OUR BUSINESS MODEL AND STRATEGY

Our divisions

Our stakeholders
OUR CUSTOMERS

Northbridge is an AIM-listed entity which
wholly owns two distinct trading divisions,
Crestchic and Tasman. The divisions’
rental activities are similar in nature
with some common customers.

Specialists in
electrical testing
equipment

nn

nn

Manufacturing,
sales, service
and hire

Read about Crestchic
on pages 4 and 5

nn Drilling tool
and ancillary item rental
into the gas, oil and
geothermal industries

Our customer-focused, dedicated and
collaborative approach adds value to customers
as well as ourselves. Our loadbank design team
works closely with customers to ensure the end
product meets all of their needs.
Our size means we are ideally placed to be
large enough for customers to benefit from
production scale and experience, but nimble
and flexible enough to undertake bespoke
engineered solutions that both our rental and
sales competitors often resist.
Highly focused teams concentrate on ensuring
equipment availability is at the highest levels
possible. This allows our customers to have the
confidence to rely on us to meet their needs.
The fast-paced and service-led construction,
oil and gas and data centre markets demand
this manner of operation.

Read about Tasman
on pages 6 and 7

Our value creation
All our markets demand very high levels of safety appreciation,
working practices and qualification. We demand the same from
our engineering design, factory production, rental operation and
site engineers. Continuous training, certification and customer
engagement are vital to keep our employees, customers and
shareholders insulated from risk. Our understanding of emerging
market trends and technologies and our capacity to innovate
enable us to keep pace with changing customer needs
and provide high value-added solutions.

OUR PEOPLE
The Group’s employees are highly motivated,
customer focused and highly experienced in their
fields. Attracting, motivating and retaining the
right people will be critical on our recovery path.
We have a very stable workforce with many
long-term employees. Apprenticeship schemes
are in place and we are committed to bringing
young people into the business, whilst sponsoring
their education and training.
We aim to attract and develop our staff and give
them opportunities and pathways to progress.
Many of our staff have secured promotions over
the past few years and many job opportunities
are taken by internal candidates.
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Our strategy
OUR PARTNERS
Building successful partnerships is key to
Northbridge. New products have been launched
and new markets entered by partnering with
local companies and utilising the relationships
to access local markets. This enables us to
establish a presence quickly and cost efficiently
and leverages the partners’ local knowledge.
Within Crestchic, which offers a specialised
service, this model is very flexible as many
markets do not offer full time demand but
often have major projects.
Our effectiveness in meeting our customers’
needs is reliant on our strong relationships
with our key suppliers.

The Northbridge strategy is to consolidate and build
its specialist industrial equipment businesses by:
nn

driving growth organically through investing
in the hire fleet and improving quality systems
and customer service;

nn

using partnerships to increase geographical coverage;

nn

exploiting the opportunities offered by growth
markets such as renewable energy sources and gas
exploration; and

nn

selective acquisitions in our two divisions that:
nn

add complementary products and services;

nn

synergistically increase penetration in core markets; and

nn

give access to markets in which we are not
currently present.

In achieving this strategy, we will be able to capitalise on
the market opportunity to become a significant industrial
services business serving an international market. The
Board reviews this strategy periodically and believes
it is still the correct one for the Group.

OUR SHAREHOLDERS
Throughout the downturn in the oil and gas
market we have striven to cost efficiently keep
our customer-facing operations open and
grow our market share.
In the early stages of the recovery we have
invested in equipment to serve our customers.
We believe that we are well positioned to
capitalise on a sustained recovery and deliver
outstanding returns to shareholders.
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AT A GLANCE: CRESTCHIC

www.crestchicloadbanks.com

Designs, manufactures and hires loadbanks to test generators. From emergency standby
systems in data centres, utilities and critical industries, to the commissioning of propulsion,
accommodation and production power in marine engineering from commercial shipping to
oil and gas production.

Our locations

Our products and services

Operating through five major international hubs,
with a worldwide support network of depots and agents,
we are able to meet the global demand for our products.

LOADBANKS
Northbridge is the largest designer,
manufacturer, supplier and renter of specialist
loadbanks and transformers in the world.
Loadbanks are primarily used for the
commissioning and maintenance of independent
power sources and systems such as diesel
generators and gas turbines.
MAJOR INDUSTRIES WE SERVE:

CRESTCHIC GLOBAL HUBS:

CRESTCHIC AGENTS/DEPOTS:

Asia-Pacific: Singapore

China

Europe: Belgium

France

UAE: Dubai

Germany

UK: Burton on Trent
USA: California
and Pennsylvania

nn

Healthcare

nn

Marine engineering

nn

Oil and gas

nn

Air transport

nn

Banking

nn

Military

nn

Power and utilities

nn

Data centres

TRANSFORMERS
We supply specialist hire of containerised
transformers and switchgear and temporary
packaged substations globally.
We provide medium and low voltage
transformers at various capacities with
voltages from 230v to 36,000v, providing
step-up and step-down capabilities.
MAJOR INDUSTRIES WE SERVE:
nn

Healthcare

nn

Marine engineering

nn

Oil and gas

nn

Air transport

nn

Banking

nn

Military

nn

Power and utilities

nn

Power rental
suppliers

Chris Caldwell, Managing Director of Crestchic,
pictured with Carl Robson from our factory in Burton
and Sharon Philpotts, Quality Manager.
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The continuing growth in data centres throughout
Western Europe has given Crestchic two additional
opportunities: firstly, in heat load management,
by using loadbanks to simulate the heat from
computer servers, and then secondly, in managing
and proving back-up power sources.”
Chris Caldwell
Managing Director, Crestchic

Market opportunities

Our end markets

WHAT WE DO
OFF GRID:
nn

nn

Marine engineering
and ship building:

ON GRID:
nn

BANKING

Back-up power:
nn

Diesel generator
and turbine testing

Navigation system

nn

Uninterruptible power supplies

World’s shipping fleet
continues to grow

nn

Emergency power systems
– hospitals, banks and
financial services

nn

Digitisation – data centres,
telecoms and process industries

nn

Independent power
producers (“IPP”)

nn

Balancing reserve/smart grids

nn

Electric propulsion system

nn
nn

Oil and gas:
nn

Offshore drilling platforms

nn

LNG industry/LNG
transportation/FPSOs

POWER AND UTILITIES

MARINE

HEALTHCARE
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AT A GLANCE: TASMAN

www.tasmanoiltools.com

Tasman specialises in the rental of drilling tools suitable for use in the onshore and offshore
oil and gas drilling, coal bed methane and geothermal drilling operations. Offering a broad
range of drilling rental tools and well intervention equipment along with the reassurance of
in-house maintenance and specialised services, Tasman has developed an understanding
of its clients’ requirements which drives its philosophy of operational excellence in the
Eastern Hemisphere.

Our locations
Operating through four major
international hubs, with a regional
support network of depots and
agents, we are able to service
the Eastern Hemisphere, for any
demand for drilling rental
tools, or service of the same.

TASMAN GLOBAL HUBS:
Australia: Perth
Malaysia: Kuala Lumpur
New Zealand: New Plymouth
UAE: Dubai

TASMAN AGENTS/DEPOTS:
Egypt
Saudi Arabia
Singapore
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Tasman was able to purchase an entire and
complementary hire fleet from a distressed
competitor and this, together with further
modest capital expenditure, has enabled
momentum to continue.”
Ian Gardner
Managing Director, Tasman Oil

Our products and services

Market opportunities

OIL TOOLS

WHAT WE DO

We supply over 4,000 different products to the onshore
and offshore oil, gas and geothermal drilling industries.

nn

Growth potential in the targeted regional markets
as normal market conditions return

Strategically positioned in Australasia, the Middle East
and Southeast Asia to meet any future industry demand.

nn

Comprehensive rental fleet offering, with the
ability to rapidly respond to any demand, within
the whole region

nn

Highest levels of QHSE maintained and accredited

nn

Drilling rig activity set to increase in all
our regional markets

nn

Geothermal drilling set to increase in New Zealand

nn

Positioned to explore growth in product offering
and geographical locations

PRODUCTS AND SERVICES:
nn

Downhole drilling rental tools:
nn

Bottom hole assembly

nn

Tubulars

nn

Handling tools

nn

Mud management tools

nn

Fishing and re-entry tools

nn

Pressure control equipment rental

nn

Third-party tool servicing and management

Our end markets

OIL, GAS AND GEOTHERMAL
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CHAIRMAN’S STATEMENT
Our strategy for the future is to continue to build on the platform
that has now been created, and we look forward to further
growth in the coming years.

I am pleased to report progress in the
business during 2018. The Group, which
is streamlined into two distinct core
business activities, Tasman Oil Tools
and Crestchic Loadbanks, is active in
the energy, oil, gas, renewables and
power reliability markets.

Peter Harris
Chairman

Earlier in 2018 we experienced the first
signs of a welcome change in sentiment
in the oil and gas sector, following the
longest downturn in the industry’s history.
As the year progressed, this improving
sentiment turned into increased activity
levels in our businesses which are focused
on this sector. This has obviously had the
largest impact on the trading of Tasman
Oil Tools and is a leading indicator of a
potential market recovery. There are also
some early signs of increasing activity
in the energy and resource-focused
part of Crestchic. In addition, the power
reliability part of Crestchic continues
to perform well.
We took the opportunity during the year
to optimise our funding structure and make
it more sensitive to a recovering market.
This was done by issuing £4.0 million of
convertible loan notes and the placing
of further ordinary shares, to raise
£2.5 million in new equity. This enabled
the Group to consolidate and renew its
banking facilities with a single lender, and
allowed the Group to reduce future capital
repayments and repay the outstanding
deferred consideration due to the vendor
of Tasman Oil Tools in New Zealand.
Our strategy during the downturn, to focus
on core activities and reduce costs while
retaining a presence in key markets, has
proved successful. With an increasing cash
flow, and a strong balance sheet, we are
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well positioned to benefit from a return to
growth and take advantage of opportunities
that arise. This strength has recently
enabled us to acquire an entire and
complementary hire fleet, as a result
of a competitor liquidation.
As we look forward with a more positive
outlook for future trading, it is time to
pay tribute to our people, whose loyalty,
experience, specialist skills, unwavering
focus on our customers and sheer hard
work have helped us respond quickly and
effectively to the many challenges faced by
the Group in recent years and have helped
us to emerge lean and focused to grasp the
opportunities now presented by improving
markets. We are fortunate indeed to have
such dedicated and capable colleagues
across our worldwide businesses.
We have also taken steps to strengthen the
Board for the future, with the appointment
of Judith Aldersey-Williams as an additional
Non-executive Director. Judith brings an
immense depth of experience in the oil
and gas industry gained as a partner with
a major legal practice in Aberdeen.
Our strategy for the future is to continue
to build on the platform that has now
been created, and we look forward to
further growth in the coming years.

Peter Harris
Chairman
11 April 2019
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CHIEF EXECUTIVE’S REVIEW
The impact of operational gearing on trading is now beginning to
benefit the Company, as revenues, particularly in our hire operations,
begin to improve.

2018 proved to be a watershed year for
the Group, with signs of a recovery
in both parts of the business, particularly
noticeable in Tasman Oil Tools. The impact
of operational gearing on trading is now
beginning to benefit the Company,
as revenues, particularly in our hire
operations, begin to improve.

Eric Hook
Chief Executive

After a period of significant cost
reduction, much of our operational costs
remain fixed, in particular establishment
costs and depreciation, which are less
sensitive to volume. This means that,
as revenues improve, gross profit will
grow proportionately faster. In addition,
the mix between sales and rental also
adds to the operational gearing effect,
as our higher-margin rental revenue
should recover faster than the growth
of outright sales of manufactured units.
Overall, the Group’s revenue improvement,
year on year, in 2018 was 4.9%, but gross
margin rose to 41.8% compared with 36.4%
in 2017 as the proportion of rental in the
mix increased. Gross profits increased by
20.6% to £11.3 million (2017: £9.3 million).
Operational gearing also impacts EBITDA
(pre-exceptional), and this in turn increased
by 44.0% to £4.6 million (2017: £3.2 million).
Costs were reduced and remain under
control and pre-exceptional operational
expenditure was £12.3 million, reducing
from £12.9 million in 2017. Cash generated
from operations improved substantially
to £4.3 million (2017: £2.6 million). The
combined effect of all these movements
enabled us to substantially reduce
pre-exceptional operating losses in
2018 by £2.4 million to £1.4 million
(2017: £3.8 million). Pre‑exceptional
losses before tax were £2.0 million
(2017: £4.4 million).

During the year a convertible loan note
for £4.0 million was issued at a fixed
interest rate of 8%. This, in conjunction
with the early renewal of its banking
facilities with its senior lender, Royal
Bank of Scotland (“RBS”), enabled the
Group to consolidate its future bank
funding solely with the RBS Group.
It also enabled the Group to fully repay
KBC Bank and reduce capital repayments
which, in turn, allows for further investment
into a recovering market. The loan notes
are convertible into ordinary shares in
Northbridge, at the discretion of the holders,
at a conversion price of 125 pence.
Additionally, in June 2018, the Company
placed a further 2 million ordinary
shares to raise £2.5 million in new
equity. Approximately £1.05 million of the
proceeds from the placing was used to pay
the outstanding deferred consideration
due to the vendor of the Tasman Oil Tools
companies in New Zealand. This payment
was originally due on 7 January 2016 but
had been deferred until 7 July 2018. Some
of these funds, plus some additional
borrowings, were also used to acquire a
complementary hire fleet which became
available as a result of the liquidation
of a drilling tool rental competitor in
Southeast Asia, for £3.0 million in
December 2018.
The much-improved cash flow, together
with the placing of new equity, has enabled
gearing to be reduced to 23.8% (2017: 24.5%),
despite the acquisition of the drilling tool
hire fleet.

The exceptional cost of £712,000
(2017: £nil) arose from a post balance
sheet event and relates to a full provision
against a debt in Dubai from 2013 and
2014 and is explained further in note 4.
Statutory losses before tax were
£2.7 million (2017: £4.4 million).
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CHIEF EXECUTIVE’S REVIEW CONTINUED
Net debt

Hire fleet cost

£8.7m

£52.0m £4.3m
2017: £48.2m

2017: £2.6m

Crestchic loadbanks and transformers
The electrical equipment business of
Northbridge manufactures, sells and
rents loadbanks and transformers, and
supplies two main markets. Firstly, the
developed world, where it is focused
on supporting the power reliability,
renewables, and power security markets,
and secondly, emerging markets (“EM”),
where it is mostly focused on resources,
typically shipyards, oil and gas facilities
and mines.

The continuing growth in data centres
throughout Western Europe has given
Northbridge two additional opportunities:
firstly, in heat load management, by using
loadbanks to simulate the heat from
computer servers, and then secondly,
in managing and proving back-up power
sources. Global investment in this type
of “big data” is likely to grow for many
years to come.

Rental rates still remain depressed
and are not expected to recover until 2020
at the earliest. The relative stability in crude
oil prices currently being experienced by the
industry will, in the longer term, encourage
further exploration and production.
By maintaining our infrastructure
and hire fleet whilst cutting costs,
the Company is strongly positioned for
when market demand begins to recover
more significantly.

2017: £8.7m

Total turnover during the period was
£20.4 million (2017: £20.2 million), but
a change in mix towards higher-margin
rental saw gross profits rise by 5.9% to
£9.5 million (2017: £9.0 million). Sales of
manufactured units and service revenue
were slightly down on the previous year
at £8.4 million (2017: £9.0 million) but the
underlying trend of enquiries and orders
showed signs of improvement, and the
year ended with the largest ever order
book for the sale of manufactured
equipment. This represents a sure sign of
improvement from Crestchic’s emerging
overseas markets as well as a continued
growth in its traditional power
reliability market.
The business in the UK and Western
Europe continues to perform well and
the contract to supply the FIFA World Cup
stadiums helped the rental revenue
during the year.
Our business in the USA continued its
good progress and is expected to provide a
long-term growth opportunity for Crestchic.
The relocation of underutilised equipment
from the Asia-Pacific region has doubled
our fleet size at minimal cost. Revenue from
both sales and rental rose to £2.0 million
(2017: £0.8 million). We continue to look
for suitable trading partners for our rental
operation in order to expand our footprint
whilst minimising the overhead cost
of operating in North America.
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The more recent growth in renewable
power generation in advanced economies
is continuing to gather pace and has
created new markets for our equipment
and services. This also represents another
longer-term growth opportunity for the
Company, and we are currently supporting
this growth through the further technical
development of our products.
Tasman Oil Tools
Our oil tool rental operations in
Australia, New Zealand, Malaysia and the
Middle East, which suffered badly during
the downturn in the oil market over the last
three years, have shown some good signs
of an early recovery. Total revenue in the
year was £6.6 million (2017: £5.4 million).
Rental during the period increased 22.5%
to £5.4 million (2017: £4.4 million). The
strongest performance in this business
segment was Australia, which showed
an increase of overall revenue of 61.4%
to £2.9 million (2017: £1.8 million) and we
have continued to support this growth
with further capital expenditure for
specific contracts.
Current volumes, whilst low historically,
have begun to make a significant
difference to the Group’s overall
profitability, and particularly to our cash
flows, with the Tasman businesses now
close to break‑even at an EBITDA level.
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Cash generated from operations

The joint venture in Malaysia with our
local partner, Olio Resources SDN BHD,
started trading in earnest in 2018. Early
results are encouraging, and the proportion
of revenue generated by hiring Tasman
tools into the joint venture is beginning
to increase. Because of our improved
trading position, and the refinancing
earlier in the year, Tasman was able to
purchase an entire and complementary
hire fleet, at a significant discount to its
new replacement value, from a distressed
competitor and this, together with further
modest capital expenditure, has enabled
this momentum to continue.
The drilling tools acquired have also
been deployed in the Tasman operations in
New Zealand and Australia and we have
been able to establish a further Tasman
location in Singapore which will service
the new customers that were acquired
in Singapore, Thailand and Vietnam.
It is hoped that this location will begin
to trade profitably during 2019.
The joint venture’s total revenue for 2018
was £2.1 million (2017: £0.4 million) and
the cross-hire revenue attributed to
Tasman SEA from the JV was £0.4 million
(2017: £0.0 million) and the after-tax
loss included in these accounts is
£0.4 million.
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Northbridge is very well placed to benefit from the current recovery.
While remaining cash generative, we have completed our restructuring
and now have a much lower cost base throughout the Group.”
Eric Hook
Chief Executive

In the overall oil and gas market, supply
and demand have appeared to reach
an equilibrium following a sharp fall in
crude prices in Q4 2018. This fall does
not appear to have affected market
activity significantly, as most of our
customers’ final investment decisions
had been made earlier in the year, and
the oil price has since recovered. In our
particular area of the market, Southeast
Asia and Australasia, gas and geothermal
fluids play an important and growing
part in the mix for businesses we supply.
The outlook for both, over the short
and medium term, is positive.
The need for further capital expenditure
as the recovery takes hold has been much
reduced by the opportunistic acquisition
of a competitor’s hire fleet in the year. This
in turn has also reduced the average age
of our combined rental assets and has
enabled us to expand our footprint and
services in Southeast Asia.
Outlook
The ongoing recovery in the oil market,
coupled with a more stable crude oil price
over the last 18 months, has improved
confidence amongst the majority of
exploration and production (“E&P”)
companies, which form an important
part of our customer base.
The additional cash flow as a result of higher
crude prices has enabled the oil majors and
national oil companies to pay down debt
and to start a return to modest levels of
capital expenditure. In the deepwater
sector of the Asia-Pacific region alone,
where we have a strong presence, the
energy analysts Wood MacKenzie expect
capital expenditure to rise from a low of
US$3 billion per annum in 2017/18 to reach
US$9 billion per annum by 2020/21. Other
oil and gas analysts expect drilling rates
to double in the same time scale. Whilst

it is difficult to be precise, this impact
is likely to be felt in the sectors that both
Crestchic and Tasman supply, although the
timing may be different in each industry.
We have seen some improvement in the
important rental revenue of Tasman Oil
Tools, albeit from a low base, and we expect
this to continue in 2019 and beyond. The
longer-term opportunities in the activities
we supply in New Zealand, Australia and
other countries in Southeast Asia are likely
to continue to grow. We are very active in
the LNG, natural gas and geothermal fluids
E&P sectors which are expecting a demand
boost as the nearby economies, including
China, switch from a coal and oil energy
base, to the more environmentally
sustainable gas and renewables.
For the wider Group, the short-term
opportunity is mostly focused towards
a recovery in the activity and revenue
levels of Tasman Oil Tools. However,
we are not ignoring the longer-term
growth of the power reliability market
and the opportunities there are equally
important, particularly in the USA.
For Crestchic, a return to activity in the
oil market will also, in time, benefit the
marine sector. The reducing levels of
overcapacity in the oil and gas rig market,
with substantial amounts of equipment
retired or scrapped, has led to further
investment planned in new rigs, tankers
and LNG carriers. This is a key market for
our products, and we should see some
improvements over the next few years.
Our services are generally engaged during
the last element of power commissioning
projects before the vessels are launched.
The other part of Crestchic’s business,
which has been unaffected by the oil
and gas downturn, is involved in power
commissioning and reliability testing
in Western economies.

The traditional use of loadbanks,
to test “real-time” power output from
standby power generators, has now been
supplemented by their increasing use
in data centres, distributed generation
and frequency management. The growth
of renewables will also lead to further
fragmentation of the generating base,
and will make the systems inherently less
reliable, at a time in which uninterruptible
power becomes even more important.
Overall, the industries we serve are likely
to continue to grow for years to come.
We have recently added further
equipment and personnel to Crestchic’s
operation in North America. This market is
potentially one of the largest in the world
for our services and we are confident in
its longer-term profitable future.
Northbridge is very well placed to benefit
from the current recovery in all its markets.
While remaining cash generative, we have
completed our restructuring and now
have a much lower cost base throughout
the Group. Having retained all our operating
bases during the downturn, and maintained
relationships with all our customers,
we expect to be able to exploit the high
operational gearing inherent in our business
model, and the expected additional
revenue will support bottom line growth.
We are now confident of the Group’s
profitable and growing future in the
medium to long term.

Eric Hook
Chief Executive
11 April 2019
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FINANCIAL REVIEW
The Group continued to increase the cash generated from operating
activities, which totalled £4.3 million during the year (2017: £2.6 million).

Revenue and profit before tax
The Group’s revenues are derived
principally from the rental of its hire fleet
and also from the sale of manufactured
equipment; hence IFRS 15 has not impacted
the results for the year. Notes 2 and 3
show the Group’s revenue split by segment,
geography and revenue type.

Iwan Phillips
Finance Director

As many of the Group’s costs are largely
of a fixed nature in the short to medium
term (with significant movements in
the cost base being attributable to
acquisitions, large capital expenditure
and divestments) any revenue movement,
however small, will be highlighted at the
operating profit level. This operating
gearing, along with a movement in sales
mix towards rental in the year and tight
cost control, enabled a 4.7% increase
in sales, leading to a reduction in a
pre‑exceptional operating loss
of £2.4 million.
Rental revenue made up 65% of total
revenue in 2018 compared to 61% in 2017.
Rental revenue within Tasman increased
by 23% even taking account of a 41%
decrease in revenue in the Middle East
where a strategic decision was made
to cease low margin cross-hire work.
Pre-exceptional operating costs were
£0.3 million lower in 2018 at £12.1 million
(2017: £12.4 million). This was mainly due
to a full year effect of some cost reductions
from H2 2017 and a foreign exchange
gain of £0.1 million against a £0.1 million
loss in 2017. No new strategic cost
reductions were implemented in 2018
as the business began to recover.
An exceptional cost was recognised
in the year for £0.7 million (2017: £nil).
This relates to a full provision against
a debt in Dubai from revenue recognised
in 2013 and 2014. A more detailed
explanation is included in note 4.
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Net finance costs were largely
unchanged from 2017 at £0.7 million
(2017: £0.6 million) which included
£0.1 million of non-cash finance charges.
Pre-exceptional losses before tax were
reduced by £2.4 million to £2.0 million
(2017: £4.4 million).
Earnings per share
The basic and diluted loss per share
(“LPS”), both of 8.9 pence (2017: 17.9 pence),
have been arrived at in accordance with
the calculations contained in note 11.
Balance sheet and debt
Total net assets at 31 December 2018
were £36.5 million compared to
£35.7 million in 2017. The increase in
net assets during the year is due to the
increases in share capital, share premium
and foreign exchange reserves more than
offsetting the loss for the year after tax
of £2.4 million.
Net assets per share at the year end
are 132 pence (2017: 138 pence).
Hire fleet additions have risen to
£4.5 million in the year (2017: £0.5 million)
with substantial investment in Tasman
including the purchase of the entire fleet
of a competitor in liquidation in Asia.
Property, plant and equipment decreased
from £29.3 million to £28.9 million during
the year due to net additions of £4.4 million
and a positive movement of £0.6 million
from the translation of assets held in
foreign currency being more than offset
by a depreciation charge of £6.4 million.
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The Group’s leverage has decreased from 2.7 as at
31 December 2017 to 1.9 as at 31 December 2018. ”
Iwan Phillips
Finance Director

Inventory levels have increased during
the year to £4.3 million (2017: £3.4 million)
mainly due to an increase in finished
goods of £0.7 million. This is a strategic
move to hold inventory of Crestchic’s
more commonly sold and hired items
to take advantage of short-timeframe
opportunities, especially in North America.
Trade receivables have decreased
from £7.3 million to £5.9 million in the
year with reasonable collections and
an increase in provisions.
Year-end net debt (cash balances less
financial liabilities) stood at £8.7 million
(2017: £8.7 million) which includes
£3.8 million debt convertible to equity at
125 pence per share. The Group has used
cash flow, new debt and new equity to
fund investment in the hire fleet as well
as paying the final deferred consideration
of £1.1 million for the acquisition of
Tasman New Zealand.
Notwithstanding the investment seen
during the year, the Group’s leverage,
as calculated by dividing net debt by
pre-exceptional EBITDA, has decreased
from 2.7 as at 31 December 2017 to 1.9
as at 31 December 2018. Excluding the
convertible debt, the leverage is 1.1.
Cash flow
The Group continued to increase the
cash generated from operating activities
which totalled £4.3 million during the
year (2017: £2.6 million).

The Group closely monitors cash
management and prioritises the
repatriation of cash to the UK from
its overseas subsidiaries.
The net cash inflow from financing
activities of £3.4 million (2017: outflow
of £2.1 million) included the refinancing
as well as £2.4 million net proceeds from
the share issue in June. The inflow from
financing activity was partly used to pay
the remaining deferred consideration
due on the acquisition of Tasman
New Zealand of £1.1 million (2017: £nil).
Tax expense
The overall tax credit for the year totalled
£0.3 million (2017: charge of £0.2 million).
This was made up of a tax charge of
£0.4 million (2017: £0.8 million) and
a deferred tax credit of £0.7 million
(2017: £0.6 million).
Losses relating to the Group’s Australian
entities have prudently not been recognised
as a deferred tax asset at this balance
sheet date, but the losses are available
to be utilised against future profits. Any
future recognition of a deferred tax asset
will be dependent on these future profits
by jurisdiction becoming more certain.
The Group manages taxes such that it pays
the correct amount of tax in each country
that it operates in, utilising available reliefs
and engaging with local tax authorities and
advisors as appropriate.

Iwan Phillips
Finance Director
11 April 2019

Northbridge Industrial Services plc – Annual report and accounts 2018

13

PRINCIPAL RISKS AND UNCERTAINTIES
The Board is responsible for determining the level and nature of risks that are felt to be
appropriate in delivering the Group’s objectives and for implementing an appropriate Group
risk management framework.

In common with any organisation, the Group can be subjected to a variety of risks in the conduct of its normal business
operations that could have a material impact on the Group’s long-term performance. The Board is responsible for determining
the level and nature of risk accepted that is felt to be appropriate in delivering the Group’s objectives and for implementing an
appropriate Group risk management framework. The Group seeks to mitigate exposure to all forms of risk where practical and
to transfer risk to insurers where cost effective. In this respect the Group maintains a range of insurance policies against major
identified insurable risks, including (but not limited to) business interruption, damage to or loss of property and equipment,
and employment risks. The major risks are outlined here.

THE BOARD

EXECUTIVE
DIRECTORS

Description

DIVISIONAL
MANAGEMENT

SUBSIDIARY
MANAGEMENT

Mitigation

QHSE
The Group’s hire equipment is involved in
safety‑critical environments where a fault with the
equipment or its misuse could cause serious injury
or death. The Tasman equipment is mainly used in
the oil, gas and geothermal drilling industry whereas
the Crestchic equipment is involved in electrical
testing that can produce lethal voltages.

The Group’s divisions, Tasman and Crestchic, have detailed QHSE policies which
are communicated to all staff. Tasman is certified under ISO 9001, ISO 14001 and
OHSAS 18001 with Crestchic certified under ISO 9001, ISO 14001 and ISO 45001.
Accident (and near-miss) reports are continually monitored and appropriate
staff training is completed.

Bribery and corruption
The global nature of its business exposes the Group to
risk of unethical behaviour. The Group operates
in countries with perceived high levels of corruption
and tenders for projects and uses third-party sales
agents in some countries where it does not
have a permanent presence.

The Group has a clear bribery policy which is available on the website.
All third-party agents are thoroughly vetted and are closely monitored. The
Group has a whistleblowing process in place which is continually reviewed.

Market and macroeconomic risks
As evidenced by the impact of the sharply declining
oil price in 2015 and early 2016, a downturn in global
economic conditions or volatility in commodity prices
creating uncertainty may result in lower rental activity
and equipment sales levels. This may result in a poorer
performance than expected, impacting revenues and
margins. Any post-Brexit restrictions on the ability of
the Group to move goods and services from the UK into
the EU may result in lost revenue and/or increased costs.
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The Group constantly monitors market conditions and can flex capital
investment into the hire fleet accordingly. Products, services and demand vary
by subsidiary with some of our products and services being subject to less market
impact than others, enabling the hire fleet to be relocated to mirror changes in
localised utilisation, although equipment in the US (specific frequency) and China
(permanently imported) is less flexible. As the Group’s global business continues
to develop this will naturally increase and broaden both the market and revenue
base, placing reduced reliance on specific markets and regions. Though much of
the cost base of the Group is fixed, as recently shown, the Group is prepared to take
prompt and effective action to exit underperforming activities and reduce overhead
costs to mitigate the impact of market downturns. The Board has developed plans
to mitigate the impact of any post-Brexit restrictions on the ability of the Group
to move goods and services from the UK into the EU including moving assets to
be permanently stored within the EU and employing further EU based staff.
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Competition and commercial risk
The Group’s revenues are derived from the sale
and rental of specialist complementary industrial
equipment and services which can be impacted by
competitor activity. There is a relatively small number
of significant competitors serving the markets in which
we operate, although we often compete against larger
and better capitalised companies which could pose
a significant threat because of financial capability,
which may result in lower pricing and margins, loss
of business, reduced utilisation rates and erosion
of market share.

Competition for products and services provided by the Group varies by
subsidiary with some of our products and services being subject to less
market competition than others. As the Group’s global business continues
to develop this increases and broadens both the customer and revenue base,
placing reduced reliance on individual customers. Our use of international
hubs holding significant levels of equipment available for rent has enabled
us to provide an enhanced and efficient customer service, and the ability
to readily transport our hire fleet enables us to respond to changes in
localised utilisation.

Information technology
The Group is dependent on its information
technology (“IT”) systems to operate its business
efficiently, without failure or interruption. Whilst
data within key systems is regularly backed up and
systems are subject to virus protection, any systems
failure or other major IT interruption could have a
disruptive effect on the Group’s business.

The geographically diverse nature of the Group reduces the global risk associated
with IT failure or disruption. The use of recognised service providers and operating
and communication platforms has strengthened the Group’s technological
infrastructure and reduced the risk of loss due to failure, breakdown, loss
or corruption of data.

Interest rate risk
The Group delegates day-to-day control of its bank
accounts to local management. All bank and other
borrowings with the exception of the convertible
loan notes attract variable interest rates. The Board
accepts that this policy of not fixing interest rates
for all borrowings neither protects the Group entirely
from the risk of paying rates in excess of current
market rates nor eliminates fully cash flow risk
associated with interest payments.

The Group maintains strong relationships with all banking contacts. Group
borrowings are reviewed, arranged and administered centrally with day‑to‑day
control of bank accounts by local management being restricted to operating
within agreed parameters.
The Group’s bank borrowings are made up primarily of revolving facilities,
invoice finance and term loans. The Group also utilises short-term trade
finance and supplier finance facilities and finance leases. The Board
considers that it currently achieves an appropriate balance of exposure
to these risks, although this situation is constantly monitored.

People risk
Retaining and attracting the best people are critical
in ensuring the continued success of the Group.

Northbridge offers well-structured reward and benefit packages, including
share options, which are regularly reviewed. We try to ensure that our people
fulfil their potential to the benefit of the individual and the Group by providing
appropriate training and offering the possibility of career advancement on an
intercompany basis within the Group.

Foreign currency exchange risk
The Group is exposed to movements in exchange
rates for both foreign currency transactions and
the translation of net assets and income of foreign
subsidiaries. Local management has responsibility
for its own bank accounts, with bank balances held in
Euro, US Dollar, Australian Dollar, Singaporean Dollar,
New Zealand Dollar and UAE Dirham accounts.
Outstanding balances for trade receivables, trade
payables and financial liabilities are also held in
these currencies. The Board recognises that the
ongoing Brexit negotiations will impact the
volatility of Sterling.

The Board manages this risk by converting surplus non-functional currency
into Sterling as appropriate, after allowing for future similar functional
currency outlays. The Board regularly seeks the opinion of foreign currency
professionals to advise on potential foreign currency fluctuations, especially
when it is aware of future foreign currency requirements. It does not currently
consider that the use of hedging facilities would provide a cost-effective
benefit to the Group on an ongoing basis.

Credit risk
Exposure to credit risk arises principally from the
Group’s trade receivables. At 31 December 2018
the Group had £7,169,000 (2017: £8,182,000) of trade
receivables and an expected credit loss provision
of £1,221,000 (2017: £868,000). During the year the
Group wrote off £403,000 (2017: £11,000) of debts
considered unrecoverable which were previously
provided against. The Group increased provisions
by £866,000 (2017: £536,000) during the year.

The Group’s trade receivables are managed through stringent credit control
practices both at a local and Group level, including assessing all new customers,
requesting external credit ratings (which are factored into credit decisions),
regularly reviewing established customers and obtaining credit insurance where
it is felt appropriate. The Group trades in regions such as the Middle East and
Africa where formal credit ratings are not always readily available. In these
situations, trading history with the Group and market reputation are given
greater weighting in credit decisions.

This Strategic Report was approved by the Board on 11 April 2019 and signed by order of the Board by the Chief Executive.

Eric Hook
Chief Executive
11 April 2019
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