries, including all the
information presented in its strategic review of the business,

the Directors have a reasonable expectation that the Group and
Company has adequate resources to continue in operational
existence for the foreseeable future. Accordingly, they continue
to adopt the going concern basis in preparing these accounts.
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Growing our business
responsibly and sustainably

2015 WINNER: Queen’s Award &

for Enterprise in International Trade

pervair

Fiktrotion group.

Introduction

We believe that operating sustainably and behaving
responsibly are fundamental to creating long term value.

The Board's policy is to enhance shareholder value in
an ethical and socially responsible manner. The Board
believes that operating efficiently with high quality
standards includes promoting high standards of health
and safety and helping to protect the environment.

As a minimum, the Group operations are required

to meet the legal and regulatory requirements

of operating in their local jurisdiction.

We recognise that our corporate responsibility activities
are an important way for us to deliver upon our strategic
- objectives. During 2015, the Board reconfimed its
commitment to the five components of our CSR
programme and we have oontlnued to make good
progress in these areas.

Our CSR commitments

Business integrity and ethics

“Our commitment to high ethical standards strengthens
our reputation with customers, suppliers and other
stakeholders.

Our people

Porvair prides itself on its people and their ability to provide
innovative solutions for its customers.

Health & Safety

Porvair recognises its clear responsibilities for the health
and safety of its employees and to the communities in
which it operates.

Environmental performance

Many of the products developed by Porvair are used .
to the benefit of the environment.

Building strong relationships

Porvair is committed to building relationships with its
customers, its suppliers and the local communities in
which it operates.
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Our people

" Porvair prides itself on its staff’s ability to provide innovative

solutions for its customers. Porvair is committed to employing
talented people and enabling them to reach their full potential.
Porvair provides employment in a wide range of disciplines
associated with the design and manufacture of filtration and
separation equipment.

Employee engagement

The Group involves employees through both formal and
informal systems of communication and consultation. Managers
have a responsibility to communicate effectively and to promote
a better understanding by employees of the activities and
performance of the Group. Information relating to trading,
company strategy and any other matters of significance are
communicated to all employees through local briefings.

The Group has regular consuttations with staff so that their
views can be taken into account in matters that affect their
interests. Employees are actively encouraged to contribute to”
improvements in the Group’s operations. The Group has a UK+
share save scheme that encourages employees to save and”™
share in the Group’s performance.

Diversity

It is the Group’s policy to recrutt, train, promote and treat all
personnel on grounds solely based on individual ability and
performance. These principles are applied regardless of sex,
sexual orientation, religion, age, nationality or ethnic origin.

The Group's split between male and female employees
is shown below.

Female Male Total .
Directors - 5 5
Senior managers
(statutory directors of
subsidiary entities) 1 14 .15
Employees 191 466 657
Total at 30 November 2015 192 485 677

Applications for employment by disabled persons are always
considered in full, bearing in mind the respective aptitudes and
abilities of the applicant concerned. In the event of members of
staff becoming disabled, every effort is made to ensure that their
employment with the Group continues and the appropriate
training is arranged. It is the policy of the Group that the training,
career development and promotion of a disabled person should,
so far as possible, be identical to that of all other employees.

Employee diversity Board and Senior Managers
r] @ Male: 485 ] @ Board: 5
@ Female: 192 @ Senior
Managers: 15
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R&D

The Group continues to
undertake an R&D programme
with the objective of identifying
new materials and products
which have the potential to
contribute to the growth

of the Group.

Experienced, innovative and customer focused

An essential component of our success is having the right
people, with the right skills and experience to deliver high
quality solutions to our customers.

Investing in our people

We are committed to investing in our people, making sure we
attract, retain, develop and engage them in a consistent way
around the world.

Training and development and growing our talent

We recognise that our competitive advantage can only be
maintained by developing our own talent internally as well as
recruiting the best skills from outside of our organisation.
Our challenging work environment inspires innovation with
continuous learning and improvement.as an essential part
of our human resources philosophy.

Training and development programmes are important both for
our employees to fulfil their potential and to help our business
achieve its goals. Much of our training however is by experience
within our own operations. The Group has delivered a particularly
successful training programme to broaden the experience and
knowledge of the Seal Analytical team.

In Metals Filtration our new staff in China have received on the .
job training from their counterparts in the US both by formal
secondments to the US and specific training on the cast shop .
filtration line in China.

We offer our staff modern apprenticeships and provide external

technical updates, funded professional examinations and
training release days.
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Health and safety

Our approach

The Group recognises its clear responsibilities for the health and
safety of its employees and to the communities in which the
Group operates. By managing and controling health and safety,
and reducing accidents and injuries, the Group benefits from
increased productivity, lower absenteeism, reduced insurance and
healthcare premiums and ultimately a safety record which holds
the Group in good stead for securing future projects.

Health and safety responsibility is delegated to senior managers
within each business. These officers perform regular reviews and
inspect the conditions in which the Group’s employees work.
Discretionary health and safety benefits for employees include

the availability of gyms and onsite nursing and counselling staff A clear responsibility for the health and safety of our

at certain operations. The Group's regular reporting procedures employees and to the communities in which the

include a review by the Board of accidents in the workplace. Group operates

The Group's insurers and insurance brokers carry out a rolling A robust health & safety programme protects our workforce,
programmie of reviews of the Group's operations as part of their improves productivity by reducing the number of days lost to
risk assessments and the recommendations of the consuitants injury and enhances proﬁtabi!'rty by reducing our liabilities.

are generally implemented in full.

Progress against our objectives in 2015
Health and safety progress in the year has included:

® Porvair Filtration Group completed an IOSH (Institution of
Occupational Safety and Health) accredited training programme
in December 2014 with a mix of 46 managers and supervisors
awarded IOSH Certificates. The new health and safety skills
attained on the training course are now being deployed and
used across all UK locations and operations.

* Annual health surveillance has been established for all Porvair
Fittration Group staff at risk from welding and soldering
processes. -

¢ Equipment in the Porvair Filtration Group machining centre has
been subjected to a health and safety review. Dust extraction and . ‘ . .
gas ventilation has een improved, pressure testing equipment Training and embedding safety in the workplace
has been upgraded and additional safety devices fitted. In 2015 there has been a specific focus on bringing our

¢ In the Metals Filtration business, we opened our new plant new Chinese plant up to western standards of health
in 2014 in Xiaogan, which improved the environment for the and safety.
employees. Compared with the former plant, the new plant has
improved dust extraction providing a cleaner and safer working
environment; better lay out of equipment and materials, reducing
safety hazards; and provided the employees with kitchen,
social room and dormitory facilties. In 2015, the plant was
expanded and-further improvements were made to the working
environment. The plant now has sealed flooring to reduce dust
further and working practices have been greatly improved.

Staff now have to adhere to strict séfety practices including:

—Rules for safety glasses, safety shoes and
safety gloves;

— Mandated use of dust masks; and

— Requirements for harnesses and hard hats to be worn for
above ground operations. A man-lift and safety ladders were
introduced to improve above ground access.

Porvair AR 2015 CompanyHouse.pdf 34 B . 29/02/2016 15:44



33  Porvair plc Annual Report & Accounts 2015 Strategic report

Govemance Financial statements Other information

These improvements are reinforced at morning meetings and
at regular safety training sessions.

* The Metals Filtration division has begun a programme to
achieve Carolina Star status in Hendersonville. This programme
is a ISO style programme run by the North Carolina Department
of Labor and emphasises and recognises a good safety
cutture. Once awarded it will reduce the requirement for OSHA
inspections of the plant. Hendersonwille has reorganised its
safety leadership team and established a safety steering team
and introduced regular training on job safety analysis, accident
investigation, and emergency response activities.

The environment - our products
Many of the products developed by Porvair are used to the
benefit of the environment. Examples include:

¢ Seal water analysis equipment, which is used, inter alia, to
ensure drinking water is fit for consumption, and to analyse
sea and river water for signs of pollution or changes to normal
mineral composition;

® The patented Selee CSX™ aluminium filter, which is
manufactured without phosphates or ceramic fibres, has
improved filtration and manual handling benefits over
competitor products;

¢ The patented Selee IC™ iron and alummum fiter uses raw
materials produced from clay bodies. These raw materials
replace silicon carbide, which is produced using an energy
intensive and polluting process;

e The Group’s nuclear filters, which have been fitted to a
range of demonstration plants being assessed as part of the
decontamination and decommissioning work being carried
out at the major US and UK nuclear waste sites;

e The Group has begun to introduce filters which will fitter
lithium alloys. These alloys are less dense and stronger than
aluminium and will allow aircraft of the future to be made lighter
and more fuel efficient; and

¢ Acquisition of Fiber Ceramics. The Fiber Ceramics process
will produce a high fired product for steel filtration in four hours
compared with the current practice of 44 hours. This results
in a reduction in the use of natural gas to fire an equivalent
amount of product.

The Group consistently considers methods of improving

its environmental profile. Environmental impacts are managed
in conformity with local regulatory requirements. The Group’s
manufacturing processes have only a limited potential
emissions impact. The Group uses solvents in certain of its
processes, and has procedures in place for their control. Its
Metals Filtration division manages the emissions from its kiln
firing operations within agreed regulatory parameters

The environment - our operations
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" Improved performance in carbon and waste reduction

The reduced consumption of energy, fuel and water and
production of less waste reduces costs, improves operational
efficiencies and helps to improve profit margins.

Developments at Metals Filtration in the US

Metals Fitration in the US runs gas powered furnaces to fire
its ceramic filtters. The gas to run these furnaces is the largest
component of the Group’s emissions. Electricity provides
heat, light and power for the Group’s premises and other
plant and equipment.

The acquisition of Fiber Ceramics will enable us to reduce
the firing cycle of our steel foundry fitters from 44 hours
to 4 hours.
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Recent environmental changes we have made include:

Microfittration

* The Group opened a new facility in New Mitton, UK, in
February 2015 to rehouse its existing New Milton operations

- and to provide additional space for growth. It has been
extensively refurbished. It has been re-roofed and the external
walls re-clad with high insulation cladding. New thermally
efficient double glazing has been installed throughout.
Thermally efficient boilers have been installed to heat the
facility. The building has environmentally friendly lighting: LED
lighting has been installed in lower ceiling office areas with an

_expected life of 60,000 hours and induction lighting has been
installed in the high bay which has an expected life of 100,000
hours. These improvements provide a high quality work space
for the employees, reduce energy consumption and will lower

" the heating and lighting costs.

» The Group has opened an extension on the plant in Caribou,
ME, US and similar insulation and lighting standards are being
introduced there as have been introduced in New Mitton.

* Our UK operations offer the cycle to work scheme and in
some cases car sharing initiatives.

Metals Filtration :

¢ Metals Filtration has started to reuse the slurry in cuttings
generated during the processing of our aluminium filters.
These cuttings are the single largest portion of the waste
stream, and represents approximately 12% of the raw
materials used in production.

¢ The division has established a recycling team and a goal of

eliminating all waste to landfill from its US plant by 2018.

Greenhouse gas emissions

The Group has implemented the UK Government’s guidance on
measuring and reporting greenhouse gas emissions, in line with
DEFRA guidelines, using conversion units published by Carbon
Trust. The Group reports ‘Scope 1 and 2’ emissions in tonnes-
of carbon dioxide. Scope 1 covers direct emissions: those that
emanate directly from Group operations. This is principally
natural gas burned in manufacturing and fuel used in company
owned vehicles. Scope 2 covers indirect emissions, those
generated by key suppliers, which is principally electricity.

Metals Filtration in the US runs gas powered furnaces to fire
its ceramic filters. The gas to run these furnaces is the largest
component of the Group's emissions. Electricity provides
heat, light and power for the Group’s premises and other
plant and equipment. The plant and equipment is mainly light
manufacturing equipment but does include some high
pressure p