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Financial Highlights

	
	1997
	      1996
	Change

	Turnover
	£143.4m
	£123.6m  
	+16%

	Operating profit
	£18.0m
	  £14.6m(
	+23%

	Profit before tax
	£18.1m
	  £14.1m
	+28%

	Earnings per share
	20.3p
	     15.1p(
	+34%

	Dividend per share - final

                               - total
	4.8p

7.2p
	            -

            -
	

	Underlying operating margin
	12.5%
	   11.8%
	


(:  underlying figure before exceptional cost of £0.6m relating to the issue of free shares to   

    employees on flotation

(: pro forma figure

· Solid improvements in sales, profits and margins from strengthened market positions

· Successful integration of two businesses acquired during 1997

· Net cash balance of £9.0m at year end (Dec 1996: £5.7m)

· Order book increased to £229m at year end (Dec 1996: £174m)

· Operational highlights

- good progress on naval contracts



- computer deliveries to Airbus increased by 50%



- Eurofighter go-ahead




- recent award of £32m sonobuoy contract

Peter Macfarlane, Chairman, commented: “During the year Ultra achieved growth and a strengthened position in its target markets, with encouraging sales and profit increases in both Air and Sea Systems.  The higher level of sales was achieved without a corresponding increase in overheads which, together with other efficiency gains, resulted in improved margins in both sectors.

“The Group’s involvement in continuing programmes, together with the notable new orders secured during the year and since the year end, provide a solid forward order book.  Combined with the strong balance sheet, these achievements leave the Board  confident that Ultra will make further progress in the current year.”  

- Ends -

Enquiries:

Ultra Electronics Holdings plc
(23.02.98) 0171 583 4567

Dr Julian Blogh, Chief Executive
(thereafter) 0181 813 4300

Ian Yeoman, Finance Director
www.ultra-electronics.co.uk
Square Mile Communications Limited
0171 583 4567
Susan Ellis/Rachel Gilman/Kirsty Hall

Embargoed until 7.30 am   
23 February 1998

Ultra Electronics Holdings plc

(“Ultra” or “the Group”)

Preliminary Audited Results for Year Ended 30 December 1997

During the year Ultra achieved growth and a strengthened position in its target markets, with encouraging sales and profit increases in both Air and Sea Systems.  The higher level of sales was achieved without a corresponding increase in overheads which, together with other efficiency gains, resulted in improved margins in both sectors.

Financial Results

Turnover for the year ended 30 December 1997 increased by 16% to £143.4m (1996: £123.6m).  This improvement was aided by the first full year’s contribution from Measurement Systems Inc, and eight months from both Flightline Electronics, Inc and EMS Development Corporation*.  Strong market conditions in civil aerospace and first sales of new military products ensured organic growth represented 9.2% of the increase.  Margins increased by 0.7% to 12.5%, resulting in a 23.2% advance in operating profit to £18.0m (1996 underlying operating profit: £14.6m). Profit before tax for the period grew by 28.4% to £18.1m (1996: £14.1m) and earnings per share increased by 34.4% to 20.3p compared to pro forma earnings per share for 1996 of 15.1p.

Cash flow benefited from strong management focus on working capital and, after capital expenditure, an operating cash inflow of £17.0m was achieved.  Despite funding the acquisitions and new product development the Group ended the year with a net cash balance of £9.0m (Dec 1996: £5.7m).

The effective rate of tax for 1997 is 27%.  Following agreement of prior years’ computations, certain accruals have been released.  Excluding these releases, the rate of taxation would have been 32%. 

The proposed final dividend of 4.8p to be paid on 30 April 1998 to those shareholders on the register on 6 March 1998 together with the interim of 2.4p provides a total of 7.2p for the year.  These are the first ordinary dividends paid by the Group, but represent an increase of 10.8% on the notional dividend for 1996 described in the Listing Particulars.  The 1997 dividend is covered 2.8 times.

The Group continues to adopt prudent accounting policies with respect to profit recognition on long term contracts and self-funded development.

ORDER BOOK

A number of notable orders were secured during the year, including contracts for the Nimrod 2000 aircraft, which by the year end had reached a value of over £56m, and new development and production contracts for the Difar sonobuoy for the US Navy.  In total, the order intake for 1997 was £188m and at the year end the order book stood at £229m, an increase of 31.4% over December 1996.

* Measurement Systems Inc, (“MSI”) was acquired in August 1996 and both Flightline Electronics, Inc (“Flightline”) and EMS Development Corporation (“EMS”) were acquired in May 1997.

MARKETS

Ultra’s main defence markets remained stable during the year and the Group continued to win market share.  Although UK Government estimates indicate that total UK expenditure will decline by 3.3% in 1997/8, to £19.97bn in real terms, the total amount of estimated expenditure on equipment is forecast to rise by 6.0.% to £8.98bn. 

Pending the outcome of the Strategic Defence Review, the UK’s commitment to anti-submarine warfare remains firm, with the new Merlin and Nimrod programmes continuing unabated.  The Group’s strong position in sonobuoys was maintained with success in the UK and US and this was supplemented with high deliveries to France.  In the naval sector, there have been delays to some programmes although new contracts are expected in 1998 for command system equipment for the Royal Navy’s Astute submarines and for batch 2 of the Korean destroyer programme.

Civil aerospace markets continue to grow rapidly with the increase in build rates of jet aircraft.  Ultra has benefited from this growth during 1997 and is expected to benefit further during 1998.  Although the market for turbo-prop commuter aircraft remains depressed, the Group’s ability to provide retrofittable equipment has resulted in growing orders.

Over the last two years the percentage of Ultra’s sales to North America has grown from around 5% to 24% of the Group total.  This percentage is expected to grow in the future, aided by the contribution from recent US acquisitions.

Growth

The Group’s strategy for growth focuses on the application of technology to niche products and the acquisition of businesses which broaden Ultra’s technology and markets.  In 1997 the Group invested £33.1m in product development of which £22.6m was funded by customers.  The Group-funded element was invested in products primarily for the civil aerospace market.  In particular the teaming arrangement announced last year with Eldec of the US has enabled Ultra to become a risk sharing partner on the Hawker Horizon aircraft programme.

Two acquisitions were made during the year.  Flightline, based in Rochester, New York State, is a supplier of sonobuoy receivers to the US Navy and others.  This acquisition gives Ultra ownership of an important technology which it utilises on both the Merlin and Nimrod 2000 programmes.  It not only enhances the Group’s offer to existing customers around the world but also presents major opportunities in the US.  EMS, based in Long Island, New York provides on-board de-magnetising systems for the US and other navies and complements the activities and products of the Group’s Magnetics division.
Operational Review

Air Systems

Air Systems comprises eight operating businesses supplying a range of electronic surveillance, communication and control systems.  Operating businesses are located in the UK and North America and serve the world’s aerospace and defence markets. 

Turnover increased by 20.9.% to £94.7m (1996: £78.3m) due to a combination of organic growth and a first time contribution from acquisitions.  Underlying organic growth from continuing operations was 13.0% before the effect of adverse currency movements.  After taking adverse currency movements into account, the Division produced growth of 12.4%.  Operating margins in 1997 increased to 12.6% from 12.3% in 1996. 

Civil aerospace sales continue to be buoyant as a result of increasing build rates of Airbus aircraft and higher market penetration of active noise control equipment.  Each Airbus in volume series production is fitted with two landing gear computers supplied by Ultra Controls.  The Group is also negotiating to participate in the next generation of Airbus aircraft, the A340-500 and A340-600, and is part of the team studying design solutions for the future large Airbus designated A3XX.

All active noise control equipment sold by Noise & Vibration Systems for aircraft cabins is now branded as “UltraQuiet”.  It has quickly become established as an industry standard.  Several firsts were achieved in 1997.  The system was selected as a standard fit by deHavilland for their Dash 8-400 which will commence delivery in 1999.  The first Ultra fitment to a jet took place when Canadair selected the system as a customer specified option for its executive jet, the Challenger 604.  ;;
The major event of 1997 in the military sector was the award of Nimrod 2000 orders.  Sonar & Communication Systems will supply sonobuoy receivers and processors and other equipment for the RAF’s new maritime patrol aircraft in contracts that have grown from an initial £48m in February 1997 to a current value of £56m.

Hermes in Canada has been successful in securing greater than 50% of the funding available from the US Navy for Difar sonobuoys.  However, demand for sonobuoys in North America continues to be weak due to high inventory levels from previous years. The business has achieved success in export markets, with orders from France, Taiwan, Korea, Norway and New Zealand.

Weapon Systems completed the first full year’s deliveries of its missile cooling system, HiPPAG, to the US Navy.  The equipment entered service mid-year and has passed all performance and reliability tests.

Prospects

The substantial forward order book and continued investment in new products creates an encouraging outlook.

Since the year end the UK MoD has awarded Ultra a major HIDAR sonobuoy contract worth approximately £32m.  Ultra now has good order cover in its UK sonobuoy business up to 2001 and beyond.  Together with the Nimrod 2000 equipment, which enters production in 1999, this provides an excellent base for Ultra’s anti-submarine warfare activity in the future.

Overseas, there are signs that the over-stocking of sonobuoys in North America is coming to an end.  The US is likely to order Difar sonobuoys in quantity in 1998 with the Canadian Department of National Defence a year behind.

The announcement just before the year end that Saab is to cease production of its commuter turboprop aircraft was disappointing.  Saab did, however, achieve two orders prior to the year end which push final production out to mid-1999.

It was encouraging to see final approvals given for Eurofighter as this is an important programme for Ultra.  In its supply of HiPPAG, cockpit equipment and landing gear control modules, this project will be worth £100m to Ultra over the current requirement for 620 aircraft.  Production deliveries of the first batch ordered are expected to commence between 2000 and 2001.

Sea Systems

Sea Systems supplies command and control systems, sonars and magnetic systems to prime contractors and military end users from four businesses situated in the UK and USA.  The Division also has two civil activities with Magicard ID printers and airport baggage reconciliation systems.

Turnover, including the contribution from EMS, increased by 7.6% to £48.7m, of which organic growth was 3.9%.  The effect of currency movements on the translation of EMS’ results was negligible.  Operating margins increased satisfactorily during the year to 12.3% from 10.8% in 1996.  The sales and margin growth resulted in operating profit 22.2% ahead of last year at £6.0m (1996: £4.9m).

Activity on UK Type 23 frigate and submarine command and control systems continued at a high level during 1997.  Also being performed successfully, and to a tight schedule, is the integration of the Tomahawk land attack missile into the UK submarine command system.  An integration facility at Ultra Command & Control Systems is now complete.

Soon after EMS was acquired in May, it won one of the largest contracts in its history worth US$9m to provide computer controlled power supply equipment to Electric Boat (part of General Dynamics) for US Navy submarines.

Ultra’s airline baggage reconciliation system is branded “TagTrak” and the first system became fully operational at Kai Tak airport during 1997.  Further orders were received from Air France and, since the year end, for Glasgow and Gatwick airports.

Magicard sales volumes were up 50% on 1996, in line with market growth.  This is a price competitive market and significant efforts are being devoted by Ultra’s Ocean Systems business to reduce costs and improve the marketing of the product.

Finally, the reputation that Ultra Magnetics has established for producing some of the most effective and reliable magnetometers was instrumental in its equipment being fitted by NASA to the Cassini space probe which will measure the magnetic fields around Saturn.

Prospects

Several new military submarine and ship programmes are expected to result in opportunities for Ultra’s Command and Control Systems division.  The UK MoD has ordered three Astute class submarines from GEC with an option for a further two boats.  Ultra’s Command and Control Systems division supplied equipment to the previous batch of submarines (Trafalgar class) and is confident that it can build on that success with the Astute class.  Furthermore, Ultra is currently the supplier of this type of equipment for the Korean Navy’s new destroyer and would expect to participate in any further production of that class of ship.

The next surface ship programme involving the UK is the Common New Generation Frigate (Project Horizon), an air defence frigate which is being developed jointly by the UK, France and Italy. Several Ultra businesses are pursuing opportunities to supply equipment for this programme.
Ultra’s large installed base of command and control equipment provides continuing opportunities for support activity.  This activity spans the range from minor repairs and spares through major update projects to the supply of whole new equipments for training and reference purposes.

The advanced lightweight sonar developed by Ultra’s Ocean Systems business has already achieved export success in the USA.  Further customer trials are planned for 1998 in order to demonstrate the performance of this new design.

ORDER BOOK AND OUTLOOK

Both Air and Sea Systems enjoyed a good performance in 1997.  The Group’s involvement in continuing programmes, together with the notable new orders secured during the year and since the year end, provide a solid forward order book.  Combined with the strong balance sheet, these achievements leave the Board confident that Ultra will make further progress in the current year.

- Ends -
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Ultra Electronics Holdings plc

Consolidated Profit and Loss Account

for the year ended 30 December 1997

	
	1997
	1996

	
	£000
	£000

	
	
	

	Turnover
	
	

	  - continuing operations
	 137,617
	            121,370

	  - acquisitions
	    5,733
	                2,219

	
	-------------
	--------------

	
	 143,350
	            123,589

	
	
	

	Cost of sales
	
	

	  - continuing operations
	(99,882)
	(89,606)

	  - acquisitions
	(3,899)
	(1,432)

	
	-------------
	-------------

	
	(103,781)
	(91,038)

	
	
	

	Gross profit
	
	

	  - continuing operations
	   37,735
	              31,764

	  - acquisitions
	     1,834
	                   787

	
	-------------
	-------------

	
	   39,569
	              32,551

	
	
	

	Other operating expenses (net)
	(21,616)
	(18,593)

	
	------------
	-------------

	Operating profit
	
	

	  - continuing operations
	   17,119
	              13,663

	  - acquisitions
	        834
	                   295

	
	-------------
	-------------

	
	   17,953
	              13,958

	
	
	

	Interest receivable and similar income
	        270
	                   214

	Interest payable and similar charges
	(137)
	(84)

	
	-------------
	-------------

	Profit on ordinary activities before taxation
	   18,086
	              14,088

	Tax on profit on ordinary activities
	(4,920)
	(4,244)

	
	-------------
	-------------

	Profit on ordinary activities after taxation, being profit for the financial year
	    13,166
	                9,844

	
	
	

	Dividends paid and accrued
	(4,680)
	(1,017)

	
	-------------
	-------------

	Retained profit for the year
	     8,486
	                8,827

	
	-------------
	-------------

	
	
	

	Earnings per ordinary share (pence)
	20.3
	16.1

	Pro forma earnings per share (pence)*
	-
	15.1


*As calculated on the basis set out in the Listing Particulars at the time of flotation.

Note: The full accounts for 1996 and 1997 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

Group Balance Sheet at

30 December 1997

	
	1997
	1996

	
	£000
	£000

	
	
	

	Fixed assets
	
	

	Tangible assets
	        10,726
	         9,817

	Investments
	             303
	            455

	
	-------------
	-------------

	
	        11,029
	       10,272

	
	
	

	Current assets
	
	

	Stocks
	        17,529
	       14,453

	Debtors: amounts falling due after more than one year
	             550
	        1,059

	Debtors: amounts falling due within one year
	        25,327
	      31,369

	Cash at bank and in hand
	          9,001
	        5,722

	
	-------------
	-------------

	
	        52,407
	       52,603

	
	
	

	Creditors: amounts falling due within one year
	(53,466)
	(52,612)

	
	-------------
	-------------

	Net current (liabilities)
	(1,059)
	(9)

	
	
	

	Total assets less current liabilities
	          9,970
	       10,263

	Creditors: amounts falling due after more than one year
	(2,416)
	(3,621)

	Provisions for liabilities and charges
	(3,416)
	(2,745)

	
	-------------
	-------------

	Net assets
	          4,138
	         3,897

	
	-------------
	-------------

	
	
	

	Capital and reserves
	
	

	Called-up share capital
	          3,250
	         3,250

	Share premium account
	        23,036
	       23,026

	Profit and loss account
	        11,306
	        2,746

	
	-------------
	-------------

	Gross shareholders’ funds
	        37,592
	       29,022

	
	
	

	Goodwill
	(33,454)
	(25,125)

	
	-------------
	-------------

	Net shareholders’ funds 
	          4,138
	         3,897

	
	-------------
	-------------


Ultra Electronics Holdings plc

Consolidated Cash Flow Statement

for the year ended 30 December 1997

	
	1997
	1996

	
	£000
	£000

	
	
	

	Net cash inflow from operating activities
	      19,752
	    18,280

	
	
	

	Returns on investments and servicing of finance
	           133
	(1,881)

	Taxation
	(3,423)
	(1,183)

	Capital expenditure and financial investment
	(2,750)
	(2,327)

	Acquisitions
	(4,839)
	(6,137)

	Equity dividends paid
	(1,560)
	(700)

	
	-------------
	-------------

	Cash inflow before use of liquid resources and financing
	        7,313
	      6,052

	
	
	

	Financing
	(4,108)
	(1,906)

	
	-------------
	-------------

	Increase in cash in the year
	        3,205
	      4,146

	
	-------------
	-------------

	
	
	

	
	
	

	
	
	


Notes:

1. Operational exceptional items comprise:

	
	1997
	1996

	
	£000
	£000

	
	
	

	Allocation of free share to UK employees of the Group on Ultra’s flotation
	-
	610

	
	-------------
	-------------

	
	-
	610

	
	-------------
	-------------


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 1996 have been delivered to the Registrar of Companies.  The accounts for the year ended 30 December 1997 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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