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Financial Highlights

	
	1998
	      1997
	Change

	Turnover
	£158.7m
	£143.4m
	+10.7%

	Operating profit
	£20.9m
	£18.0m
	+16.1%

	Profit before tax
	£21.1m
	£18.1m
	+16.6%

	Earnings per share before goodwill amortisation
	22.6p
	20.3p
	+11.3%

	Dividend per share - final

                               - total
	5.4p

8.1p
	4.8p

7.2p
	+12.5%

	Operating margin
	13.2%
	12.5%
	


· Strong growth in sales and profits, driven by

· buoyant civil aerospace market

· high worldwide demand for anti-submarine warfare equipment

· success of new products

· Successful completion of two strategic acquisitions

· Order book at record level

· £21m of US sonobuoy orders received in January

· Continued focus on cash flow resulted in operating inflow after capex of £21.8m 

· More and larger market opportunities than ever before

Dr Julian Blogh, Chief Executive, commented: “1998 again saw growth in both revenues and profits for the Group following a solid performance across all businesses as they continue to strengthen their positions in selected markets.  This encouraging result has come from our strategy of investing in innovative product development to achieve organic growth, coupled with the careful selection of acquisitions.”

“Ultra’s order book continued to be strong at the year end and at the end of January stood at £302 million.  Significantly, the US part of the order book has grown and represents over 25% of the total.  This demonstrates the buoyancy of the US defence and aerospace markets for Ultra’s products and our strong competitive position in the US.  We watch with interest the process of consolidation of defence industries in Europe and the US and believe these developments will offer us acquisition and market opportunities.“
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We are delighted to report another very successful year for Ultra.  1998 again saw growth in both revenues and profits for the Group, following a solid performance across all businesses as they continue to strengthen their positions in selected markets.  This encouraging result has come from our strategy of investing in innovative product development to achieve organic growth, coupled with the careful selection of acquisitions.

RESULTS

Sales increased by 10.7% to £158.7 million (1997:£143.4 million), with 7.9% of this increase due to organic growth.  The continuing buoyancy of civil aerospace, high worldwide demand for anti-submarine warfare equipment and the market success of new products contributed to this growth.  

The Group acquired two businesses during the year, but these made a negligible contribution to the results as they were acquired just prior to the year end.  

Operating margins increased by 0.7% to 13.2%, balanced evenly between Air and Sea Systems.  Gross margins were consistent with those achieved in 1997.  Overhead costs, excluding the effect of acquisitions, have been maintained at the same level as 1997.

The Group has therefore been able to convert the benefit of sales growth into higher profitability, resulting in operating profit of £20.9 million, an increase of 16.1% over 1997.  Profit before tax, at £21.1 million (1997: £18.1 million), showed an increase of 16.6% and earnings per share (before goodwill amortisation) increased by 11.3% to 22.6p (1997:20.3p) resulting from increased profits and a more normal tax rate of 30.5%.




The Group’s focus on cash flow continued to bring results, with an operating inflow, after capital expenditure, of £21.8 million.  The Group ended the year with no net debt, despite having invested £19.3 million on acquisitions, £3.7 million on capital expenditure and £10.2 million on new product development.

Although helped by the impact of the recent acquisitions, the order book at the year end reached £284 million, an increase of 24.1%.  Following a successful operational performance in 1998, the Group enters 1999 with more and larger market opportunities than it has faced since its formation.


The Directors are recommending a dividend increase of 12.5% to 8.1p per share from 7.2p per share.  If approved, the dividend will be paid on 28 April 1999 to shareholders on the register on 26 March 1999.

ACQUISITIONS


Prior to the year end, negotiations were completed which resulted in the acquisition of two businesses, namely Power Magnetics and Electronic Systems Limited (“PMES”) based in Staffordshire and the sonobuoy line of Raytheon, renamed UnderSea Sensor Systems Inc. (“USSI”), based in Fort Wayne, Indiana, USA.  PMES provides magnetic systems and power conversion equipment used in military and rail applications, while 

USSI is a supplier of active and passive sonobuoys to the US Navy.  Both companies 

bring exciting opportunities to the Group and strengthen the market position of our existing businesses, while the acquisition of USSI promotes Ultra to the position of world leader in the sonobuoy market, with only one serious competitor.  
MARKETS

In the UK, a key event during the year was the publication of the result of the Government’s Strategic Defence Review. The confirmation of the full strength Eurofighter programme, the positive statements on the two extra Astute submarines, and the continuation of the anti-submarine warfare programmes was all good news for Ultra.  

In North America, the requirement for sonobuoys recovered to a level not seen for some years and we were pleased to receive contracts exceeding £20m in North America just after the year end.  We were also delighted at the year end to receive a contract worth £6.2m for the next batch of equipment for the Korean Destroyer programme.

Airbus remains on course to increase aircraft production next year.  Although the Asian situation has affected the civil aerospace market to some degree, Airbus is winning an increased market share due to the success of its existing range of aircraft and the extension of that range to encompass new market segments.  The market for turbo-prop aircraft has been depressed and is expected to remain so while the price of oil remains low.  Nevertheless, we are encouraged by the planned entry into airline service during 1999 of the deHavilland dash-8Q 400, which will provide a new platform for our Noise Cancellation and Propeller Control Systems.               

OPERATIONAL REVIEW

Air Systems

Air Systems comprises nine operating businesses located in the UK and North America, supplying electronic and electromechanical systems to defence and civil aerospace customers.

The division achieved total turnover growth of 16.4% and organic growth of 15.4% in 1998.  Operating profits were 20.4% higher compared with 1997 and while most of this was due to better sales volumes, operating margins have also improved.  Satisfactory progress on major development contracts, particularly Nimrod, has enabled higher margins to be released.  

In the small regional aircraft class, Noise and Vibration Systems continued to expand the number of aircraft types fitted with its UltraQuiet equipment, with Raytheon Beech Aircraft Company selecting the system as standard fit on the KingAir 350 and as an optional fit on smaller KingAir aircraft.  The system was also certified by the Federal Aviation Authority for the Bombardier Challenger 604.  This event is significant in being the system’s first fitment to a jet aircraft.

Sales to military customers were also strong with both UK and North American businesses performing well.  Sonobuoy activity at Hermes in Canada and Sonar & Communication Systems in the UK benefited from strong export demand from Australia, USA, France, Norway, Greece, Taiwan and Korea.  The related area of sonobuoy receivers is also achieving satisfactory progress as Flightline made first production deliveries of its latest receiver to the Canadian Department of National Defence for their CP-140 Aurora Maritime Patrol Aircraft.

Product development continues to generate new equipment, providing our customers with competitive advantage.  One example is the Hub Integrated Power Switching System (HIPSS), a novel method of generating electrical power for de-icing aircraft propeller blades.  In March 1998 this system first flew on a Raytheon Beech 1900D and has performed faultlessly in subsequent trials.  HIPSS will achieve significant through-life cost savings and better aircraft availability for airlines.  These advantages are also of interest to the military and the US Navy has awarded a funded feasibility study to investigate retrofitting part of their fleet of turboprop aircraft variants.

In addition to new products, considerable effort is devoted to customer satisfaction.  This culminated in the award to Ultra, at the Farnborough Air Show, of “excellent” status by Airbus in their vendor rating system.  Ultra was the fifth placed vendor overall, the top UK company and is recognised for outstanding support, not just to Airbus but also to its airline customers.  Ultra has also been selected by British Aerospace’s Military Aircraft and Aerostructures division as the pilot company for the launch of the Corporate Supplier Excellence Programme.

Prospects 

The outlook for Air Systems is positive.  In addition to the substantial order book, prospects in civil aerospace and defence are encouraging.  Ultra is a supplier to Airbus in the large civil jet market and its recent success in winning orders means that production rates are set to rise.  In addition to Airbus aircraft in current production, Ultra has been selected to work with BAe Airbus to develop landing gear computers for a number of new aircraft variants.

Ultra’s HiPPAG missile cooling system has also been selected for the UK’s Harrier GR7 fleet in a contract worth £4.6 million.  This contract is the first for an in-service UK military aircraft and will provide an opportunity to demonstrate the benefits of this equipment.

Sea Systems

Sea Systems’ core skills include design and manufacture of hardware and infrastructure software for major naval systems, integration of COTS (commercial-off-the-shelf) hardware and software into command and control systems, and the design and manufacture of sonar, magnetics and power conversion equipment.  The division is organised into five businesses located in the UK and USA.  Sea Systems predominantly supplies military markets but has important smaller markets in printers, airport systems and power conversion.

Total sales at £48.5 million maintained the level achieved in 1997, with organic sales down by 6.5%.  However, excellent progress on major contracts has resulted in improved margins, with operating margins across the division increasing to 13.2% in 1998 from 12.3% the previous year.  This resulted in operating profits of £6.4 million (1997: £6.0 million).

The 1997 acquisition, EMS Development Corporation, is performing in line with expectations.  Its contract to supply the latest computer controlled power supplies to a division of General Dynamics is proceeding to time and to cost.  This performance positions the business well for future work on the programme.

The Strategic Defence Review defined the main UK naval programme requirements, confirming the need for the current fleet of Type 23 Frigates and up to five nuclear powered, conventionally armed Astute class submarines.  Sea Systems is the incumbent supplier of command and control equipment on Type 23s and will participate in the Astute programme.  The supply of command and control equipment for the Royal Navy’s Swiftsure, Trafalgar and Vanguard submarines, Type 23s and Korean Batch 1 destroyers is almost complete and follow on orders are expected for the Astute class submarine.

The economic situation has meant that South East Asia has been a difficult market in 1998, with many defence programmes delayed, reduced or cancelled.  One programme to survive was the second batch of three Korean destroyers.  At the year end Sea Systems, in conjunction with its partner BAe Defence Systems, was placed under contract to supply the command and control system following the success achieved on Batch 1.

The Group has always considered utilising its technological development in other markets.  At the Group’s Ocean Systems business, Ultra’s expertise in military printers has been used to develop a range of low cost printers for security markets. Since its introduction in 1994, the business has sold over 4,000 Magicard printers which have produced over ten million badges.  Just prior to year end, innovative new products were launched and international marketing was strengthened to give further impetus to this successful product range. 

Similarly, the need for improved levels of security at airports has led Ultra to use its existing technology to develop a baggage reconciliation system.  TagTrak, developed from naval command and control technology, has experienced strong market demand as airports respond to statutory requirements for full passenger and baggage reconciliation prior to aircraft departure.  TagTrak was selected and installed in the new Hong Kong airport, Chep Lap Kok, following a successful implementation at Kai Tak.  Many European airports such as Gatwick, Glasgow, Paris, Vienna and Helsinki have also selected the system.

Prospects

Publication of the UK’s Strategic Defence Review confirmed most major naval procurement programmes.  The new Astute class submarine is likely to comprise a fleet of five boats.  Sea Systems’ businesses have a range of equipment either under contract or in negotiation for these boats.  In addition, following the success of the first implementation in 1998, the Tomahawk Land Attack Missile is to be fitted to all UK attack submarines.  Ultra’s Command & Control business will be involved in weapon systems interfacing activity for this important project.

Finally, the outlook in civil markets is encouraging.  The number of installations of TagTrak equipment achieved in 1998 means that a position of market leadership has been achieved.  Many more airports are considering the purchase of this type of system, particularly in the USA.  It is therefore encouraging to report the award of an order to equip part of San Francisco airport, the first for Ultra in the US. 

BOARD CHANGES

John Taylor, an original MBO participant and director since the Company’s formation, is retiring in February 1999.  John has made an outstanding contribution to the business and we wish him well in retirement.  Frank Hope (44), who has run our highly successful Electrics Division for several years, joined the Board as John’s replacement.

OUTLOOK

Ultra’s order book continued to be strong at the year end and at the end of January stood at £302 million.  Significantly, the US part of the order book has grown and represents over 25% of the total.  This demonstrates the buoyancy of the US defence and aerospace markets for Ultra’s products and our strong competitive position in the US.  

We watch with interest the process of consolidation of defence industries in Europe and the US and believe these developments will offer us acquisition and market opportunities. 
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Consolidated Profit and Loss Account

	
	
	1998
	1997

	
	Note
	£000
	£000

	
	
	
	

	Turnover
	
	
	

	  - continuing operations
	
	157,865
	 143,350

	  - acquisitions
	
	789
	    -

	
	
	158,654
	 143,350

	
	
	
	

	Cost of sales
	
	
	

	  - continuing operations
	
	(115,934)
	(103,781)

	  - acquisitions
	
	(839)
	-

	
	
	(116,773)
	(103,781)

	
	
	
	

	Gross profit/(loss)
	
	
	

	  - continuing operations
	
	41,931
	   39,569

	  - acquisitions
	
	(50)
	     -

	
	
	41,881
	   39,569

	
	
	
	

	Other operating expenses (net)
	
	(21,026)
	(21,616)

	
	
	
	

	Operating profit/(loss)
	
	
	

	  - continuing operations
	
	21,068
	   17,953

	  - acquisitions
	
	(213)
	        -

	
	
	20,855
	   17,953

	
	
	
	

	Interest receivable and similar income
	
	390
	        270

	Interest payable and similar charges
	
	(188)
	(137)

	
	
	
	

	Profit on ordinary activities before taxation
	
	21,057
	   18,086

	Tax on profit on ordinary activities
	1
	(6,416)
	(4,920)

	
	
	
	

	Profit on ordinary activities after taxation, being profit for the

  financial year
	
	14,641
	    13,166

	
	
	
	

	Dividends paid and accrued
	
	(5,265)
	(4,680)

	Retained profit for the year
	
	9,376
	     8,486

	
	
	
	

	Earnings per ordinary share (pence)
	
	
	

	  After goodwill amortisation
	
	
	

	  - Basic
	
	22.5p
	20.3p

	  - Diluted
	
	22.4p
	20.2p

	  Before goodwill amortisation
	
	
	

	  - Basic
	
	22.6p
	20.3p

	
	
	
	


There are no recognised gains or losses other than the profit for each year and a foreign exchange loss of £508,000 (1997: gain of £74,000.)

Note: The full accounts for 1997 and 1998 have been given an unqualified audit report which did not contain a statement under section 237 (2) or (3) of the Companies Act 1985.

Ultra Electronics Holdings plc

Preliminary Results for the Year Ended 30 December 1998

Group Balance Sheet at 30 December 1998

	
	1998
	1997

	
	£000
	£000

	
	
	

	Fixed assets
	
	

	Tangible assets
	13,343
	        10,726

	Intangible assets (goodwill)
	19,649
	-

	Investments
	516
	             303

	
	33,508
	        11,029

	
	
	

	Current assets
	
	

	Stocks
	23,276
	        17,529

	Debtors: amounts falling due after more than one year
	1,417
	             550

	Debtors: amounts falling due within one year
	22,968
	        25,327

	Cash at bank and in hand
	14,607
	          9,001

	
	62,268
	        52,407

	
	
	

	Creditors: amounts falling due within one year
	(77,986)
	(53,466)

	Net current liabilities
	(15,718)
	(1,059)

	
	
	

	Total assets less current liabilities
	17,790
	          9,970

	Creditors: amounts falling due after more than one year
	(557)
	(2,416)

	Provisions for liabilities and charges
	(4,235)
	(3,416)

	Net assets
	12,998
	          4,138

	
	
	

	Capital and reserves
	
	

	Called-up share capital
	3,250
	          3,250

	Share premium account
	23,050
	        23,036

	Profit and loss account
	(13,302)
	        (22,148)

	Equity shareholders’ funds 
	12,998
	          4,138
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Consolidated Cash Flow Statement
	
	1998
	1997

	
	£000
	£000

	
	
	

	Net cash inflow from operating activities
	25,466
	      19,752

	
	
	

	Returns on investments and servicing of finance
	247
	           133

	Taxation
	(6,484)
	(3,423)

	Capital expenditure and financial investment
	(3,699)
	(2,750)

	Acquisitions (excluding debt acquired)
	(17,749)
	(4,839)

	Equity dividends paid
	(4,875)
	(1,560)

	Cash (outflow)/inflow before use of liquid resources and financing
	(7,094)
	       7,313

	Financing
	12,721
	(4,108)

	Increase in cash in the year
	5,627
	        3,205

	
	
	

	
	
	

	
	
	


Notes:

1 Taxation

	
	1998
	1997

	
	£000
	£000

	
	
	

	UK tax
	5,823
	4,720

	Overseas tax
	593
	200

	
	6,416
	4,920

	
	
	


2
The financial information set out above does not comprise the Company’s statutory accounts.  Statutory accounts for the previous financial year ended 30 December 1997 have been delivered to the Registrar of Companies.  The accounts for the year ended 30 December 1998 have not been delivered to the Registrar of Companies.

3
Copies of the annual report will be sent to shareholders in due course and will also be available from the Company’s registered office at 417 Bridport Road, Greenford, Middlesex, UB6 8UA.
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