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Financial Performance

T h e G rou p fu lly  im plem ented  F ina ncia l

R eporting  Sta nd a rd  1 7  “ R etirem ent

B enefi ts” a nd  U rg ent Issu es T a sk  F orce 3 8

“ A ccou nting  for E SO P  T ru sts” in th e period .

T h e com pa ra tiv e fig u res for 2 0 0 3  h a v e

b een resta ted  w ith  u nd erly ing  ea rning s 

per sh a re for 2 0 0 3  b eing  resta ted  to 3 .1 3 p

from  th e prev iou s ly  reported  3 .5 2 p.

T h e C h a irm a n h a s com m ented  on th e

G rou p’s h ea d line resu lts in h is sta tem ent.

F or a  second  consecu tiv e yea r, th e reported

resu lts  w ere s ig nifica ntly  im pa cted  b y

a d v erse cu rrency  m ov em ents w ith  th e

a v era g e ra te of th e U S d olla r w ea k ening  

b y  1 0 .4 %  (U S$ 1 .8 3 :£  in 2 0 0 4  com pa red  

to U S$ 1 .64 :£  in 2 0 0 3 ). O v era ll,

on tra ns la tion, cu rrency  m ov em ents

red u ced  tu rnov er of continu ing  opera tions

b y  £ 1 9 .8 m  (6.1 % ) a nd  opera ting  profi t 

from  continu ing  opera tions b efore 

g ood w ill a m ortisa tion b y  £ 1 .5 m  (8 .6% ) 

w h en com pa red  to 2 0 0 3 .

H ence, w h en sta ted  on a  consta nt cu rrency

b a s is , G rou p tu rnov er from  continu ing

a ctiv ities increa sed  b y  1 .2 %  to £ 3 0 6.8 m

(2 0 0 3  –  £ 3 0 3 .1 m  u s ing  2 0 0 4  a v era g e

ex ch a ng e ra tes) a nd  th e G rou p’s opera ting

profi t from  continu ing  opera tions b efore

g ood w ill a m ortisa tion increa sed  b y  3 .1 %  

to £ 1 6.4 m  (2 0 0 3  –  £ 1 5 .9 m ).T h e opera ting

profi t of th e A erospa ce D iv is ion im prov ed

b y  3 2 .9 %  to £ 9 .3 m  (2 0 0 3  –  £ 7 .0 m ),

th e A u tom otiv e D iv is ion d eclined  b y  

7 .0 %  to £ 6.6m  (2 0 0 3  –  £ 7 .1 m ) a nd  th e 

Ind u stria l D iv is ion, h ea v ily  im pa cted  b y  th e

restru ctu ring s a t P a th w a y  a nd  H a rg rea v es,

d eclined  to £ 0 .5 m  (2 0 0 3  –  £ 1 .8 m ).

T h e G rou p’s opera ting  profi t is reported

a fter £ 1 .7 m  (2 0 0 3  –  £ 1 .3 m ) of reorg a nisa tion

a nd  restru ctu ring  costs.T h e m a in rea sons

for th e 2 0 0 4  ch a rg e w ere: th e consolid a tion

of P a th w a y ’s m a nu fa ctu ring  onto a  s ing le

site (£ 0 .4 m ); th e ou tsou rcing  of com ponent

m a nu fa ctu re a t Senior A erospa ce B osm a n

(£ 0 .4 m ) a nd  th e b u s iness restru ctu ring s 

a t Senior A u tom otiv e B lois a nd  Senior

H a rg rea v es (ea ch  £ 0 .3 m ).

F ina nce D irector’s R ev iew

Interes t C h arg e

T h e net interest ch a rg e fell b y  4 1 %  to

£ 2 .9 m  (2 0 0 3  –  £ 4 .9 m ) d u e to a  £ 0 .8 m

interest receipt, receiv ed  in connection 

w ith  th e recov ery  of th e U S ta x  ov erpa id  

in prior period s, a s w ell a s th e com b ina tion

of low er interest ra tes, red u ced  b orrow ing s

a nd  th e w ea k er U S d olla r. Interest cov er,

ca lcu la ted  on opera ting  profi t b efore

g ood w ill a m ortisa tion less th e net fi na nce

cost in respect of retirem ent b enefi ts,

w a s 5 .4  tim es (2 0 0 3  –  3 .3  tim es).

N et Finance C os t –  R etirement B enefi ts

T h e net fi na nce cost in respect of retirem ent

b enefi ts fell to £ 1 .2 m  (2 0 0 3  –  £ 2 .2 m ).T h is

cost, w h ich  w a s reported  for th e fi rst tim e

in 2 0 0 4  follow ing  th e fu ll im plem enta tion of

F R S 1 7 , a rises from  th e d ifference b etw een

th e ex pected  retu rn on pension a ssets a nd

th e interest on pension sch em e lia b ilities.

T ax ation

T h e overa ll ta x  ch a rg e for 2 0 0 4  w a s £ 1 .7 m

(2 0 0 3  –  £ 1 .8 m ) w ith  £ 0 .2 m  (2 0 0 3  –  £ nil)

rela ting  to th e profi t on sa le of fi x ed  a ssets.

T h e G rou p’s effectiv e ta x  ra te for 2 0 0 4 ,

m ea su red  on profit b efore g ood w ill

a m ortisa tion a nd  th e effect of th e d isposa l

of opera tions a nd  fi x ed  a ssets, w a s 1 1 .8 %

(2 0 0 3  –  1 5 .8 % ).T h e low  2 0 0 4  effectiv e ta x

ra te b enefi ted  from  £ 0 .9 m  of a d ju stm ents

in respect of prior y ea rs. D u ring  th e y ea r,

ca sh  refu nd s of £ 4 .0 m  w ere receiv ed  in

respect of U S ta x  ov erpa id  in prior period s

su ch  th a t, ov era ll, th e G rou p recov ered  

a  net £ 2 .7 m  in respect of ta x es in 2 0 0 4

com pa red  to th e £ 0 .8 m  pa id  d u ring  2 0 0 3 .

D is p osals

T h e G rou p d isposed  of its fi v e ind u stria l

h ose b u s inesses (loca ted  in th e U K , F ra nce,

H olla nd , Sw ed en a nd  th e U SA ) in A u g u st.

T h e consid era tion w a s d isch a rg ed  b y  w a y  of

£ 5 .8 m  of ca sh  a t com pletion a nd  th e issu e

of a  £ 2 .5 m  conv ertib le loa n note a nd  £ 2 .5 m

in convertib le preference sh a res. In ca lcu la ting

th e tota l a nticipa ted  consid era tion of £ 8 .3 m ,

on a  d eb t-free/ca sh -free b a sis, fu ll prov is ion

w a s m a d e a g a inst th e ca rry ing  v a lu e of th e

conv ertib le preference sh a res.A  loss on

d isposa l of £ 1 3 .3 m  w a s record ed  a fter ta k ing

a ccou nt of th e £ 0 .6m  of d isposa l costs,£ 1 .3 m

of g ood w ill h eld  on th e G rou p’s b a la nce sh eet

a nd  £ 8 .7 m  of g ood w ill prev iou sly  w ritten-off

d irectly  to reserv es.

E arning s  and  D iv id end s  p er S h are

A s a  resu lt of th e loss on d isposa l of th e

ind u s tria l h ose b u s inesses, th e G rou p

reported  a  b a s ic loss per sh a re of 2 .2 5 p

(2 0 0 3  –  ea rning s per sh a re of 1 .5 0 p).

U nd erly ing  ea rning s per sh a re, b efore

g ood w ill a m ortis a tion a nd  th e effect 

of th e d isposa l of opera tions a nd  fix ed

a s sets, w a s  3 .65 p (2 0 0 3  –  3 .1 3 p).

A n u nch a ng ed  fi na l d iv id end  of 1 .3 5 p per

sh a re is proposed  to b e pa id  on 2 7  M a y

2 0 0 5  to sh a reh old ers on th e reg is ter 

on 2 9  A pril 2 0 0 5 .T h is w ill b ring  th e tota l

d iv id end s pa id  in respect of 2 0 0 4  to 2 .0 0 p

(2 0 0 3  –  2 .0 0 p).

C as h  Flow

F ree ca sh  fl ow  w a s £ 1 0 .5 m  (2 0 0 3  –  £ 2 0 .2 m ).

T h e y ea r-on-y ea r red u ction w a s  la rg ely  

d u e to £ 4 .0 m  (2 0 0 3  –  £ 1 .3 m ) of pension

pa y m ents in ex cess of serv ice cost a nd  

a n a d v erse w ork ing  ca pita l m ov em ent of

£ 5 .7 m  (2 0 0 3  –  £ 0 .4 m ).T h is w a s prim a rily

d u e to ch a ng es in cu stom er m ix , y ea r-end

d ev elopm ent inv entory  for th e Joint Strik e

F ig h ter, w h ich  w a s d u e for sh ipm ent in ea rly

2 0 0 5 , a nd  a  h ig h er lev el of contra ct d eb tors

a t Senior H a rg rea v es, a  s ig nifi ca nt portion 

of w h ich  h a s a lrea d y  b een recov ered  in

2 0 0 5 . N et ca pita l ex pend itu re increa sed  

to 7 3 %  of d eprecia tion (2 0 0 3  –  4 3 % ).

Fu nd ing  and  L iq u id ity

N et b orrow ing s for th e G rou p fell b y

£ 1 3 .6m  in th e y ea r to end  a t £ 5 0 .6m ,

w ith  ex ch a ng e ra te m ovem ents,principa lly

th e w ea k ening  U S d olla r (from  $ 1 .7 9 :£  

to $ 1 .9 2 :£ ), a ccou nting  for £ 4 .7 m  of th e

red u ction. G ross d eb t a t th e y ea r-end  

w a s £ 5 7 .3 m  (2 0 0 3  –  £ 7 9 .1 m ) of w h ich  

9 2 %  w a s in U S d olla r a s a  policy  h ed g e

a g a inst th e G rou p’s U S d olla r a ssets. G ea ring ,

a t th e y ea r-end , w a s 67 %  (2 0 0 3  –  8 1 % )

m ea su red  on tota l sh a reh old ers’ fu nd s 

a nd  4 3 %  (2 0 0 3  –  5 2 % ) m ea su red  on net

a ssets b efore retirem ent b enefi t lia b ilities.

T h e G rou p prim a rily  fi na nces its b orrow ing s

th rou g h  th e U S priv a te pla cem ent m a rk et

a nd  tw o rev olv ing  cred it fa cilities. D u ring  

th e y ea r, th e term  of th e sm a ller, U S$ 2 5 m ,

rev olv ing  cred it fa cility  w a s  ex tend ed  

b y  1 2  m onth s to M a y  2 0 0 7 . A t th e end  

of 2 0 0 4  th e G rou p h a d  tota l fa cilities 

of £ 1 3 0 .4 m ,of w h ich  £ 7 3 .1 m  w a s u nu sed .

£ 1 1 1 .1 m  of th e tota l fa cilities w ere

com m itted  for m ore th a n one y ea r.

Financial R is k  M anag ement

T h e m a in fi na ncia l risk s fa ced  b y  th e G rou p

continu e to b e m ovem ents in interest ra tes

a nd  foreig n cu rrency  ex ch a ng e ra tes a s w ell

a s fu nd ing  a nd  liq u id ity  risk s.A ll su ch  risk s

a re m a na g ed  b y  a  centra lised  trea su ry

d epa rtm ent w h ich  reports to th e G rou p

F ina nce D irector. It opera tes u nd er th e

g u id a nce of th e T rea su ry  C om m ittee, w h ich

m eets q u a rterly  a nd  a cts a ccord ing  to th e

la id -d ow n ob jectiv es, policies a nd  a u th ority

lev els a pprov ed  b y  th e B oa rd .T h e G rou p’s

ex terna l a u d itors a ttend  th e T rea su ry

C om m ittee once a  y ea r.A ll a ctiv ities a re

focu sed  on th e m a na g em ent a nd  h ed g ing  

of risk  a nd  it is G rou p policy  not to eng a g e

in specu la tiv e fi na ncia l tra nsa ctions.
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Cash Flow 2004 2003

£ m £m

Operating profit 1 1 .7 13.1

Goodwill amortisation 5 .1 5.4

Depreciation 1 3 .3 16.1

Net capital expenditure(i) (9 .7 ) (6.9)

Pension payments above service cost (4.0) (1.3)

W orking capital movement (5 .7 ) (0.4)

Net interest paid (2.9 ) (5.0)

Tax recovered/(paid) 2.7 (0.8)

Free cash fl ow 1 0.5 20.2

Net disposals and acquisitions 4.5 0.4

Dividends paid (6 .1 ) (6.1)

Effect of exchange rates 4.7 8.7

Reduction in net b orrowings 1 3 .6 23.2

Net b orrowings 5 0.6 64.2

(i)Includes finance leased capital expenditure of £0.4m (2003 – £nil)

The Group is exposed to movements in

exchange rates for both foreign currency

transactions and the translation of net assets

and profit and loss accounts of overseas

operations.The Group has a policy of hedging

its net investment in overseas operations

through currency denominated loans and

forward contracts but it does not hedge 

the effects of currency movements on the

translation of its overseas earnings into

sterling.Transaction exposures are, however,

normally hedged through forward exchange

contracts on a rolling 12 month basis.

It is Group policy to have the majority of 

its gross borrowings subject to fixed rates

of interest.This is achieved through having a

mixture of fixed and variable rate borrowings

and by entering into interest rate swaps.

At the year-end 66% (2003 – 62%) of gross

borrowings were subject to fixed rates.

Pensions

The Group operates a number of defined

benefit pension plans, with the largest being

the UK scheme, as well as a number of

geographically based defined contribution

and government sponsored arrangements.

The Group fully implemented FRS 17

“Retirement Benefits” during the year.

At the end of 2004, total FRS 17 pension 

and post-retirement liabilities were 

£41.2m (2003 – £44.0m) with £33.5m

(2003 – £35.5m) being in respect of 

the UK scheme.The triennial actuarial

valuation of the UK scheme was carried 

out during 2004 with the past service

deficit being confirmed as £18.5m.This 

is to be funded by additional Company

contributions of £2.6m per annum.

During 2004 an additional contribution 

of £1.4m was made in respect of 

the UK scheme in anticipation of the

outcome of the actuarial valuation and 

a supplementary payment of £2.4m 

made in respect of the three US defined

benefit schemes to improve their funding

position.The actuarial deficit for the UK

scheme is lower than the FRS 17 deficit

primarily due to the different discount 

rates used to value the liabilities.

In total, £2.0m (2003 – £2.0m) was charged

to the profit and loss account during 2004

for defined benefit schemes, in addition 

to the net finance costs described earlier.

The total charge for defined contribution

schemes was £2.2m (2003 – £2.7m).

International A ccounting Standards

Senior will be reporting its financial results 

in accordance with International Financial

Reporting Standards (IFRS) from 1 January

2005.The conversion project is ongoing and

the Auditors are due to report to the Audit

Committee in May 2005. It is considered that

the standards potentially having the most

significant effect on the Group are:

IFRS 2 Share-based Payments – IFRS 2

requires all options granted since 7 November

2002 to be valued at the date of the grant

and the value amortised through the profit

and loss account over the likely life of 

the option.The Group only granted such

options on 12 March 2003. Under IFRS 2

the expense, calculated on the basis of the

fair value at the date of the award using the

Black-Scholes pricing model, is estimated at

less than £0.1m for each of 2004 and 2005.

IFRS 3 Business Combinations – Under

IFRS, goodwill is no longer amortised but 

is instead held at its carrying value on the

balance sheet and tested annually for

impairment.The transitional arrangements

contained in IFRS do not require this

standard to be applied to acquisitions

made prior to 1 January 2004 and the

Group intends to take this option. Under

UK GAAP, the goodwill amortisation charge

for 2004 was £5.1m and hence Group

profit before tax would be expected to

have been a similar amount higher if 2004

results had been reported under IFRS.

IAS 19 Employee Benefits – IAS 19 is similar

to FRS 17, which was adopted by the

Group during 2004.The Group intends 

to follow the “FRS 17” option under IAS 19

of immediately recognising all actuarial gains

and losses through reserves. Accordingly,

the introduction of IAS 19 is not expected

to result in any material differences to either

the Group’s consolidated balance sheet or

profit and loss account for 2004.

IAS 38 Research and Development – 

Under UK GAAP, research costs must be

written-off immediately as incurred whereas

development costs may either be capitalised

and amortised or written-off as incurred.

Historically, Senior has written-off development

costs as incurred. IAS 38 requires development

expenditure meeting certain criteria to 

be capitalised, amortised and subjected 

to an annual impairment review. Much 

of the Group’s development expenditure

results in incremental, rather than significant,

improvements to existing products and

processes and capitalisation under such

circumstances is unlikely. W here development

expenditure does result in new or significantly

improved products or processes, it will 

only be capitalised where its carrying value

can be validated with reasonable certainty.

Overall, the adoption of IAS 38 is not

anticipated to have a significant effect 

on the Group’s results.

IAS 32 and 39 Financial Instruments – IFRS

requires most financial assets and liabilities

and all financial instruments to be recognised

at fair value at the balance sheet date with

changes in their value taken through the profit

and loss account. Unless hedge accounting 

is used, this could introduce significant volatility

to a company’s profit. Senior intends to apply

the hedge accounting provisions of IAS 39,

to minimise future volatility, to the extent

practically and economically appropriate to

do so. Comparative figures for 2004 are not

required and, whilst unlikely to have a material

effect on the Group’s net assets or profit

before tax, it is not possible to exactly predict

the impact of IAS 32 and 39 on future results.

Non-Statutory Information

In the commentary to the year’s results

reference is made to non-statutory financial

information. Such information includes:

• Operating profit before goodwill

amortisation – this is used to illustrate 

the underlying trading performance 

of the Group.The Group Profit and 

L oss Account provides the information 

to reconcile this to operating profit with

segmental detail provided in Note 2.

• Underlying profit before tax and

underlying earnings per share – these

indicate the overall performance of 

the Group before the effect of goodwill

amortisation and the disposal of businesses

and fixed assets. Note 9 reconciles these

to the reported results.

• Free cash flow – this highlights the total

net cash generated by the Group prior 

to corporate activity such as acquisitions,

disposals and dividend payments. A table

earlier in this review explains its derivation.

Mark Rollins

Finance Director
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