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Group Chief exeCutive offiCer 
report 2016

2016 presented numerous challenges to the Lorne Stewart Group, despite 
these it is most pleasing to communicate the achievement of our 14th 
successive year of profitability and a healthy pipeline of opportunities 
across the Group.

Headline figures include revenue at £184.9m (£200m; 2015), EBITDA for 
the year was £2.6m, representing 1.4% of revenue compared against 
£4.8m in 2015, 2.4% of revenue.  

The UK economy experienced a divergence of economic forces in 2016.  
The vote for BREXIT in the summer of 2016 had an immediate impact to 
the value of the pound. This imposed double digit inflation percentages 
on many imported products, rising costs of our commodity items against 
tenders secured on lower rates. Compounding this, the immediate impact 
of economic uncertainty resulted in a moderation of construction sector 
margins. 

In contrast to 2015, which predicted strong growth in most sectors, we 
now experience increases in both timescale and bid investment to convert 
orders. Our customers choose to procrastinate over their investments, 
considering the real impact of BREXIT and the UK economy.  

Despite these challenges Lorne Stewart Group continues to contribute a 
profit, maintains a positive cash position without any third party funding, 
an enviable position to many in our sector. We have confidence this will 
be maintained as past recessionary problem contracts drop out of our live 
portfolio of work and our diligence in securing new work is embedded as 
a key area of focus. 

Our Engineering business has secured orders amounting to £150m 
for 2017 and our focus is now shifting to secure orders for 2018. We 
continue to see a positive pipeline of projects in all regions. Recent wins 
include Aston Martin Lagonda in Wales, C1 Tower in Manchester, Radcliffe 
House Warwick University and the Elephant and Castle Energy Centre. 
In Q3 2017 we will see some of our major high end residential projects 

in London completing. We have already secured major high residential 
projects worth more than £30m to replace this workload. We have 
visibility of a healthy pipeline in this sector and also have major tenders 
under consideration to sustain our Residential expertise, which is now 
growing beyond the South East market.        

The services business has seen increased activity, having secured 
Virgin East Coast which complements our incumbent position on Virgin 
West Coast, together with contracts for Cornwall Council and English 
Heritage London. This is a great example of where our focus on customer 
satisfaction is bearing fruits.  

Our Modular Construction business (MDSL) continues to present growth 
opportunities to the group, securing further work with new clients outside 
of our Lorne Stewart Group. New products are evolving and our residential 
utility cupboard solution is proving to be market leading.     

In 2016 we obtained no less than thirty performance references from 
our clients, a testament to the efforts of our staff. What is impressive to 
us is that some of these projects were secured in tougher pricing times 
and delivered in more buoyant periods. To achieve client performance 
references in these difficult trading conditions is a significant 
achievement, demonstrating that even during tough times, our customer 
service has not been compromised. 

The Group remains dedicated to deliver quality projects and has secured 
orders at 90% of target revenue for 2017 and are in a better position 
than we were in at this point in time during 2016. We are confident the 
remaining balance for 2017 can be secured by the year end through a 
combination of growth on current contracts and new orders.  

The Lorne Stewart Group has now received three major Safety, Health 
& Environmental achievements for 2017. Firstly, we were awarded 
the President’s Award by RoSPA for achieving 10 successive years of 
RoSPA Gold and Gold Medal awards. In addition we also achieved a 
landmark in accident prevention by reaching 2,000,000 working hours 
without a RIDDOR reportable accident. The Group also achieved Gold 
status for contributions to the Supply Chain Sustainability School which 
recognises the Groups commitment to environmental sustainability in 
their operations.

Our commitment to training within Lorne Stewart is undiminished and this 
coming year will see us investing even more into what we believe to be 
the future of our company.

Once again, we enter the new year with passion and determination and 
are proactively pursuing our strategy to be the leading mechanical and 
electrical engineering player in the UK. On behalf of our company, board 
and shareholders, we thank our customers and suppliers for placing their 
confidence in us to perform for them. Moreover, we express our deepest 
gratitude to our people for their continuing enthusiasm, commitment, 
pride and hard work. We strive to warrant their continued trust.

Respectfully, 
P M Mathew
Group Chief Executive Officer
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report of the direCtors
The following is an extract from the Report of the Directors including the 
Groups full Report and Accounts for the year ended 31st December 2016.

PrinciPal activity of the business
The Group’s principal activities during the year continued to be building 
and engineering services, covering the following areas: heating, 
mechanical, electrical, ventilation, public health, air conditioning, data 
cabling, IT solutions, floodlighting, security systems, maintenance,  
facilities management, property development, prefabrication and design.

review of business
The Group’s key financial and other performance indicators during the  
year were as follows:

 2016 2015 change
 £000 £000 %
Turnover 184,923 200,253 -8%
Earnings Before Interest,  2,615 4,846 -46%
Taxes, Depreciation and 
Amortisation (EBITDA)
Operating profit 1,613 3,733 -57%
Profit before tax 1,523 3,587 -58%
Shareholders’ funds 17,219 24,459 -30%
Current assets as %  139% 130% +7% 
of current liabilities 
Average number of employees 1,082 1,210 -11%

Group Turnover reduced by 8% in 2016 and the EBITDA decreased by 
46% in the year. 

The current uncertain economic environment adversely affected the UK 
construction industry, which has impacted the group turnover and the 
profit for the year. Our policy of being selective in tendering in the general 
market and maximise opportunities through our Frameworks and Strategic 
Partnerships, helped us to continue to be profitable in the difficult market. 

Shareholders’ funds decreased by 30% in the year, as a result of the 
increased pension deficit. The Group’s “quick ratio” (current assets as 
a percentage of current liabilities) has increased by 7%. The average 
number of employees decreased by 11%. 

coMPetitive risks 
The economic environment continues to make winning work at 
reasonable margins challenging. The Group however rigorously maintains 
its risk management procedures to ensure that the Group does not take 
on any projects that are classified as high risk. The commercial terms 
and policies are regularly updated to reflect the new challenges that arise 
from the changing market.
 
legislative risks 
The Group is subject to various construction industry specific legislations 
such as health and safety at the construction site, subcontractors tax, 
etc. In addition compliance imposes costs and failure to comply with the 
standards could materially affect the Group’s ability to operate. The Group 
has in-house legal expert to mitigate this risk.

financial instruMent risks 
The Group has established a risk and financial management framework 
whose primary objectives are to protect the group from events that 
hinder the achievement of the Group’s performance objectives. The 
objectives aim to limit undue counterparty exposure, ensure sufficient 
working capital exists and monitor the management of risk at a business 
unit level. 

exPosure to Price, credit, liquidity and cash flow risk 
Price risk arises on some of the long-term contracts where the price 
is fixed at the time of the contract award, any significant increase in 
the cost of sales such as labour and material will affect the Group’s 
profitability. The Group mitigates this risk by bulk purchase agreements. 

P M Mathew
Group Chief Executive Officer

gary worrall
CEO Lorne Stewart 
Engineering & Rotary 
Building Services

Paul hughes
Group Commercial  
& Legal Director

inbaraj rajakumar
Group Company 
Secretary

tarek abuZayyad
Group Chairman

Jacob kurian
Group Director
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Group turnover

£184,923,000

£2,615,000

earninGs Before interest, taxes, 
depreCiation and amortisation (eBitda)

Picture by Cartwright Pickard
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Our regions are pushed to achieve conformance to policies and 
processes and are subjected to regular audits to ensure we maintain 
our accreditations. We take our policy responsibilities seriously, not 
just for our clients, but for our staff and our other stakeholders. Our 
projects have high levels of interface with the public and the surrounding 
environment so our policies are strictly developed to reflect our 
commitment to our health, safety, environmental and quality objectives.
 
Training remains a priority for all our staff via accreditation to deliver 
IOSH Working and IOSH Managing Safely for our operational staff. Senior 
Executives complete the in house IOSH Safety for Senior Executives 
course.

training
The Group understand that the key to our business is our people and 
continue to be committed to providing training to all levels of employees.  
We provide training in Health & Safety, Management, Human Resources 
and Technology skills as well as Engineering and Compliance training.  
Management receive training ensuring how they can best support the 
business and its employees, along with ensuring best practice is at 
the forefront. Training is provided in house and external providers as 
required.

Managers have access to online toolkits and guidelines and receive  
one to one training.  

We are increasing our investment in Apprentice development nationwide 
in order to strengthen our future technical workforce.

We continue working towards ensuring that the Lorne Stewart Group is 
an employee of choice in our industry.

eMPloyee involveMent
We publish our in-house magazine ‘Touchline’ which ensures that all 
our employees are up to date with company news and information.   

report of 
the direCtors
Continued

The margins continue to be squeezed from all levels of the supply chain 
making insolvency a high risk at client level as well as sub-contractor / 
supplier level. The Group is therefore vigorously maintaining compliance 
with its stringent credit criteria both up line and down line.

Liquidity risk is the risk that an entity will encounter difficulty in meeting 
obligations associated with financial liabilities. Cash flow risk is the risk 
of exposure to variability in cash flows that is attributable to a particular 
risk associated with a recognised asset or liability. The Group aims to 
mitigate liquidity and cash flow risk by managing cash generation by its 
operations, applying cash collection targets throughout the Group. 

future develoPMents
The future looks promising with the current healthy workload especially 
in the London market. The Group continues to streamline the internal 
process and improve the internal control system, this will bring in better 
control and cost savings in the future for the Group to be competitive in 
the market.

fixed assets
The Group is committed to a process of continual modernisation and 
investment in technology and specialist equipment to help improve its 
productivity.  

Political and charitable donations
During the year the Group made charitable donations of £10,200 
(2015: £1,850).  The Group has not made any political donations nor 
incurred any political expenditure during the year (2015: £nil).

safety, health, environMent & quality (sheq)
As a Company, we have achieved accreditation to ISO 9001 Quality, ISO 
14001 Environment and OHSAS 18001 Health & Safety. The Company’s 
dedication to providing a safe working environment for its staff has been 
recognised at the highest levels of achievement by the award of the 
coveted Gold Medal by RoSPA.

Summary Report and Accounts 2016
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We continuously have updated information available on the company 
intranet and from time to time have roadshows to further ensure 
employees are aware on the way forward.

Regional and Branch meetings continue to take place, which include  
local toolbox talks and employees.

Employees at all levels are encouraged to participate directly in the 
success of the business through the bonus based scheme. For our chosen 
charity ‘Barnardo’s’ employees regularly take part in events to raise 
money and local business units from time to time support local charities.

eMPloyMent of disabled Persons
Lorne Stewart are committed to support the promotion of equality 
between disabled people and others in respect of all employment 
matters, continuously ensuring ways in which to improve working 
conditions and career progression.

equal oPPortunities
The Group are committed to implement the legislations and codes of 
practice. We ensure all our policies are in line with the Equalities Act.   
The Group is an equal opportunities employer and is opposed to any form 
of discrimination on the grounds of race, colour, ethnic or national origin, 
sex or marital status, disability, age or any other factors that lead to 
employees being disadvantaged by conditions or requirement.

disclosure of inforMation to the auditors
So far as each person who was a director at the date of approving this 
report is aware, there is no relevant audit information, being information 
needed by the auditor in connection with preparing its report, of which 
the auditor is unaware. Having made enquiries of fellow directors and 
the group’s auditor, each director has taken all the steps that he/she is 
obliged to take as a director in order to made himself/herself aware of 
any relevant audit information and to establish that the auditor is aware 
of that information.

auditors
In accordance with Section 489 of the Companies Act 2006, a resolution 
for the re-appointment of Ernst & Young LLP as auditors of the company 
is to be proposed at the forthcoming Annual General Meeting.

by order of the board
20 March 2017
 

The Group conTinues To sTreamline The inTernal process and 
improve The inTernal conTrol sysTem, This will brinG in beTTer 
conTrol and cosT savinGs in The fuTure for The Group To be 
compeTiTive in The markeT.
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Group inCome statement
for the year ended 31 December 2016
  
 note 2016  2016  2015  2015
  £000  £000  £000  £000
     
grouP turnover 2    
Continuing operations  184,923    196,956 
Acquisitions  -    3,297
    184,923    200,253
Cost of sales     
Continuing operations  (174,838 )   (183,216 ) - 
Acquisitions  -    (2,786 )  
    (174,838 )   (186,002 )

gross Profit    10,085    14,251

 Administrative expenses  (7,805 )   (9,870 ) 
 Goodwill amortisation  (667 )   (648 ) 
     
Administrative expenses    (8,472 )   (10,518 )  

grouP oPerating Profit     
Continuing Operation  1,613    3,555 
Acquisition  -    178 
    1,613       3,733
Profit on sale of fixed assets  5   125    72
Interest receivable and similar income    62    100
Other finance cost    (277 )   (318 )
                   
Profit on ordinary activities before taxation    1,523    3,587
Tax on profit on ordinary activities    (436 )   (778 )
                   
Profit for the financial year    1,087    2,809
              
All results are derived from continuing operations.

The Summary Report and Accounts on page 6 to 8 and notes on pages 9 to 13 are an extract from the statutory accounts for the year 
2016 which have been delivered to the Registrar of Companies and on which the auditors have issued an unqualified audit report.

The Summary Report and Accounts do not constitute statutory accounts within the meaning of Section 240 of the Companies Act 1985. 
Full annual accounts and auditors report are available on request.

Summary Report and Accounts 2016
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Group statement of finanCial position 
for the year ended 31 December 2016
  
 note 2016  2016  2015  2015
  £000  £000  £000  £000
fixed assets     
Tangible assets 6   5,401    5,540
Goodwill    9,664    10,331
Investment    -    -
        
    15,065    15,871
current assets     
Inventory  188    70
debtors: 
amounts falling due within one year 7 44,659    44,229 
amounts falling due after one year 7 10,878    9,318 
                   
  55,725    53,617
Cash at bank and in hand 9 12,968    15,128 
         
  68,693    68,745 
creditors: 
amounts falling due within one year  10 (49,348 )   (52,933 ) 
                   
net current assets    19,345    15,812
                   
total assets less current liabilities    34,410    31,683
     
Pension liabilities    (17,191 )   (7,224 )
                    
net assets    17,219    24,459
                    
caPital and reserves     
Share capital    5,211    5,211
Profit and loss account    11,448    18,686
Revaluation reserve    560    562
      
shareholders’ funds     17,219    24,459
                   
Approved by the board of Directors on 20 March 2017 
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Group statement of Cash flows
for the year ended 31 December 2016
  
 note  2016  2016  2015  2015
  £000  £000  £000  £000
        
net cash outflow froM oPerating activities    (1,903 )   (1,646 )
      
returns on investMents and servicing of finance      
Net interest received    72    98
      
taxation     
Corporation tax paid    (234 )   (738 )
      
caPital exPenditure and financial investMent     
Payments to acquire tangible fixed assets  (286 )   (175 ) 
Receipts from sales of tangible fixed assets  191    355 

net cash (outflow)/inflow froM caPital exPenditure  
and financial investMent     (95 )   180
     
decrease in cash in the year 9   (2,160 )   (2,106 )
                       
 
Group statement of Comprehensive inCome
for the year ended 31 December 2016
  
    2016    2016
    £000    £000 

Profit for the financial year     1,087    2,809
Actuarial gain/(loss) on defined pension schemes    (9,717 )   1,650
Deferred tax on the actuarial gain/loss    1,652    (314 ) 
Effect of decreased tax rate    (260 )   (153 )
Net loss from revaluation of fixed assets 6   (2 )   -
                  
Total (loss) / gain relating to the year    (7,240 )   3,992
 
 
Group statement of ChanGes in equity
for the year ended 31 December 2016
 
  revaluation   share capital   Profit and  total
  reserve    loss account  
  £000  £000  £000  £000
      
Profit for the year   -  -  1,087  1,087
Actuarial loss on pension schemes (net of deferred tax)   -  -  (8,065 ) (8,065 )
Effect of decrease in deferred tax rate  -  -  (260 ) (260 )
Movement on account of revaluation during the year  (2 ) -  -  (2 )
 
Net (decrease)/increase to shareholders’ funds   (2 ) -  (7,238 ) (7,240 )
      
As at 1 January 2016  562  5,211  18,686  24,459
                                                            
As at 31 December 2016   560  5,211  11,448  17,219
                                                            

Summary Report and Accounts 2016
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1 accounting Policies

statement of compliance
The Group’s financial statements have been prepared in compliance with FRS 102 as it applies to the financial 
statements of the Group for the year ended 31 December 2016.

basis of preparation
The financial statements of Lorne Stewart PLC were authorised for issue by the Board of Directors on 20 March 
2017. The financial statements have been prepared in accordance with applicable accounting standards.  The 
financial statements are prepared in sterling which is the functional currency of the Group and rounded to the 
nearest £’000. 

basis of consolidation
The consolidated financial statements include the financial statements of the Company and its subsidiary 
undertakings made up to 31 December 2016. No income statement is presented for Company as permitted by 
section 408 of the Companies Act 2006. Subsidiaries are consolidated from the date of their acquisition, being 
the date on which the Group obtains control and continue to be consolidated until the date that such control 
ceases. Control comprises the power to govern the financial and operating policies of the investee so as to 
obtain benefit from its activities. 

Judgements and key sources of estimation uncertainty
The preparation of the financial statements requires management to make judgements, estimates and 
assumptions that affect the amounts reported for assets and liabilities as at the balance sheet date and the 
amounts reported for revenues and expenses during the year. However, the nature of estimation means that 
actual outcomes could differ from those estimates. The following judgements have had the most significant 
effect on amounts recognised in the financial statements.

•	 Revenue	Recognition
  When the outcome of a construction contract can be estimated reliably and it is probable that the contract 

will be profitable, contract revenue and costs are recognised over the period of the contract by reference 
to the stage of completion using the ‘percentage-of-completion method’ to determine the appropriate 
amount to recognise in a given period. When it is probable that total contract costs will exceed total 
contract revenue, the expected loss is recognised as an expense immediately. In determining the stage 
of completion the Group has efficient, co-ordinated systems for cost estimating, forecasting and revenue 
and costs reporting. The system also requires a consistent judgment (forecast) of the final outcome of the 
project, including variance analyses of divergences compared with earlier assessment dates. Estimates are 
an inherent part of this assessment and actual future outcome may deviate from the estimated outcome, 
specifically for major and complex construction contracts. However, historical experience has also shown 
that estimates are, on the whole, sufficiently reliable.

•	 Claims	Receivable
  In the normal course of business the Group recognises amounts receivable in connection with claims 

for completed work due from the principal and/or insurance claims as reimbursement for certain loss 
events on projects. Project related claims on principals are recognised when it is probable that the claim 
amount will be received. Insurance claims can be recognised only if it is virtually certain that the amount 
recognised will be received.

•	 Revaluation	of	investment	properties
  The Group carries its investment property at fair value, with changes in fair value being recognised in profit 

or loss. The Group engaged independent valuation specialists to determine fair value at 31 December 
2016. The valuer used a valuation technique based on a discounted cash flow model as there is a lack of 
comparable market data because of the nature of the property. The determined fair value of the investment 
property is most sensitive to the estimated yield as well as the long term vacancy rate. 

•	 Pension	and	other	post-employment	benefits
  The cost of defined benefit pension plans and other post-employment medical benefits are determined 

using actuarial valuations. The actuarial valuation involves making assumptions about discount rates, 
future salary increases, mortality rates and future pension increases. Due to the complexity of the 
valuation, the underlying assumptions and the long term nature of these plans, such estimates are subject 
to significant uncertainty. 

   In determining the appropriate discount rate, management considers the interest rates of corporate 
bonds in the respective currency with at least AA rating, with extrapolated maturities corresponding to the 
expected duration of the defined benefit obligation. The underlying bonds are further reviewed for quality, 
and those having excessive credit spreads are removed from the population bonds on which the discount 
rate is based, on the basis that they do not represent high quality bonds. The mortality rate is based on 
publicly available mortality tables for the specific country. Future salary increases and pension increases 
are based on expected future inflation rates for the respective country. 

•	 Useful	life	of	Goodwill	
  The Group establishes a reliable estimate of the useful life of goodwill and intangible assets arising on 

business combinations. This estimate is based on a variety of factors such as the expected use of the 
acquired business, the expected usual life of the cash generating units to which the goodwill is attributed, 
any legal, regulatory or contractual provisions that can limit useful life and assumptions that market 
participants would consider in respect of similar businesses.

•	 Impairment	of	non-financial	assets
  Where there are indicators of impairment of individual assets, the Group performs impairment tests based 

on fair value less costs to sell or a value in use calculation. The fair value less costs to sell calculation is 
based on available data from binding sales transactions in an arm’s length transaction on similar assets 
or observable market prices less incremental costs for disposing of the asset. The value in use calculation 
is based on a discounted cash flow model. The cash flows are derived from the budget for the next five 
years and do not include restructuring activities that the Group is not yet committed to or significant future 
investments that will enhance the asset’s performance of the cash generating unit being tested. The 
recoverable amount is most sensitive to the discount rate used for the discounted cash flow model as well 
as the expected future cash flows and the growth rate used for extrapolation purposes.

•	 Taxation
  The Group establishes provisions based on reasonable estimates, for possible consequences of audits 

by the tax authorities of the respective countries in which it operates. The amount of such provisions is 
based on various factors, such as experience with previous tax audits and differing interpretations of tax 
regulations by the taxable entity and the responsible tax authority.

  Management estimation is required to determine the amount of deferred tax assets that can be 
recognised, based upon likely timing and level of future taxable profits together with an assessment of 
the effect of future tax planning strategies. 

•	 Revaluation	of	tangible	fixed	assets
  Land and buildings are recognised initially at cost and thereafter carried at fair value less depreciation 

and impairment charged subsequent to the date of the revaluation. Fair value is based on periodic 
valuations by an external independent valuer and is determined from market-based evidence by 
appraisal. Valuations are performed frequently enough to ensure that the fair value of a revalued asset 
does not differ materially from its carrying amount.

  Any revaluation surplus is credited to the revaluation reserve in equity except to the extent that it 
reverses a decrease in the carrying value of the same asset previously recognised in profit or loss, in 
which case the increase is recognised in profit or loss. A revaluation deficit is recognised in profit or 
loss, except to the extent of any existing surplus in respect of that asset in the revaluation reserve.

investments
In the Company’s financial statements, investments in subsidiary undertakings are accounted for at cost 
less impairment.

Tangible	fixed	assets	and	depreciation
Tangible fixed assets are stated at cost or valuation, net of depreciation and any provision for impairment. 
Cost includes costs directly attributable to making the asset capable of operating as intended. The carrying 
values of tangible fixed assets are reviewed for impairment when events or changes in circumstances 
indicate the carrying value may not be recoverable. 

Depreciation is provided on all tangible fixed assets, at rates calculated to write off the cost, less the 
estimated residual value, of each asset on systematic basis over its estimated useful economic lives  
as follows:

Leasehold improvements     10%
Plant and machinery (including computers)     25%
Fixtures and fittings     10%
Motor vehicles     20% - 50%
Freehold buildings     2%

No depreciation is provided on freehold land

goodwill 
Positive goodwill acquired on each business combination is capitalised, classified as an asset on the 
statement of financial position and amortised on a straight line basis over its useful life. Goodwill acquired 
in a business combination is, from the acquisition date, allocated to each cash generating unit that is 
expected to benefit from the synergies of the combination. If a subsidiary or business is subsequently 
sold or discontinued, any goodwill arising on acquisition that has not been amortised through the income 
statement is taken into account in determining the profit or loss on sale or discontinuance. Discounted Cash 
flow projection has been used to perform annual impairment assessment of Goodwill. The discount rate is 
based on cost of capital.

impairment of non-financial assets
The Group assesses at each reporting date whether an asset may be impaired. If any such indication exists 
the Group estimates recoverable amount of the asset. If it is not possible to estimate the recoverable amount 
of the individual asset, the Group estimates the recoverable amount of the cash- generating unit to which 
the asset belongs. The recoverable amount of an asset or cash-generating unit is the higher of its fair value 
less costs to sell and its value in use. If the recoverable amount is less than its carrying amount, the carrying 
amount of the asset is impaired and it is reduced to its recoverable amount through an impairment in profit 
and loss unless the asset is carried at a revalued amount where the impairment loss of a revalued asset is 
a revaluation decrease.

An impairment loss recognised for all assets, including goodwill, is reversed in a subsequent period if and 
only if the reasons for the impairment loss have ceased to apply.

investment properties
Certain of the group’s properties are held for long-term investment. Investment properties are accounted 
for as follows:

Investment properties are initially recognised at cost which includes purchase cost and any directly 
attributable expenditure. Investment properties whose fair value can be measured reliably are measured at 
fair value. The surplus or deficit on revaluation is recognised in the group income statement. Rental income 
is recognised on accruals basis and adjusted for any lease incentives over the life of the lease. 

equity investments
An equity instrument is a contract that evidences a residual interest in the assets of an entity after deducting 
all its liabilities. Accordingly, a financial instrument is treated as equity if:
(i)  there is no contractual obligation to deliver cash or other financial assets or to exchange financial 

assets or liabilities on terms that may be unfavourable; and 
(ii)  the instrument is a non-derivative that contains no contractual obligations to deliver a variable number 

of shares or is a derivative that will be settled only by the Company exchanging a fixed amount of cash 
or other assets for a fixed number of the Company’s own equity instruments.

When shares are issued, any component that creates a financial liability of the company is presented as 
a liability in the balance sheet; measured initially at fair value net of transaction costs and thereafter at 
amortised cost until extinguished on conversion or redemption. The corresponding dividends relating to the 
liability component are charged as interest expense in the income statement. The initial fair value of the 
liability component is determined using a market rate for an equivalent liability without a conversion feature. 

The remainder of the proceeds on issue is allocated to the equity component and included in shareholders’ 
equity, net of transaction costs. The carrying amount of the equity component is not re-measured in 
subsequent years. 

Transaction costs are apportioned between the liability and equity components of the shares based on the 
allocation of proceeds to the liability and equity components when the instruments are first recognised.

notes to finanCial statements
for the year ended 31 December 2016
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notes to finanCial statements
for the year ended 31 December 2016

Taxation
Current tax assets and liabilities are measured at the amount expected to be recovered from or paid to the taxation 
authorities, based on tax rates and laws that are enacted or substantively enacted by the balance sheet date.

The charge for taxation is based on the profit for the year and takes into account taxation deferred because of 
timing differences between the treatment of certain items for taxation and accounting purposes.

Income tax is charged or credited to other comprehensive income if it relates to items that are charged or credited 
to other comprehensive income. Similarly, income tax is charged or credited directly to equity if it relates to items 
that are credited or charged directly to equity. Otherwise income tax is recognised in the income statement.

Deferred income tax is recognised on all temporary differences arising between the tax bases of assets and 
liabilities and their carrying amounts in the financial statements, but only to the extent that it is probable that 
taxable profit will be available against which the deductible temporary differences, carried forward tax credits or 
tax losses can be utilised.

Deferred income tax assets and liabilities are measured on an undiscounted basis at the tax rates that are 
expected to apply when the related asset is realised or liability is settled, based on tax rates and laws enacted or 
substantively enacted at the balance sheet date.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date.

Deferred income tax assets and liabilities are offset, only if a legally enforceable right exists to set off current 
tax assets against current tax liabilities, the deferred income taxes relate to the same taxation authority and that 
authority permits the company to make a single net payment. 

leases
Assets acquired under finance leases are capitalised and the outstanding future lease obligations are shown in 
creditors. Rentals payable under operating leases are charged in the income statement on a straight line basis 
over the period of the lease. Lease incentives are recognised over the lease term on a straight line basis.

Rental income from investment property leased out under an operating lease is recognised in the income 
statement on a straight- line basis over the term of the lease. Lease incentives granted are an integral part of the 
net consideration for the use of the property and are therefore recognised on the same straight-line basis.

Post-retirement benefits
The Group operates a defined contribution pension scheme. The assets of the scheme are held separately from 
those of the Group in independently administered funds. The amount charged to the income statement represents 
the contributions payable to the scheme in respect of the accounting period.

The Group operates three defined benefit pension schemes, providing benefits based on final pensionable pay all 
of which require contributions to be made to separately administered funds. The pension costs are accounted for 
in accordance with FRS 102. The company closed the main scheme to future accrual on 30 September 2006.

The cost of providing benefits under the defined benefit plans is determined separately for each plan using the 
projected unit credit method, which attributes entitlement to benefits to the current period (to determine current 
service cost) and to the current and prior periods (to determine the present value of defined benefit obligations) 
and is based on actuarial advice. When a settlement or a curtailment occur the change in the present value of the 
scheme liabilities and the fair value of the plan assets reflects the gain or loss which is recognised in the income 
statement during the period in which it occurs.
 
The net interest element is determined by multiplying the net defined benefit liability by the discount rate, at the 
start of the period taking into account any changes in the net defined benefit liability during the period as a result 
of contribution and benefit payments. The net interest is recognised in profit or loss as other finance revenue or 
cost.
 
Re-measurements, comprising actuarial gains and losses, the effect of the asset ceiling and the return on the 
net defined benefit liability (excluding amounts included in net interest) are recognised immediately in other 
comprehensive income in the period in which they occur. Re-measurements are not reclassified to income 
statements in subsequent periods.
 
The defined net benefit pension asset or liability in the balance sheet comprises the total for each plan of the 
present value of the defined benefit obligation (using a discount rate based on high quality corporate bonds), less 
the fair value of plan assets out of which the obligations are to be settled directly. Fair value is based on market 
price information and in the case of quoted securities is the published bid price. The value of a net pension benefit 
asset is limited to the amount that may be recovered either through reduced contributions or agreed refunds from 
the scheme.’

revenue recognition
Revenue is recognised to the extent that the Group obtains the right to consideration in exchange for its 
performance. Revenue is measured at the fair value of the consideration received, excluding discounts 
and VAT. 

construction contracts
A construction contract is defined as a contract specifically negotiated for the construction of an asset.
When the outcome of a construction contract can be estimated reliably and it is probable that the contract will be 
profitable, contract revenue is recognised over the period of the contract by reference to the stage of completion.

The outcome of a construction contract can be estimated reliably when all the following conditions are satisfied:
•	 Total	contract	revenue	can	be	measured	reliably;
•	 It	is	probable	that	the	economic	benefits	associated	with	the	contract	will	flow	to	the	Group;
•	 Both	the	contract	costs	to	complete	and	the	stage	of	contract	completion	at	the	end	of	the	reporting	 
 period can be measured reliably; and
•	 The	contract	costs	attributable	to	the	contract	can	be	clearly	identified	and	measured	reliably	so	 
 that actual contract costs incurred can be compared with prior estimates.

Contract costs are recognised as expenses by reference to the stage of completion of the contract activity at 
the end of the reporting period. The stage of completion is measured by dividing the actual costs by the total 
forecasted costs. When it is probable that total contract costs will exceed total contract revenue, the expected loss 
is recognised as an expense immediately.

When the outcome of a construction contract cannot be estimated reliably, contract revenue is recognised only to 
the extent of contract costs incurred that are likely to be recoverable.

Variations in contract work, claims and incentive payments are included in contract revenue to the extent that may 
have been agreed with the customer and are capable of being reliably measured.

The Group uses the ‘percentage-of-completion method‘, to determine the appropriate amount to recognise in a 
given period. The stage of completion is measured by reference to the contract costs incurred up to the end of the 
reporting period as a percentage of total estimated costs for each contract. Costs incurred in the year in connection 
with future activity on a contract are excluded from contract costs in determining the stage of completion.

Where turnover in respect of long-term contracts exceeds payments on account, that excess is separately 
disclosed in debtors as ‘Amounts recoverable on contracts’. Payments received on account in excess of turnover 
are classified as ‘Payments received on account’ and separately disclosed within creditors.

services
Sales of services are recognised in the accounting period in which the services are rendered, by reference to stage 
of completion of the specific transaction and assessed on the basis of the actual service provided as a proportion 
of the total services to be provided.

interest income
Revenue is recognized as interest accrues using the effective interest method.

cash and cash equivalents
Cash and cash equivalents in the balance sheet comprise cash at banks and in hand and short term deposits with 
an original maturity date of three months or less. Cash, for the purpose of the consolidated cash flow statement, 
comprises cash in hand and deposits repayable on demand, less overdrafts payable on demand.

loan notes
Loan notes which are basic financial instruments are initially recorded at the present value of future payments 
discounted at a market rate of interest for a similar loan. Subsequently, they are measured at amortised cost. Loan 
notes that are receivable within one year are not discounted.

short term debtors and creditors
Debtors and creditors with no stated interest rate and receivable or payable within one year are recorded at 
transaction price. Debtors and creditors after one year are discounted based on amortised cost method using the 
effective interest rate, where the impact is material. Any losses arising from impairment are recognised in the 
income statement in other operating expenses.

inventory
Inventory includes stock which are valued at the lower of purchase or production cost and net realisable value.

Group is undertaking property development activities on some of its own land and building. The cost incurred 
during the development stage are included within the inventory at cost.

2 turnover and segmental information
Turnover represents the net recoverable value of work completed on contracts in the year, together with the net 
invoiced value of sales of other goods and services, excluding value added tax.

Turnover is attributable to one class of business, the provision of building and engineering services, including 
facilities management. The Group operates within the United Kingdom only.

3  staff nuMbers and costs
The average number of persons employed by the Group (including 
Directors) during the year, analysed by category, was as follows:
  
                                                                             number of employees
   2016 2015 
    
Office and management 422 463
Production and sales 660 747
    
   1,082 1,210
                   
The aggregate payroll costs of these persons were as follows:
   2016 2015 
   £000 £000
    
Wages and salaries 39,636 46,145
Social security costs 4,151 4,443
Pension costs:  
Defined benefit 7 40
Defined contribution 2,191 2,316
                  
   45,985 52,944
                  

Summary Report and Accounts 2016
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4 Profit attributable to MeMbers of the Parent undertaking
The profit in respect of the company for the year ended 31 December 2016 was £1,196,000  (2015: £2,877,000).

5 Profit on sale of fixed assets
       2016  2015
       £000  £000 

Profit on sale of fixed assets       125  72
          

6 tangible fixed assets
 leasehold  investment  land and  Plant and  Motor  total
 improvements  Property  buildings  Machinery  vehicles
 £000  £000  £000  £000  £000  £000
      
cost or valuation      
At beginning of year 1,636  2,500  3,485  6,366  1,417  15,404
Additions -  -  -  286  -  286
Movement on Revaluation -  -  (2 ) -  -  (2 )
Transfer to inventory -  -  (74 ) -  -  (74 )
Disposals (13 ) -  -  (532 ) (1,240 ) (1,785 )
                                                                                          
At end of year 1,623  2,500  3,409  6,120  177  13,829
                                                                                          
depreciation      
At beginning of year 1,312  -  1,294  5,918  1,340  9,864
Charge for year 96  -  (52 ) 242  49  335
On disposals (8 ) -  -  (528 ) (1,235 ) (1,771 )
                                                                                          
At end of year 1,400  -  1,242  5,632  154  8,428
                                                                                          
net book value                                                                                          
at 31 december 2016 223  2,500  2,167  488  23  5,401
                                                                                          
At 31 December 2015 324  2,500  2,191  448  77  5,540

7 debtors     2016  2015  
     £000  £000 
 
Trade debtors     18,023  19,428 
Gross amount due from customers for contract works     29,258  26,535 
Prepayments and accrued income     2,107  3,039 
Amount due from related/group undertaking     -  - 
Deferred tax assets (note 15)     4,131  2,651 
Other debtors     2,018  1,894 
     55,537  53,547 
 
          
Amounts falling due after more than one year included above are:                                                                                2016  2015  
     £000  £000   
 
Trade debtors (retention)      6,747  6,667 
Deferred tax assets     4,131  2,651 
Due from related / Group company     -  -  
   
     10,878  9,318 
 

The Group has not discounted the trade debtors (retention) as the amount involved is considered to be not material.    
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notes to finanCial statements
for the year ended 31 December 2016

8 deferred tax
The movement in the deferred taxation asset during the current year is as follows:
     
    £000
 
At 1 January 2016    2,651
Movement during year:   
Accounted for in the Income Statement    66
Accounted for in the Statement of Comprehensive Income    1,414
          
At 31 December 2016    4,131
 
     
    
The deferred taxation included in the financial statements is as follows:   2016  2015 
    £000  £000
     
Accelerated capital allowances    (256)  (206)
Loss carried forward and other deductions    924  1,066
Pension related    2,922  1,373
Other timing differences    541  418
                 
    4,131  2,651
          
The Group holds tax losses of £9,682,000 (2015: £9,950,000) available for carry forward and offset within individual subsidiaries’ future taxable profits 
arising from the same trade. As a result of these losses the Group has a potential deferred tax asset of £1,646,000 of which £722,000 (2015: £824,000) 
which has not been recognised in these financial statements as its future recovery is uncertain. This potential deferred tax asset will be recognised when 
it can be regarded as more likely than not that there will be sufficient taxable profits from which tax losses can be deducted.

Summary Report and Accounts 2016
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A selection of Lorne Stewart 
Group employees receiving 
Long Service Awards

9 cash in bank and in hand    2016  2015
    £000  £000
  
At 1 January    15,128  17,234
Net cash flow in year    (2,160)  (2,106) 
          
At 31 December     12,968  15,128
          

10 creditors: aMounts falling due within one year   2016  2015
    £000  £000
  
Trade creditors    34,466      42,692
Amount owed to related party     428  476
Accruals     10,850      5,239
Gross amount due to customers for contract works    603       1,233
Other creditors, taxation and social security    2,676       3,165
Corporation tax    325         128
                  49,348  52,933
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