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| can report that turnover for the year ended -

30 June 2018 was £4.8 million (2017
£5.7 million), a decrease of 15.8%. The
Group made an operating loss in the year of
£408,000 (2017; £16,000 loss) and
incurred a loss before taxation for the year
of £502,000 (2017: loss £193,000) and a

oss ‘after taxation of £151,000 (2017;

profit £179,000). The loss per share was
0.45p (2017: profit per share 0.54p).

As | mentioned in my Interim Statement we
had a most peculiar start to the year, the
level of enquiries and indications that we
would be awarded orders had never been
higher, however the orders, whilst not going
away, simply were not received until late in

the financial year with consequent

underutilisation of staff — and hence
profitability. Nevertheless, as described
below, since the third quarter the orders
have flowed in and we are now extremely
busy.

Despite these setbacks we acquired

“Thomson Engineering Design Limited

during the year and, after a very slow start _
which exacerbated our group losses, it is
now profitable and contributing to the
Group.

QM Systems

As highlighted above the first half of the
2017/18 financial year witnessed difficult
trading conditions with a lower than

expected order intake. It is difficult to know '

what led to this however what appears o
be clear is that a number of key expected
projects were delayed. Quotation activity
throug’hom the year remained buoyant and
from January 2018 through until the end of
the financial year order intake returned to
the expected level. The retardation of orders

received during the first half of the financial

year resulted in our software and
manufacturing teams being under
occupied. It was important however to
retain staffing levels given the continued
imminence of orders being placed. Order
intake post year end also continues fo be
buoyant and is worthy of note to mention
the additional order received from Cox
Powertrain for approximately £1.2 million in
early July bringing the total order received
from Cox since April 2018 to approXimately
£1.7 million.

in early 2018 we took the opporiunity to
restructure our mechanical engineering

~ team. This initially resulted in a reduction in

personnel to re-align key skills with current
client requirements and this in turn created
a temporary reduction in our ability to bring
through new work quickly enough to have a
material impact on recovery to a profitable
position during the 2017/18 financial year.
Our focus remains on ensuring that we
have the right skill availability for the
2018/19 financial year. Here | am pleased
to report that during the last four months
we have recruited six Mechanical Design
Engineers and five Software Engineers into
our business. This provides us with a very
significant increase in our ability to carry
out the new projects won and with our
overhead remaining stable this has enabled
us to accelerate client projects and retum
to profitability. This combined with our

significant increase.in.order.book.and.large

portiolio of potential orders enables us to
enter our new financial year with
considerable confidence.

During the 2017/18 financial year QM
Systems undertook some very interesting
projects, including the development of a
machine that provides high accuracy
inspection of aerospace components by
combining robotics, high end vision -
inspection and laser scanning. The first
system s very near.completion and based.
on market feedback it is fully expected that
a number of these systems will be sold over
the next few years. QM Systems has afso -
developed a test interface system with a
key client for the petrochemical industry. .

- This exciting development has led the client

to select QM Systems to be its-partner for
the production of the final units and it is
anticipated that 200-400 units could be

. required over the next 2-3 years.

During the pericd OM Systems has worked
hard to build a strong order book including
potential repeat sales together with a strong
team lo lead this dynamic business forward
and | am very confident that we will witness
a much improved 2018/19 financial year.

Thomson Engineering Design
‘IITEDII)
Following the acquisition of TED at the end

“of November 2017 our focus has been to
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develop new sales opportunities within TED.
TED's exisiing business model is to provide
expertise and innovation in providing
trackside manipulation and handling
equipment suitable for handiing, faying and
maintaining track, sleepers, track panels
. and electrification masts and supporting
“structures. TED has an excellent reputation
within the industry, however its current
model has predominantly focused on the
UK markets in this very niche sector.

Sales during the final part of the 2017/18
financial year have largely been based on
quotation activity prior to acquisition and
clearly this has limited the sales that could
be achieved in the closing part of the
financial year. During the time since
acquisition the TED team have been
integrated into the QM Systems family of
divisions forming a core and ceniral part of
the.OM Rail Systems division. This enables
the group to provide a much greater level of
engineering support into TED greatly
enhancing the engineering capability. Since
acquisition, the services that can be offered
by TED have been widened both within the
rail sector, where combined with QM
Systems' capability far more automated
systems can be provided and also by taking
TED's key skills 1o opportunities that exist
outside of the rail sector for similar
equipment. The TED team are experts in

providing light and heavy duty handling and _

manipulation systems and with the support
-of QM Systems' wide and diverse client
network we are able to open many
opportunities that previously were not
accessible to TED. As a result TED's
quotation activity has more than doubled
-compared with the-six-months prior to-our
acquisition and this is transiating into sales
such that TED is having to recruit more .
staff. In addition to this we have started to
establish a wider distribution network to aid
distribution of TED products and services
into Europe and werldwide. We are
beginning to see a marked increase in
quotation activity with Europe and also
evidence that TED's capability is being
recognised worldwide.

Technology Division

During the 2017/18 financial year
PipeHawk- has not made the progress in
sales development anticipated. This is

predominantly due to one of our key UK
distributors ceasing trading. This has

‘resulted in a temporary lower than

anticipated domestic sales output as we
work to re-establish sales channels.
Following an increased presence at a
number of trade shows and continued press
coverage we are identifying newand
exciting lines of enquiry for the e-Safe and

-e-Spade lite family of products. Many of

these new cpportunities are yet to
materialise into real sales. However interest
in the products has gained momentum.
Since July we have seen the UK sales start
to increase and take encouragement in the

" decision by Skanska, MWH Global and ]
Balfour Beatty Joint Venture to evaluate e-

Safe as part of their involvement in eight20,
the largest water sector alliance in the UK.
In addition to this we continue to see
growth in support services, for example
servicing.and.spares. Here.we have
developed a solution that enables our
premier overseas distribution partnersto
service their in market client products. This
is beginning to establish a regular income
through added value for both our partners
and us whilst providing the most efficient

. and environmentally friendly solution to

sustainable product and support roll out.
International sales have continued to grow
with the Japanese market particularly
worthy of note.

Qur e-Safe PRO model, released in July
2017, hasbeen well received. We have
continued to develop our products with the
addition of operator interface refinements
and GPS log recording. In addition to
increasing client appeal we have focused

- oncost reduction activity. which has

increased return per unit,

We continue to explore grant funding
opporiunities with refinement of our H2020

. application together with exploring other

more UK centric funding opportunities.
Funding is required to realise a true global
expansion of this exciting range of
products.

Adien

Adien has improved further this year and
marginally increased both the turnover and -
profit for the year.

This situation would have been further
improved had Adien not suffered significant
ioss in both revenue and profit due to the
failure of Carillion,

The first quarter of the new financial year
has been very busy with our teams warking
to the full capacity available in the
programme of works, the level of activity
within the power supply and distribution
industries continues at a significant level.
Airports, highways and major infrastructure
are all very active with only the rail sector
being somewhat quiet at the moment, the
MOD/DIO framewaork has started to
increase the number of project start ups.

The levels of activity in Scotland continue to
increase within the main sectors of power,
infrastructure and civil works.

.Adien.has.a significant.order.book going

forward, with the prospect of some
significant contract awards due over the
next three to four months within our existing
frameworks for our key clients.

SUMO

At the Annual General Meeting shareholders
approved the sale to me of PipeHawk's:
minority interest in' Sumo and this realised a
profit for the Group over net book value of
£142,000. In the period under review, on

- 13 October 2017 | paid the £197,000 cash

consideration payable on my purchqse of
the minority interest in SUMO and therefore

provided working capital support to the

~ Company until completion occurred

following shareholder approval at the
Annual General Meeting on 12 December
2017. Since the year-end, at the request of
SUMO management, | sold some of those
Sumo shares and remitted 50% of the profit
thereon (£17,107) to PipeHawk, in
accordance with the terms of the sale to
me.

Financial position

The loss sustained during the year means
that the group continues to be in a net
liability position and reliant on my
continuing financial support,

My letter of support dated 30 October 2017
was renewed on 24 October 2018 for a
further year. Loans, ather than those
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coverad by the CULS agreement, are
unsecured and accrue Inferest at an annual
rate of Bank of England base rate plus
2.15%. '

The CULS agreement for £1 million,
provided by myself, was due to expire and
be repaid on 13 August-2018. In agreement
with the independent directors this has
been extended for a further four years, on
identical terms and is now repayable on 13
-August 2022, .

In addition to the loans | have provided to
the Company in previous years, | have
deferred a certain praporiion of feas and
he interest due untll the Company Isina
suitably strong position to make the full
payments. : ‘

Further fees and interest, amounting to
£71,000 were deferred in the year ended
30 June 2018, At 30 June 2018, these
deferred fees and interest amounted to
approximately £1.6 million In total, all of
which have been recognised as a flabllity in
the Company's accounts.

Strategy & Outlook

The PipeHawk Group remains committed to
creating sustainable earnings-based growth
and focusing on the expansion of its
business with forward-fooking products and
services. PipeHawk acls responsibly

lowards its shareholders, business

partners, employees, society and the
environment — In each of its business
areas.

PipeHawk is committed to technologles and
praducts that unite the goals of customer
value and sustainable development. All
divisions of the Group are currently
performing well and | remain ogtimistic in
my cutiook for the Group.

Gordon Watt
Chairman
16 Navember 2018




Financial results

Turmover for the year ended 30 June 2018 was £4.8 million (2017: €5.7 million). The Group incurred a loss after taxation for the year of
£151,000 (2017: profit £178,000). The loss per share was 0.45p {2017: profit per share 0.54p). A detalled review of business as well as
future developments is included In the Chairman's statement. : :

Key performance indicators
The Group's Key financlal performance indicators are-turnover and profit befors tax-and-an analysls using these KPls Is included in the
Chairman's statement. The primary non-financial KP! is the strength of the arder book which Is also discussed fn the Chairman’s statement.

Principal risks and uncertainties
The principal risks and uncertainties facing the business are;

- the acceptance by end customers of Iis products — the Group mitigates this risk by sharing and gettlng sign off on the proposed solutlon
and by ensuring open lines of communication such that any challenges are identified at an early stage and are resolved with the
customer prior to delivery;

s competitive pressurs on pricing and delivery imescales — this risk is mitigated by the high level of technological quality offered by the
- Group's solutions and its strong relationships with its key customers; . :

» technological changés ~ mitigated by continued investment in research and development;

+ avallabllity of sufficient WOﬁdng.capItal — the Group monitors cash flow as part of its day to day control procedures. The Board considers
cash flow projections at its meetings and ensures that appropriate facllities are avallable to be drawn down upon as necessary,

. » Akey fisk for the bisiness s the continuing avallatillity of the financial support arrangements provided by the Executive Chairman
 described in the Report of the Directors and in note 1, which have been extended for a further 12 manths.
The Group's financial risks and policies to minimiss these are set out in note 18.

Current tfading o
Current trading Is satisfactory and In line with the directors’ expectations. The Strategic Report was approved by the Board on 16 November
2018 and signed on Its behalf by: : ,

y 2

Soumitra P Padmanathan
. Finance Director




Principal activities and’ revuew of business

The principal activities of the Group during the year were the development, assembly and sale of test system solunons and ground probing
- radar (GPR) equipment; the provision of GPR based services and the undertaking of complementary Research and Development
assignments.

Future developments

The Group's business activities, together with the faclors likely to affect its future development, performance and position are set out in the
Chairman's.statement and the summary of significant accounting policies — “critical )udgements in applying accounting policies and key
sources of estimation uncertainty”.

Results and dividends
The results for the Group for the year are set out in the consohdated statement of comprehensive income on page 15. The directors do not
recommend the payment of a dividend for the year (2017 nil).

Subsequent events
See note 23 for details.-of the subsequent events.

‘Directors _ .
The directors who served during the year are set out below:

Gordon G Watt (Executive Chairman)
Soumitra P Padmanathan {Finance Director)
Robert Randal MacDonnell (Non-Executive)

The directors' beneficial interests in the share capital of the company were as follows:

16 November 2018 30 June 2018 30 June 2017
Ordinary % of issued Ordinary % of issued Ordinary % of issued -
Shares of 1p share capital Shares of 1p share capital Sharesof 1p  share capital
G G Watt 5,721,500 16.8% 5,721,500 17.3% 5,721,500 17.3%
R MacDonnell -931,436 2.7% 931,436 3.1% 931,436 31%

S P Padmanathan . - - - - o - ) .

The directors are also interested in unissued Ordinary Shares granted to them by the Company under share options held by them pursuant
to individual option schemes as set out in note 6.

Substantial share interests
Qther than directors, the Company has been notified of the followmg persons being interested in more than 3% of the issued share capital
of the company at the date of this report.

~ Ordinary % of issued

Shares of 1p share capital

S Hamilton 4,583,334 13.5%
P Lobbenberg : 3,100,000 9.1%
R J Chignell 2,204,200 6.5%
JT Twigg 1,054,830 3.1%

N G Wood . 1,054,830 . 3.1%

Research and development :
The Group continues to undertake research and development activities at its sites in Worcester and Aldershol. This will enable the Group fo
expand its activity in technology and innovation that will help us greatly in developing new products that will begin directly generating

. tevenue in the future. The Group has undertaken research and development activities in the areas of ground probing radar and test &
measurement related equipment. '




-Auditor and disclosure of information to auditor
Each of the persons who are directors at the time when this report is approved has confirmed that:

(a) so far as each director is aware, there is no relevant audit information of which the company's auditor is unaware; and

{b) each director haé faken all the steps that ought to have been taken as a director in order to be aware ot any infarmation needed by the
company's auditor in connection with preparing their report and to establish that the company's auditor Is aware of that information.

Auditor
On 25 June 2018 Crowe Clark Whntehlll LLP changed its name to Crowe UK. LLP,

The reappointment of Crowe U.K. LLP will be proposed at the forthcoming Annual General Meeting, in accordance with secnon 489 of the
Companles Act 2006. .

Financial instruments .
Note 18 to the financial statements describes the policies and pracesses for managing the Company's capital, its financial risk management
o_b]ectives, detalls of its financial Instruments and its exposure to credit risk and liquidity risk. :

Going concern

As described In the Chairman's repart, the current economic environment Is improving for the Group's lradlng subsidiaries in thelr respechve
markets as evidenced by healthy order books. However the directors conslder that the outlook presents challenges in terms of sales
volumes and in terms of bringing R&D developments to commerclalisation, The directors have instituted measures to preserve cash and

- -secure.addtional finance but-these.circumstances.create.uncertainties.aver-future trading results and- cashflows .

The dlrectors have reviswed the Group's funding raquirements for the next twelve maonths which show positive anhclpated cash ﬂow
generation, prior to any repayment of loans advanced by the Executive Chalrman. The directors have oblained a renewed pledge from
Gordon Watt to provide ongoing financlal support for a period of at least tweive months from the approval date of the group statement of
financial position. The directors thersfore have a reasanable expectation that the entity has adequate resources to continue In its aperational
exercises for the foreseeable future. It Is an this basls that the directors constder It appropriate to adopt the gaing concern basis of
preparation for these financial staternents. A material uncertainty exists regarding the ability of the Group to remalin a golng concern wlthoul
the continuing financlal support of the Executive Chalrman,

Approval
The report of the directors was approved by the Board on 16 November 2018 and S|gned on its behalf by:

.

Soumitra P Padmanathan
Director




On 27 September 2018, the Company adopted the Corporate Governance Code (the “Code”), published by the Quoted Company Alliance
(the “QCA"). The Company considers the principles within the Code to be best practice, subject to their appropriateness given the size of the
Company and the composition of the Board. The following report summarises how the Company complies with the Code.

Strategy and Business Model
The Company's business model and strategy is explained within the Chairman’s Report, including a summary of the challenges in executlon
of the strategy and how the Company addresses such challenges.

Directors

The Board currently comprises the executive chairman, Gordon Watt, one executive director, Soumitra Padmanathan and one non-executive
director, Randal MacDonnell. Randal MacDonnel! acts as Senior Independent Director. The Board does not comply with the requirement of
the Code to have at least two non-executive directors, but the Board intends, at an apprapriate time in the future when the Company is in a
position to afford a further non-executive director, to make such an appointment. Although Randal MacDonnell has been a non-executive
director since 2006, the Board still cansiders him to be independent. The Board also considers that Soumitra Padmanathan is independent.

Executive directors’ normal retirement age Is 70 and non-executive directors' normal retirement age is 75. Both are executive and
non-executive directors subject to periodic reappointment by shareholders. The requirements of the Company's articles result in each director
being reappointed every three years. The time commitment required from each Director varies in line with the operations of the business.

The full Board meets formally at least four times each year, during theé year there were nine board meetings. Gordon Watt and Randal
MacDonnell attended all meetings and Soumitra Padmanathan attended four meetings. There is a formal schedule of matters reserved for
the Board's decision. All directors have access to the advice and services of the company secretary, who is also responsible for ensuring
-that Board procedures are followed. There is-also a procedure in-place-for-any dlrector 1to-take independent-professional -advice, if necessary,
at the company's expense.

For relevant experience, skills and personal qualities of the Directors see the Directors' Biographies section.

As described in the Directors biographies the Board believe the Directors have the correct skiliset to deliver the strategy. in order to'keep
their skillset up to date the Directors read relevant publications from applicable professional bodxes and aftend relevant seminars when
possible.

The Chairiman has regular meetings with the managing directors and boards of the Group's subsidiary companies. The Chairman holds
regular update meetings with each Director to ensure they are performing as they are required.

The ability of individual members and the board as a whole to deliver the Company strategy is reviewed annually in an exercise undertaken
by the Chairman. Dué to the Company's size and nature, the Board daes not consider it necessary to establish a formal board evaluation
process, but Board composition will be reviewed and retreshed again in 2019. The Chairman and Board members can call on external
advisers as the need arises.

Internal controls

The directors have overall responsibility for ensuring that the Group maintains a system of internal control, and for reviewing its
effectiveness, to provide them with reasonable assurance that the assets of the Group are safeguarded and that the shareholders'
“investments are protected. The system includes internal controls covering financial, operational and compliance areas, and risk
management. There are limitations in any system of internal control, which are designed to manage rather than eliminate risk and can’
provide reasonable but not absolute assurance against material misstatement or foss.

The Board has undertaken an assessment of the major risk areas for the business and methods used to-manitor.and control them. In
addition to financial risk, this covered operational, commercial, marketing and research and development risks, This risk review has become
an ongoing pracess of identifying, evaluating and managing the significant risks faced by the Group, with regular review by the Board.




The additional key procedures designed to provide an effective system of internal controf are that:

‘s There isan organisational structure with clearly defined fines of responsibility and delegatlon of authority.

. Annual budgets are prepared and updated as necessary.

* Management accounts are prepared on a quarterly basis and compared to budgets and forecasts to identify any significant variances,
e The Group appoints staff of the required calibre to fulfil their allotted responsibilities.

The Board has considered it inappropriate to establish an internal audit function. However, this decision will be reviewed as the operations of
the Group develop.

Identification of business risk

Regular assessments of ongoing risks facing the business are undertaken as part of the regular Group management meetings in the key
areas such as management of working capital, compliance, legal and operational issues. This risk management framework is applied to
major initiatives such as acquisitions as well as operational risks within the business including operationg! health and safety risks. Further
details on the principal risks and unceriainties to the Group can be found within the Strategic Report.

Through holding the IS0 9001, QHSAS 18001 and other quahty standards, the Company ensures comphance with health and satety and
other regulations.

Remuneration
Basic salaries are set having regard to each director’s responsibilities and pay levels for comparable positions. In framing its remuneration
policy, the committee aims to attract and retain directors to run the Company successfully without making excessive payments.

Details of individual directors’ share options are included in the notes to the financial statements and details of their remuneration including
long term incentive schemes are included in note 6 to the audited financial statements The notice period in ali the directors’ service

contracts Is one year. , 3

Shareholder relationships

The Board attaches a high priority to communications with shareholders. Presentations are made to shareholders institutions and analysts
once a year to coincide with the announcement of the final results. Additional dlalogue with institutional shareholders is entered into as
necessary.

The Company’s next annual general meeting is to be held on 13 December 2018. The resolutions to be proposed at the annual general
meeling, together with explanatory notes, appear in the separate Notice of Annual General Mesting on page 45. All shareholders are invited
to attend the AGM. Following the AGM, the Company uSually gives a-short presentation on each aspect of the Group, and time is set aside to
allow for questions from attending shareholders to any Board membér.

Other information about the Company is available on the Company's website. The Company’s details are displayed on its website allowing
shareholders to contact the Company if they so wish. As the Company is small, it does not have a dedicated investor relations department
and so the Chairman, Gordon Watt, is responsible for reviewing and dealing with all communications received from members.

Corporate Culture
The Board and directors take a forward- Iookmg proactlve approach to culture within the Group in order to achieve a level of discipline that
aids management with its oversight of risks within the business. There are several values that are imgortant to the Company including:

e promoting a culture of respect and tolerance: team members throughout the Group work well together across a broad range of projects;
being a team player, honesty and straightforwardness with clients and suppliers and among employees are values that are highly
regarded; and .

* the importance of the individual: we recognise that the business would fail without the loyalty of our employees, so we encourage free-
thinking and md:vadualtty in the workplace wherever possible.

These matters are considered as part of the annual performance evaluation of all employees and reported to 'the Board. This enables the
Board to ensure the Company's corporate culture is being promoted amongst its employees.




Gordon Watt BA, FCA, FRSA
Lhairman (65)

Gordon is a chartered accountant having been a partner at RSM Robson Rhodes and then Finance Director/Deputy Chief Executive of British
Bus Plc until it was sold to Arriva Pic. He is non-executive chairman of a number of private companies, he became a non-executive director
of the Group in 1998, became finance director in. December.2001 .and Chairman in January 2003.

Soumitra P Padmanathan BSc, FCA, CTA
Finance Director (54) :

Soumitra (Mithi} was appointed as Group Finance Director on 11 April 2016. Having qualified with RSM Robson Bhodes, Mithi has gained
_extensive experience in several global multi-national businesses. .
R Randal MacDonneli
Non-executive Director (78}

Randal joined the Group in February 2006. He was previously a director of Kleinwort Benson Securities, Laing & Cruickshank Securities and
Chase Manhattan Securities Limited. Prior to that he was a partner in stockbrokers Laurie Milbank & Co.
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The directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial statements in accordance with
applicable laws and.regulations. Company.law requires the directors.to prepare financial statements for each financial year, Under that law
the directors have elected to prepare the financial statements in accordance with International Financial Reporting Standards (IFRSs) as
adopted by the EU and applicable faw.

Under company law the directors must not approve the financial statements unless they are satisfied that they give a true and fair view of
the state of affairs of the company and the group and of the profit or loss of the group for that period. In preparing these financial
statements, the directors are required to:

¢ select suitable accounting policies and then apply them consistently;

¢ make judgments and accounting estimates that are reasonable and prudent;

= state whether applicable accounting standards have been followed, subject to any material departures disclosed and explained in the

financial statements;

» prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company will continue in
business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company and group’s

transactions and disclose with reasonable accuracy at any time the financial position of the company and group and enable them to ensure -

that the financial statements comply with the Companies Act 2006. They are also responsible for safeguarding the assets of the Company
and-Group and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities. :

They are further responsiblé for ensuring that the Strategic Report and the Report of the Directors and other information included in the
Annual Report and Financial Statements is prepared in accordance with applicable law in the United Kingdom.

The maintenance and integrity of the PipeHawk plc website is the responsibility of the directors; the work carried out by the auditors does’
not involve the consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have
occurred in the accounts since they were initially presented on the website,

Legistation In the United Kingdom gaverning the preparation and dissemination of the accounts and the other information included in annual
reports may differ from legistation in other iurisdictions.

11
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Opinion
We have audited the financial statements of Pipehawk Pic (the "Parent Company”) and its subsidiaries (the “Group”}-for the year ended
30 June 2018, which comprise:

« the Group statement of comprehensive income for the year ended 30 June 2018;

¢ the Group and Parent Company statements of financial position as at 30 June 2018;

* the Group and Parent Company statements of cash flows and statements of changes in equity for the year then endéd; and _
* the notes to the financial statements, which include a summary of significant accounting policies and other explanatary information,

The financial reporting framework that has been applied in the preparation of the financial statements is applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the European Union and, as regards the parent company financial statements, as

-applied in-accordance with the provisions of the Companies Act 2006.

In our opinion:

» the financia statements give a true and fair view of the state of the Group’s and of the Parent Company’s affairs as at 30 June 2018
and of the Group's loss for the period then ended;

* the group financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union;

* the parent company financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union as
applied in accordance with the provisions of the Companies Act 2006; and

. _the'.ﬁnancial_statemems have.been.prepared in accordance with the requirements.of the.Companies Act-2006.

Basis for opinion

We conducted our audit in accordance with Internatuonal Standards on Auditing {UK) (ISAs (UK)) and applicable law. Our responsibilities
under those standards are further described in the Auditor’s responsibilities for the audit of the financial statements section of our report. We
are independent of the Group in accordance with the ethical requirements that are relevant to our audit of the financial statements’in the
UK, including the FRC's Ethical Standard, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Material uncertainty related to going concern

We draw attention 1o note 1 in the financial statements, which explains that the group is reliant on the continued support of the Executive
Chairman. As stated in note 1, these events or conditions, along with the other matters as set forth in note 1, indicate that a material
uncertainty exists that may cast significant doubt on the company’s ability to continue as a going concern. Our opinion is not modified in
respect of this matter.

Overview of our audit approach
Materiality
[n_planning and performing our audit we applled the concept of materiality, An item is considered material if it could reasonably be expected

‘to change the economic decisions of a user of the financial statements. We used the  concept of materiality to both focus our testing and to

evaluate the impact of misstatements identified.

Based on our professional judgement, we determined overall materiality for the Group financial statements as a whole to be £40 OOD based
on 8% of the Group's loss before tax.

We use a different level of materiality {'performance materiality’) to determine the extent of our testing for the audit of the financial
statements. Performance materiality is set based on the audit materiality as adjusted for the judgements made as to the entity risk and our
evaluation of the specific risk of each audit area having regard to the Internal control environment.

Where considered appropriate performance materiality may be reduced to a Iower level, such as, for related party transacllons and
directors' remuneration. -

We agreed with the Audit Committee to reort o it all identified errors in.excess of £2,000. Errors below that threshold wbuld also be-
reported fo it if, in our opinion as auditor, disclosure was required on qualitative grounds.

“Overview of the scope of our audit

The Group and its subsidiaries are accounted for from one central operatmg location, the group's registered offlce Our audit was conducted
from the main operating location and all group companies were within the scope of our audit testing.




Key Audit Matters

Key audit matters are those matters that, in.our professional judgement, were of most significance in our audit of the financial statements of
the current period and include the most significant assessed risks of material misstatement (whether or not due to fraud) that we identified.
These matters included those which had the greatest effect on: the overall audit strategy, the allocation of resources in the audit; and
directing the efforts of the engagement team. These matters were addressed in the context of our audit of the financial statements as a
whole, and in forming our opinion thereon, and we do not provide.a separate opinion on these matters. in addition to.the matier described in
the Material Uncertainty Related to Going Concern section, we have determmed the matters described below to be the key audit matters to

be commuricated in our report.

This is not a complete list of all risks Identified by our audit.

Key audit matter

Group — carrying vaiue of goodwill
Parent company — carrying value of investments in subsidiaries
The financial statements of Pipehawk Plc include goodwill of.£1.2 million arising on the

acquisition of Adien Limited, QM Systems Limited and Thomson Engineering Design Limited.

As required by IAS 38, goodwill is subject to an annual impairment review and the
recoverable amount of goodwill is measured in accordance with IAS 36. There is a risk that
the carrying value of goodwill in the Group financial statements and of investments in

. subsidiaries in the Parent Company financial statements-are impaired.

Revenue recognifion

The Group recognises revenue over the period of contracts. Revenue from contracts is
material.

The Group uses the percentage of completion method to determine the appropnate amount
of revenue to recognise in the period. A number of judgements are made by management in
making its assessment of estimated costs and profitability. There is a risk that revenue may
be-inappropriately recognised. '

-

How the scope of our audit addressed
the key audit matter

We evaluated the appropriateness of
managements' identification of cash
generating units. We benchmarked and
chalienged key assumptions in
management's valuation models used to
determine recoverable amount and discount
rates, performed testing of the
mathematical accuracy of the cash flow
models and challenged and agreeing key
assumptions to available data.

We assessed the appropriateness of the
related disclosures in the flnanmal
staternents

We validated a sample of contracts to
supporting documentation and agreed that
the revenue has been recognised in fine
with the Group's accounting policy.

We challenged management on the
contract budgeting process by analysing
historical contract performance compared
to actual outcome. '

We assessed the appropriateness of the
related disclosures in the financial
statements.

Qur audit procedures in relation to these matters were designed in the context of our audit opinion as a whole. They were not designed to

enable us to express an opinion on these matters individually and we express no such opinion.

Other information

The directors are responsible for the other information. The ather information comprises the information included in the annual report, other

than the financial statements and our auditor's report thereon. Our opinion on'the financial statements does not cover the other information
and, except to the extent otherwise explicitly stated in our repart, we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsnbuhty is to read the other information and, in doing s, consider whether
the other infarmation is materially inconsistent with the financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated. I we identify such material inconsistencies or apparent material misstatements, we are required to determine
whether there is a material misstatement in the financial statements or a material misstatement of the other information. If, based on the
work we have performed, we conclude that there is a material misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.
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Opinion on other matter prescribed by the Companies Act 2006
In-our opinion based on the work undertaken in the course of our audit

» the information given in the strategic report and the directors' report for the financial year for which the flnanmal statements are
prepared is consistent with the financial statements: and

s the directors' report and strategic report have been prepared in accordance with applicable legal requirements.

Matters on which we are required to report by exception
In fight of the knowledge and understanding of the Group and the Parent Company and their enviranment obtained in the course of the
audit, we have not identified material misstatements in the strategic report or the directors’ report.

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if, in our opinion:

» adequate accounting records have not been kept by the Parent Company, or returns adequate for our audit have not been received from
branches not visited by us; or

» the Parent Company financial statements are not in agreement with the accounting records and returns; or
* centain disclosures of directors’ remuneration specified by law are not made; or
» we have not received all the information and explanations we require for our audit,

Responsibilities of the directors for the financial statements

As explained more fully in the directors’ responsibilities statement.set out on page 11, the directors are responsible for the. preparation of
the financial statements and for being satisfied that they give a true and fair view, and for such internal control as the directors determine is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error,

In preparing the financial statements, the directors are responsible for assessing the Group’s and Parent Company's ability to continue as a
going concern, disclosing, as applicable, matters related to going.coneern and -using the going concern basis of accounting unless the
directors either intend to liquidate the Group or the Parent Company or to cease aperations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issug an auditor's report that includes our opinion. Reasonable assurance is a high level of assurance,
butis not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasanably be
expected to influence the economnc decisions of users taken on the basis of these financial statements. -

A further-description of our responsibilities for the audit of the financial statements is located on the Financial Reporting Council’s website
at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor's report.

Use of our report
This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2008. Our
audit work has been undertaken so that we might state to the company's members those matters we are required to state to them in an

-auditor’s.report and for-.no-other purpose. To the fullest-extent permitted by law, we -do not accept-or-assume responsibility to anyone other

than the company and the company's members as a body, for our audit work, for this report, or for the opinions we have formed.

Stephen Bullock

Senior Statutory Auditor

for and on behalf of

Crowe UK. LLP

Chartered Accountants, Statutory Auditor

* St'Bride's House

10 Salisbury Square
London '
EC4Y 8EH

United Kingdom

Daté: 16 November 2018




Note
Revenue . . { 2
Staff costs 5
Operating costs
-Operating loss ,
Share of post-tax profits of equity accounted joint venture 11
Sale of Shares in joint venture _ 11
‘Loss before interest and taxation
‘Finance costs - 3
Loss before taxation
Taxation 7

{Loss)/Profit for the year attributable to equity holders of the parent
- Other comprehensive income ‘ A
Total comprehensive (Ioss))proﬁt for the year attributable to equity holders of the parent

-{Loss)/Profit per share (pence) - basic 8

‘(Loss)/Profit per share (pence) — diluted ' 8

The notes on pages 21 to 44 form an integral part of these financial statements

30 June 2018

30 June 2017
£000 £000
4,789 5,702
(2,703) (2.876)

(2,494) (2,842)
(408) (16)

- 1

142 .
(266) (15)
(236) (178)
(502) (193)
351 372
(151) 179
(151) 179
(0.45) 0.54

) (0.45) 0.47
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.Assets Note . 30June2018 30 June 2017
£'000 £'000
Non-current assets . v . .
Praperty, plant and equipment 9 481 145
Gooawlll 10 1,190 1,061
Investment in joint venture . , 11 - 54
1,671 1,260
“Current assets o
Inventories 13 178 156
Current tax assets 372 253
Trade and other receivables : 14 1,175 745
Cash and cash equivalents 19 72
1,744 1,226
Total assets 3415 2,486
Equity and fiabilities '
Equity _
.Share.capltal ' a9 - 340 330
Share premium ) ’ ’ 5,191 5,151
Retained earnings : {9,208) - (9.057)
' (3.677)  (3576)
Non-current liabilities :
Borrowings 15 - 2,66 2,266
Trade and other payables - 16 8 : -
2974 2,266
Current liabilities i
Trade and other payables - . 16 1,972 1,609
Borrowings. 17 2,146 2,187
4,118 -3,796
- Total equity and Habilities - ‘ 3415 2,486
The notes on pages 21 to 44 form an Integral part of these financlal statements.
The financial statements weje approved by the board and autharised for issue on 16 November 2018 and signed on ils behalf by:
Gordon G Watt
Director
LCompany No: 3395041




-Assets

Non-current assets
Investment in subsidiaries
Investment In joint venture

Current assets

inventories

Current tax assets
Trade-and other recsivables
Cash and cash equivalenis

Total assets
Equity and liabilities

Equity

Share capital
-Share-premium
Retained eamings -

Non-current liabilities
Borrowings
Trade and other payables

Current liabllities
Borrowings
Trade and other payables

Total equity and liabilities

Eqully Includes loss:for the year of the parent company of £126,000 (2017: £78,000).

The notes on pages 21 to 44 form an integral part of these financial statements,

Note

12
11

13

19

15
16

15
16

30 June 2018 30 June 2017
£1000 - £'000
1,497 1,197

- 198
1,197 1,395
92 148
86 100
541 363
719 611
1,916 2,006
340 330
5191 5151
(9.349) (9,223)
(3,818) (3.742)
2537 2925
1439 1583
3,076 3,808
1,658 1725
100 . 215
1,758 1,840
1,016 2,006

The financial statements were approved by the board and authorised for issue on 16 November 2018 and slgned an its behalf by:

Gordon G Watt
Director

Company No: 3335041
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Cash flows from operating activities
Loss from operations

Adjustments for:
Depreciation

Decrease/(increase) in inventories
{Increase)/decrease in receivables

Increase/{decrease} in liabilities

Cash used in operations

Interest paid
Corporation tax received

Net cash (used in)/generated from operating activities

Cash flows from investinglactivities

. Proceeds from_sale.of joint venture

Acquisition of subsidiary net of cash acquired
Purchase of plant and equipment

Net cash used in investing activities

Cash flows from financing activities
Proceeds from borrowings

Repayment of loan

Repayment of finance leases

Net cash generated used in financing activities

.Net.(decréase)/increase in.cash.and.cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The notes on pages 21 to 44 form an integral part of these financial statements.

30 June 2018 30 June 2017
- £'000 £'000
{408) (16)
106 100
(302) 84
10 (51)
(196) 478
143 577)
(345) (66)
{87) (2)
232 299
(200) 231
197 .
11 -
17y (18
191 (18)
- 97
(10) {210)
(34) (52)
(49) (165)
(653} 48
72 24
19 72




Cash fiows from operating activities
Loss from operations

.Decrease/(increase) in.inventories
Increase in receivables
{Decrease)/increase in liabilities

Cash used in operations
Corporation tax recelved

Net cash used in operating activities

Proceeds from sale of joint venture

Cash flow from investing activities
Proceeds from borrowing
Repayment of loan

Net cash used in financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash-and cash-equivalents at end offyear’-

The notes on pages 21 to 44 form an integral. part of these financial statements,

30June 2018 - 30 June 2017
_£000 _£'000
(101) (83)
56 (51)

(178) 47)
(88) 62
(311) (119)
127 119
(184) -
197 .
197 -
- 25
(13) {25)
3 -




Consolidated ‘ Share
Share premium Retained
capital account earnings Total
£'000 £'000 £'000 £°000
As at 1 July 2016 ‘ 330 5,151 1(9,236) " {3,755)
Profit for the year - - 479 179
Other comprehensive income - - - -
Total comprehensive income - . C 179 179
As at 30 June 2017 ' 330 5,151 {9,057) {3,576)
Loss for the year - - (151) {151)
Other comprehensive income - - - -
Total comprehensive income L - . - (151 (151)
Issue of shares 10 40 - 50
As at 30 June 2018 ’ 340 5191 T Q208 (3877)
| Parent ‘ ' Share '
Share premium Retained
capital account earnings - Total
£'000 £'000 - £'000 . £'000
As at 1 July 2016 330 ) 5,151 {9,145) {3,664)
Loss for the year : - - {78) (78)
Other comprehenisive income - - - -
Total comprehensive loss - - {78) (78)
-As at 30 June 2017 330 5,151 {9,223) (3,742)
Loss for the year . . (126) (126)
Other comprehensive income - - - -
Total comprehensive loss ' - ’ - (126) "(126)
Issue of shares 10 : 40 - 50
As at 30 June 2018 340 - 5,191 (9,349) (3,818
The share premium account reserve arises on the issuing of shares. Where shares are issued at a value that exceeds their nominal value, a
sum equal to the difference between the issue value and the nominal value is transferred fo the share premium account reserve.
“The notes on pages 21 to 44 form an integral part of these financial statements.
20
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1. Summary of Significant Accounting Policies (continued)

Business combinations

Acquisitions of subsidiaries and businesses are accounted for using the acquisition method. The cost of the business combination is
measured as the aggregate of the fair values (at the date of exchange) of assets given, liabilities incurred or assumed, and equity
instruments issued by the Group in exchange for control of the acquiree. The acquiree’'s identifiable assets, liabilities and contingent
- liabilities that meet the conditions for recognition under IFRS 3 Busingss Combinations {revised) are recognised at their fair values at
the acquisition date, except for non-cursent assets {or disposal groups) that are classified as held for sale in accordance with IFRS 5
Non-current Assets Held for Sale and Discontinued Operations, which.are recognised and measured at fair valug less costs to sell.

Goodwil arising on acquisition is recognised as an asset and initially measured at cost, being the excess of the cost of the business
combination over the Group's interest in the net fair value of the identifiable assets, liabilities and contingent liabilities recognised.

Goodwill

Goodwill arising on the acquisition of a subsidiary or a jointly controlled entity represents the excess of the cost of acquisition over
the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of the subsidiary or jointly
controlled entity recognised at the date of acquisition. Goodwill is initially recognised as an asset at cost and is subsequently
measured at cost less any accumulated impairment losses.

For the purpose of impairment testing, goodwill is allocated to each of the Group's cash-generating units expected to benefit from
the synergies of the combination. Cash-generating units to which goodwilt has been allocated are tested for impairment annually, or
-morefrequently whenthere-is an indication that the unit may be impaired. If the recoverable amount of the cash-generating unit is
less than the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying amount of any goodwil}
allocated to the unit and then to the other assets of the unit pro-rata on the basis of the carrying amount of each asset in the unit.
An impairment loss recognised for gaodwil is not reversed in a subsequent period. :

On disposal of a subsidiary or a jointly controlled entty, the attributable amount of goodwill is included in the determination of the
profit or loss on dlsposa|

Investments in jomt ventures

A joint venture is a contractual arrangement whereby the Group and other pames undertake an economic activity that is subject to
joint contro! that is when the strategic financial and operating policy decisions relating to the activities of the joint venture require the
unanimous consent of the parties sharing control.

The results and assets and liabilities of joint venture are incorporated in these financial statements using the equity method of
-accounting, except when the investiment is classified as held for sale, in which case it is accounted for in accordance with IFRS 5
Non-current Assets Held for Sale and Discontinued Operations. Under the equity method, investments in joint véntures are carried in
the consolidated statement of financial position. at cost as adjusted for post-acquisition changes in the Group's share of the net
assets of the joint venture, less any impairment in the value of individual investments. Losses of a joint venture in excess of the
Group’s interest in that joint venture (which includes any long-term interests that, in substance, form part of the Group's net
investment in the joint venture) are recagnised only to the extent that the Group has incurred legal or constructive obligations or
made payments on behalf of the joint venture.

Any excess of the cost of acquisition over the Group’s share of the net fair value of the identifiable assets, liabilities and contingent
liabilities of the joint venture recagnised at the date of acquisition is recognised as goodwill. The goodwill is included within the
carrying amount of the investment and is assessed for impairment as part of that investment, Any excess of the Group's share of the
net fair value of the identifiable assets; liabilities and contingent liabilities over the cost of acquisition, after reassessment, is
recognised immediately in profit or loss.

Where a group entity transacts with a joint venture of the Group, profits-and losses are eliminated to the extent of the Group's
interest in the relevant joint venture.

The investment in joint venture is held at cost in the parent entity financial statements.
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Summary of Significant Accounting Policies (continued)

Revenue recognition ,
Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced far estimated customer
returns, rebates and.other similar allowances.

Sale of goods
Revenue from the sale of goods is recognised when all the following conditions are satisfied:

¢ the Group has transferred to the buyer the significant risks and rewards of ownership of the geods;

e the Group retains neither continuing managerial involvement 1o the degree usually associated with ownershig nor effective
contral over the goods sold;

¢ the amount of revenue can be measured reliably;
e itis probable that the economic benefits associated with the transaction will flow to the entity; and

+ the costs incurred or to be incurred in respect of the transaction can be measured reliably.

For PipeHawk praducts this is generally at the point of delivery.

Rendering of services

In relation to the design and manufacture of complete software and hardware test solutions and the provision of specialist
surveying, revenue is recognised through a review of the man-hours completed on the project at the year-end compared to the total
man-hours required to complete the projects. Provision is made for all foreseeable losses if a contract is assessed as unprofitable.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment lossés. Depreciation is
charged so as to write off the cost of assets over their estimated usefu! lives, using the straight-line method. The estimated useful
fives, residual values and depreciation method are reviewed at each year end, with the effect of any changes in estimate accounted
for on a prospective basis. Assets held under finance leases are depreciated over their expected useful lives on the same basis as
owned assets or, where shorter, the term of the relevant lease. The principal annual rates used to depreciate property, plant and
equipment are: .

Equipment, fixtures and fittings 25%
Motor vehiclas 25%

Gains and losses on disposals are determined by comparing the proceeds with the carrymg amount and are recognlsed within the
Statement of Comprehensive Income.

Inventories and work in progress

-Inventories-are-stated-at-the-lower-of-cost-and-net-reafisable-value -Cests, including-an-apprapriate-pertien-of fixed-and variable

overhead expenses, are assigned to inventorias by the method most appropriate to the particular class of inventory, with the majority
being valued on a first-in-first-out basis. Net realisable value represents the estimated seliing price for inventories less alf estimated
costs of completion and costs necessary to make the sale.

Work in progress is valued at cost, which includes expenses incurred on behalf of clients and an appropriate proportion of directly
attributable costs on incomplete assignments. Provision is made for irrecoverable costs where appropriate.

Financial assets

Financial assets are recognised and derecognised on trade date where the purchase or sale of a financial asset is under a cantract
whose terms require delivery of the financial asset within the timeframe established by the market concerned, and are lnmauy
measured at fair value, plus transaction costs, except for those financial assets classified as at fair value through profit or Ioss,_
which are initially measured at fair value.
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Summary of Significant Aécounting Policies (continued)

Loans and receivables

Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in an active market are
classified as loans and receivables. Loans and receivables are measured at amortised cost using the effective interest method, less
any impairment. Interest income is recognised by applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial.

Effective interest method ‘
The effective interest method is a method of calculating the amortised cost of a financial asset and of allocating interest income
over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts (including all fees

_ on points paid or received that form an integral part of the effective interest rate, transaction costs and other premiums or discounts)

through the expected iife of the financial asset, or, where appropriate, a shorter period. Income is recagnised on an effective interest
basis.

Impairment of financial assets

Financial assets are assessed for indicalors of impairment at each statement of financial position date. Financial assets are impaired
where there is objective evidence that, as a result of one or more events that occurred after the initial recognition of the financial
asset, the estimated future cash flows of the investment have been impacted.

For financial assets carried at amortised cost, the amount of the impairment is the difference between the asset's carrying amount
and the present value of estimated future cash flows, discounted at the financial asset's-original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the exceptuon of
trade receivables, where the carrying amount is reduced through the use of an aliowance account. When a trade receivable is
considered uncollectible, it is written off against the allowance account. Subsequent recoveries of amounts previously written off are
credited against the aliowance account. Changes in the carrying amount of the allowance account are recognised in profit or loss.

Derecognition of financial assets :
The Group derecognises a financial asset only when the contractual rights to the cash flows from the asset expire; or it transfers the
financial asset and substantially all the risks and rewards of ownership of the asset to another entity.

Financial liabilities and equity instruments issued by the Group

Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the substance of the
contractual arrangement. '

Equity instruments
An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all of its liabilities.
Equity instruments issued by the Group are recorded at the proceeds received, net of direct issue costs.

Financial liabilities

Financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs. Financial liabilities are
subsequently measured at amortised cost using the effective interest method, with interest expense recognised on an effective yield
basis. '

The effective interest method is a méthod of calculating the amortised cost of a financial liability and of allocating interest expense
over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments through the
expected life of the financial liability, or, where appropriate, a shorter period.

Derecognition of financial liabilities :
The Group dereﬂognlses financial liabilities when, and only when, the Group’s obligations are dnscharged cancelled or they explre




Summary of Significant Accounting Policies (continued)

Finance leases

Assets held under finance leases are initially recognised as assets of the Group at their fair value at the inception of the lease or, if
lower, at the present value of the minimum Jease payments. The corresponding liability to the lessor is included in the statement of
financial position as a finance lease obligation.

Lease payments are apportioned between finance charges and reduction of the lease obligation so as to achieve a coristani rate of
interest.on the remaining balance of the liability. Finance charges are charged directly to profit or loss. Contmgem rentals are
recognised as expenses in the periods in which they are incurred.

Operating leases

Operating lease payments are recognised as an expense on a straight-line basis over the lease term, except where another
systematic basis is more representative of the time pattern in which economic benefits from the leased asset are consumed.
Contingent rentals arising under operating leases are recognised as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, the aggregate benefit of incentives is recognised asa
reduction of rental expense on a straight-ling basis, except where another systematic basis is more representative of the time
pattarn in which economic benefits from the leased asset are cansumed. -

Pension scheme contributions
Pension-contributions are charged to'the statement of comprehensnve income in the period in which they. fall due. All pension costs
are in relation to defined contribution schemes. .

Share based payments

Equity-settled share-based payments to employees and others providing similar services are measured at the fair value of the equity
instruments at the grant date. Details regarding the determination of the fair value of equity-settled share-based transactions are set
out in note 20. -

The fair value determined at the grant date of the equity-settied share-based payments is expensed on a straight-line basis over the -

vesting period, based on the Group’s estimate of equity instruments that will eventually vest. At each statement of financial position
date, the Group revises its estimate of the number of equity instruments expected to vest. The impact of the revision of the original
estimal_es, if any, is recognised in profit or loss over the remaining vesting period, with a corresponding adjustment 1o reserves.

Foreign currencies
Monetary assets and liabilities denominated in foreign currencies are translated into sterling at the rates of exchange ruling at
30 June. Transactions in foreign currencies are recorded at the rates ruling at the date of the transactions.

Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported in the consolidated
statement of comprehensive income because it excludes items of income or expense that are taxable or deductible in other years
and it further excludes items that are never taxable or deductible. The Group's fiability for current tax is calculated using tax rates
that have been enacted or substantively enacted by the year end date.

Deferred tax -

 Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the financial statements and the

corresponding tax bases used in the computation of taxable profit, and is accounted for using the statement of financial position
liability methad. Deferred tax liabilities are generally recognised for all taxable temporary differences, and deferred tax assets are
generally recognised for all deductible temporary differences to the extent that it is probable that taxable profits will be available
against which those deductible temporary differences can be utilised. Such assets and liabilities are not recognised if the temporary
difference arises from goodwill or from the initial recognition (other than in a business combination) of other assets and fiabilities in
a transaction that affects neither the taxable profit nor the accounting. profit.
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1. Summary of Significant Accounting Policies (continued)

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaries and associates,
and interests in joint ventures, except where the Group is able to control the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the foreseeable future. Deferred tax assats arising from deductible temporary
differences associated with such investments and interests are only recognised to the extent that it is probable that there will be
sufficient taxable profits against which to utilise the benefits of the temporary differences and they are expected to reverse in the
foreseeable future,

The carrying amount of deferred tax assets is reviewed at each statement of financial position date and reduced to the extent that it
is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered. Deferred tax
assets and liabilities are measured at the tax rates that are expected to apply in the year in which the liability is settled or the asset
realised, based on tax rates (and tax laws) that have been enacted or substantively enacted by the year end date. The measurement
of deferred tax liabilities and assets reflects the tax consequences that would foliow from the manner in which the Group expects, at
the reporting date, to recover or setftle the carrying amount of its assets and liabilities.

Deferred tax assets and fiabilities are offset when there is a legally enforceable right to set off current tax assets against current tax
liabilities and when they relate to income taxes levied by the same taxation authority and the Group intends to settle its current tax
assets and liabilities on a net basis.

Current and deferred tax for lhe year
Current and deferred tax are recognised as an expense or income in the statement of comprehensive income, except when they
refate to items credited or debited dlrectly to equity, in which case the fax is also recognised directly in equity.

~|mpalrment of property, plant and equipment :
At each year end date, the Group reviews the carrying amounts of its property plant and equipment to determine whether there is
any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset
is estimated in order to determine the extent of the impairment loss (if any). Where it is not possible to estimate the recoverable

- -amount of an individual asset, the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs.
Where a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to individual cash-
generating units, or otherwise they are allocated to the smallest group of cash-generating units for which a reasonable and

" consistent allocatlon basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset for which the estimates of future cash flows have not been adjusted.

‘If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying amount
of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognised lmmedlately in profit or
loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that
would have been determined had no impairment loss been recognised for the asset (or cash-generating unit) in prior years A
reversal of an impairment loss is recognised immediately in the statement of comprehensive income.

Critical judgements in applying accounting policies and key sources of estimation uncertainty

The following are the critical judgements and key sources of estimation uncertainty that the directors have made in the process of
applying the entity's accounting policies and that have the most significant effect on the amounts recognised in these financial
statements.

Impairment of goodwill
Determining whether goodwill is impaired requires an estimation of the value in use of the cash-generating units to which goodwill
has been allocated. A similar exercise is performed in respect of investment and long term loans in subsidiary.

%
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Summary of Significant Accounting Policies (continued)

The value in use calculation requires the directors to estimatg the future cash flows expected to arise from the cash-generating unit
and a suitable discount rate in order to calculzle present value, see note 10 for further details,

The carrying amount of goodwill at the year-end date was £1,190,000 (2017:'£1,061,000). The investment in subsidiaries at the
year-end was £nil (2017: £1,197,000).

The methodology adopted in aésessing impairment of Goodwill is set out in note 10 as is sensitivity analysis applied in relation to
the outcomes of the assessment.

Impairment investment in subsidiaries and inter-company receivables

As set out in note 12, an impairment assessment of the carrying value of investments in subsidiaries and inter-company receivables
is in ling with the methodalogies adopted in the assessment of impairment of goodwil.

Segmental analysis - : .

2018 2017

£'000 ‘£'000 -
Turnover by geographical market o
United Kingdom : 4,787 . : 5,671
Europe ' A - 28
QOther 2 . 3

4,788 5702

The group operates out of one geographical location being the UK. Accordingly the primary segmental disclosure is based on
activity. Per IFRS 8 operating segments are based on internal reports about components of the group, which are regularly reviewed
and used by Chief Operating Decision Maker ("CODM"} for strategic decision making and resource allocation; in order to allocate
resources to the segment and to assess its performance. The Group's reportable operating segments are as follows:

= Adien - Utility detection and mapping services

e Technology Division — Development, assembly and sale of GPR equipment

e OM Systems — Test system solutions

*  TED - Rail trackside solutions (included in the test system solutions segment)

The CODM monitors the operating results of each segment for the purpose of pérformance assessments and making decisions on
resource allocation. Performance is based on revenue generations and profit before tax, which the CODM believes are the most

-relevant-in evaluating the-results relative to-other-entities-in-the industry.

In utility detection and mapping services one customer accounted for 5% of revenue in 2018 and 10% in 2017. in development, '
assembly and sale of GPR equipment two customers accounted for 54% of revenue in 2018 and ane customer for 23% in 2017. in

~ automation and test.system solutions one customer accounted for 16% of revenue and 23% In 2017.

Information regarding each of the operations of. each reportable segments is included below, all non-current assets owned by the
group are held in the UK. '

27




28

Segmental analysis (continued)

Year ended 30 June 2018

Total segmental revenue

Operating profit/loss
Finance costs
Profit/loss before taxation

Segment assets

Segment liabilities
Non-current asset additions
Depreciation and amortisation

Year ended 30 June 2017

Total seg_mental revenue

Operating profit
Finance costs

‘Loss before taxation

Segment assets

Segment fiabilities
Non-current asset additions
Depreciation ang amortisation

Utitity Development,
detection assembly
and and sale
mapping of GPR
services equipment
£'000 £'000
1,534 . 173
52 (102)

(28) (149)

24 {109)

596 1,375

615 4,308

91 -

63 -
Utility Development,

- detection assembly
and and sale
mapping of GPR
services equipment
£'000 £f000
1,364 288
25 (83)
9) (132)
16 (215}

498 1,381

418 5,404

12 0

66 0

The majority of the Group's revenue is earned via the rendering of services.

Automation and

test system
solutions
£'000

3,082
(358)
{39)
(417)
1,444

2,169

457
43

Automation and

" test system
solutions
£'000

4,050

42
(37
5

607
240
6

34

Total
£'000

4,789

(408)
(236)
(502)

3,415
7,092
548
106

Total
£'000

" 5702

(16)
(178)
(193)

2,486
6.062
18
100




Finance costs

interest payable

-Interest-payable-comprises-interest-on:

Finance leases
Directors' loans
Other

" Operating loss for the year ' :

This is arrived at after charging for the Group:

Research and development costs not capitalised
Depreciation of wholly owned property, plant and equipment

* Depreciation of property, plant and equipment held under finance leases

Auditor's remuneration

- Fees payable to the company's auditor for the audit of the group’s
financial statements

-Fees payable to the company's auditor and its subsidiaries for the
provision of tax services

Operating fease rentals:

- other including land and buildings

The company audil fee is £8,500 (2017: £8,500),

2018 - 2017
£'000 £'000
224 178
224 178
8 9
138 132
90 a7
236 178
2018 2017
£'000 £'000
1,049 1,232
51 62
55 38 -
28 22

4 4
118 125

.29 -
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Staff costs

Group

Average monthly number of employees, including directors?
Production and research '

. Selfing and research

Administration

Group

Staff costs, including directors:
Wages and salaries -

Social security costs

Other pension costs

Company

Average monthly number of employees, including directors:
Production and research

Selling and research

Administration

‘Company

"Staff costs, including directors:
Wages and salaries

-Social security costs

Other pension costs

2018
No.

2018
£'000

2,408
253
42

2,703.

2018

No..

2018
£'000

178
22

205

2017
No.

‘62
10

79
2017
£000
2,689

.257
30

2,876

2017
No.

nNy

2017
£000

246
12

258




Directors’ Remuneration

Salary Benefits 2018 2017
and fees in kind Total Total
£'000 T £'000 £'000 £'000
G G Watt . 71 - 71 71
S P Padmanathan 25 - 25 25
R MacDonneli - : 2. , . - 2 2
Aggregate emoluments 98 - 98 98
Directors’ pensions 2018 2017
No. No.
The number of directors who are accruing retirement benefits under:
- defined contributions policies - -
The directors represent key management personnel.
Directors’ share options No. of options
Co Granted Date from
At start during ~ Atend Exercise which
of year year of year price exercisable
R MacDannell ' 500,000 - 500,000 3.0p. 6-Mar-15
S P Padmanathan : 200,000 .- 200,000 3.9p 15-Nov-19

The Company'é share price at 30 June 2018 was 3.55p. The high and low during the period under review were 5.83p and 2.80p

respectively. : , .

in addition to the above, in consideration of foans made to the Company, G G Watt has warrants over 3,703,703 orainary shares at-

an exercise price of 13.5p and a further 6,000,000 ordinary shares at an exercise price of 3.0p.
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Taxation

%

United Kingdom Corporation Tax
Current taxation '
Adjustments in respect of prior years

Deferred taxation

Tax on loss

Current tax reconciliation

Taxable (loss) for the year

Theoretical lax at UK corporation tax rate 19% (2017: 20%)
Effects of:
- R&D tax credit adjustments
- Income not taxable ]
- other expenditure that is not tax deductible
- adjustments in respect of prior years
- short term timing differences

Total income tax credit

2018
£'000

{329)
(22)

(351)

{351)

2018
£'000

{502)

(99)

(186)
(27)
8
(22)
(29)

(351)

2017
£'000

(253)
(119)

(372)
(372)

2017
£'000
(193)
(39)
(215)

5
(118)
-0

@72)

The Group has tax losses amounting to approximately £2,460,000 {2017: £2,470,000), available for carry forward to set off against
future trading profits. No deferred tax assets have been recognised in these financial statements due to the uncertainty regarding

future taxable profits. v

_Potential deferred tax assets not recognised.are approximately £418,000 (2017: £490,000)

(Loss)/profit per share

Group

Basic (pence per share) 2018 - 0.45 loss per share; 2017 ~ 0.54 profit per share

This has been calculated on a loss of £151,000 (2017: profit of £179,000) and the number of shares used was 33,543,803

(2017: 33,020,515) being the weighted average number of shares in issue during the year.

Diluted (pence per share) 2018 — 0.45 loss per share; 2017 —0.47 profit per share

In the current year the potential ordinary shares included in the weighted average number of shares are anti-dilutive and therelore:
diluted earnings per share is equal to basic earnings pér share. The prior year calculation used earnings of £259,000 being the-
profit for the year plus the interest paid on the convertible loan note (net of 20% tax) of £80,000 and the number of shares used
was 55,247,667 being the weighted average number of shares outstanding during the year of 33,020,515 adjusted for shares
deemed to be issued for no consideration relating to options and warrants of 2,227,152 and convertible instrument of 20,000,000.




Property, plant and equipment

Group

Cost

At 1 July 2017
Acquisitions of subsidiary
Additions

Disposals

At 30 June 2018

Depreciation

At1 July 2017
Acquisitions of subsidiary
Charged in year
Disposals

At 30 June 2018

_Net book valie

At 30 June 2018

At 30 June 2017

Equipment,

fixtures and Leasehold Motor
Freehold fittings  improvements vehicles Total
£'000 £'000 £'000 £'0_00 £'000
- 1,397 223 321 1,941
265 183 - - 448
- 100 - - 100
- - (30) (30)
265 1,680 223 29 2,459
- 1,293 205 298 1,796
12 94 - - 106
1 76 18 N 106
. - (30) (30)
13 1,463 223 279 1978
259 217 12 481
- 104 18 23 145

The net book value of the property, ‘plant and equipment includes £195,322 (2017: £78,789) in respect of assets held under

finance lease agreements. These assets have been offered as security in respect of these finance lease agreements. Depreciation

Company

Cost

At 1 July 2017 and 30 June 2018

Depreciation

At 1 July 2017 and 30 June 2018

Net book value
At 30 June 2018

At 30 June 2017

~ charged in the period on those assets amounted to £55,183 {2017: £38,226).

Equipment,
fixtures and Leasehold
fittings -improvements
£'000 £'000
196 45
196 45

Total
€000

241

241
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10.

Goodwill

Group Goodwill Total

£'000 £'000
Cost: ‘ ‘
At 1 July 2017 1,121 1121
“Acquisitions of subsidiary 129 129
At 30 June 2018 : ' 1,250 1,250
Impairment .
At 1 July 2017 and 30 June 2018 . 60 _ 60
Net book value .
At 30 June 2018 _ 1,190 1380

At 30 June 2017 1,061 1,061

The goodwil carried in the statement of financial position of £1,190,000 arose on the.acquisition of Adien Limited.in 2002
{£212,000) and the acquisition of OM Systems Limited in 2006 (£849, 000) and the acquisition of TED during the year (£129,000),
see note 22,

Adien Limited represents the segment utility detection and mapping services and QM Systems Limited represents the segment test
system solutions.

QM Systems Limited is involved-in projects surrounding:

»  The creation of innovative automated assembly systems for the manufacturing, food and pharmaceutical sectors.
s Theprovision of inspection systems for the automotive, aerospace rail and pharmaceutical sectors,

*  Automated test systems. ‘

The group tests goodwill annually for impairment or mare frequently.if there are indicators that it might be impaired.

Management assessed the goodwill arising on the TED acquisition for impairment at the year end, Management reviewed the
forecasts and assumptions made at the acquisition date and confirmed that they remain appropriate. Management assessed that
there were no significant changes in the assumptions and the carrying value of the goodwill at 30 June 2018 was supported. On
this basis no impairment in goodwill is required.

The recoverable amounts are determined from value in use calculations which use cash flow projections based on financial budgets
approved by the directors covering a five year period. The key assumptions are those regarding the discount rates, growth rates and
expected changes to sales and direct costs during the period. Management estimates discount rates using pre-tax rates that reflect
current market assessments of the time value of money and the risks specific to the business. Thig has been estimated at 10% per
annum reflecting the prevailing pre-tax cost of capital in the company. The growth rates are based on forecasts and-historic' margins
achieved in both Adien Limited and QM Systems Limited. For Adien these have been assessed as 7.5% growth for revenue in years
1 and 2 and 2.5% for years 3 to 5 and 2.5% for overhead growth. For OM Systems these have been assessed as 45% growth for
revenue in year 1 and 10 % in year 2 and 3 and 5% for years 3 to 5 and 5% for overhead growth. No terminal growth rate was
applied. The reason for the significant Year 1 revenue growth Is an expectation based on current trading and the pipeline and that no
difficult trading peridd is expected this year.

e )1
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10.

1.

Goodwill (continued)

The directors believe thatAany reasonable possible change in the key assumptions on which the recoverable amount is based would
not cause the carrying amount of goodwill attributed to Adien Limited and QM Systems Limited to exceed the recoverable amount
except as disclosed below: :

If the QM Systems starting revenue was the same as the 2018 level the goodwill would be fully impaired. The directors have regard
to the sales pipeline and are satisfied that the forecast revenues and growth rates used can be achieved.

If the QM Systems discount rate was increased to 35% an impairment charge of £134k would be recognised.

Investment in Joint Venture

Group ‘ Investment
: in shares
£'000

Cost: .
At 1 July 2017 : ' . ' 196
Disposal : : " {196)

Share of losses

A1 July 2017 | : o 1
Disposal : ' . o (142).
AL30 June 2018 | o -
Netinvestment - : : .

At 30 June 2018 ) ) , -
At 30 June 2017 ' : o : 54

The investment in joint venture relates to-a 28.4% shareholding in the ordinary share capital of SUMO Limited. SUMO Limited was
sofd on 13 October 2017 see note 23 for details.

Summarised financial information in respect of the Group’s joint venture is set out below:

30 June 2018 30 June 2017

: . £'000 £'000

Cash - : © 30
Current assets ‘ : - T1.047
Non-current assets - - 950
Total assets ‘ . ' - 2,927
Total liabtlities (all current) - 2,736
Net assets - 192

Group's share of net assets of joint venture  ~ ’ - ‘ 54
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11, Investment in Joint Venture (continued)

12.

Totat revenue

Interest expense
Depreciation/amortisation

Tota! profit/{loss) for the period
Group's share of profit of joint venture

Disposal of Joint Venture
Cash Consideration
Investment in Joint venture

Profit on sale of joint venture
Non-current investments

Company

Cost
1 July 2017

Disposal

At 30 June 2018

Impairment

At 1.July 2017 and 30 June 2018

Net book value -
At 30 June 2018

At 30 June 2017

Subsidiary

Adien Limited

QM Systems Limited

Tech Sales Services Limited
Minehawk Limited

Year ended
30-June 2018
£'000

Investments in Investments in

joint ventures subsidiaries
2000 £'000
{note 11} :
198 1,197
(198) -
- 1,197
- ' 1,197
198 1,197
Parent and group
_ " interest in ordinary
shares and voting Country of
rights incorporation
100% England & Wales
100% England & Wales
100% England & Wales
100% England & Wales

‘Year ended
30 June 2017
£'000

4,608

80

168

24

1

30 June 2018
£000

196
(54)

142

Total
£'000

1,395
(198)

1,197

1197

1,395

Principal activity

Specialist surveying
Test solutions

Dormant
Dormant

An‘impairment assessment was performed in ling with the assessment of goodwill, see note 10 for further details. On the basis of
this assessment no impairment of the investment was required at 30 June-2018.

The registered office of the above named subsidiaries is Manor Park Industrial Estate, Wyndham Street, Aldefshot, Hampshire,

. GU12 4NZ.




13.

14,

15.

Inventories

_ Group . Company
2018 2017 ) 2018 2017
£'000 £'000 £'000 £'000
Raw materials ' ‘ 87 150 86 142
Finished goods 91 6 6 6

178 156 92 148

The replacement cost of the above inventories would-not be significantly different from the values stated.

The cost of inventories recognised as an expense during the year amounted to £1,157,000 (2017: £1,591,000). For the parent
company this was £37,000 (2017: £163,000).

Trade and other receivables ‘

Group I Company
2018 ’ 2017 2018 ’ 2017
£'000 £'000 £'000 £'000
Current o '
Trade receivables 720 666 5 16
Amounts owed 5y group undertakings - ' - o 533 345
Other receivables - 48 - . Cok
Prepayments and accrued income 455 K} 3 : 2
1175 745 . 541 363
- Non-current liabilities: Borrowings
_Group . Comeany
2018 2017 : 2018 2017
£'000 £'000 £'000 “£'000
Borrowings (note 17) 2,966 2,266- 2,537 2,225




16.

17.

Trade and other payables

Current

Bank overdraft

Trade payables

Other taxation and social security
Payments received on account
Accruals and other creditors

Non-current
Trade payables

. Amounts owed to group undertakings

Other-loans
Other creditors

Borrowing Analysis

Due within one year

‘Bank and other loans

Directors' loan
Obligations under finance lease
agreements

Due after more than one year
Oblgations under finance lease -
agreements

Bank and other loans

Directors' loan

Repayable

Due within 1 year

QOver 1 year but less than 2 years
Over 2 years but less than 5 years

Group
2018 2017
£'000 £'000
13 12
743 544
329 527
437 164
450 362
1,972 1,609
Group -
2018 2017 -
£'000 £'000
B -
8 -
Group
2018 2017
£'000 £'000.
426 306
1,658 1,858
62 23
2,146 2,187
118 41
31 -
2,537 2,225
2,966 - 2,266
2,146 2,187
2,774 2,240 .
192 26
5112 4,453 .

2018

£000

13

40
4

100

2018
£'000

1,439

1,439

2018
£000

1,658

1,658

2,537

2,537

1,658
2,537

4,195

Company

Company

Company .

2017
£'000

12
120
3
80
215

2017
£'000

1,583

1,583

2017
£'000

1,725

1725

2,225
9,225

1,725
2,225

‘3,950




17.

Borrowing Analysis {continued)

Directors’ loan
Included with Directors' loans and borrowings due wuthm one year are accrued fees and interest owing to GG Watt of £1,658,000
(2017: £1,858,000). The accrued fees and interest is repayable on demand and no interest accrues on the balance.

The director’s loan due in more than one year is a loan of €1 537,000 from G G Watt. Directors' loans attract interest at 2.15% over
Bank of England base rate. During the year to 30 June 2018 £nil (2017: £nil) was repaid. The Company has the right to defer
repayment for a period of 366 days. ’

On13 August 2010 the Company issued £1 million of-Convertible Unsecured Loan Stock (“CULS") to G G Watt, the Chairman of the

Company. The CULS were issued.to replace loans made.by G:G Watt to the Company amounting to £1 million and has been

recognised in non-current liabilities of £2,537,000.

Pursuant to amendments made on 13 November 2014 and 9 November 2018, the principal terms of the CULS are as follows:
e The CULS may be converted at the option of Gordon Watt at a price of 5p per-share at-any time prior to 13 August 2022; "

* Interest is payable at a rate of 10 per cent per annum on the principal amount outstanding until converted, prepaid or repaid,
calculated and compounded on each anniversary of the issue of the CULS. On conversion of any CULS, any unpaid interest
shall be paid within 20 days of such conversion;

¢ The CULS are repayable, together with accrued interest on 13 August 2022 (“me Repayment Date”).

No equity element of the convertible loan stock has been recognised in these financial statements as this is not considered to be
material.
Finance leases ) :
Finance lease agreements with Close Motor Finance are at a rate of 4.5% and 5.19% over base rate. The future minimum fease.
payments under finance lease agreements at the year end date was £116,844 (2017:£63,775) and £62,167 (2017: £nil). The

difference between the minimum lease payments and the present value is wholly attributable to future finance (:harges,

Bank and other loans
A working capital loan balance of £227,000 was given by Mirrasand Partnership from a trust semed by MrG Watt. The loan attracts
interest at 10% per annum. The remainder is repayable on 30 September 2018. The loan was guaranteed personally by Mr G Watt,

Included in bank and other loans is an invoice discounting facility of £1 33,000 (2017 £97,000).

Included in bank and other loans is a balance of £200,000 being amounts owed to the vendors of the business. The balances are:
interest free and repayable in quarterly instalments over 4 years.

Included in bank and other loans are two secured mortgages of £173,000 which incurs interest of 4.42% until March 2019
foltowed by a rate of 2.44% over base rale for 10 years, and an interest rate of 2.64% over base rate until March 2029, The
mortgage is secured over the freehold property.

. Non-cash:

Brought Cash Non-cash: Non-cash:  Accrued fees/ Carried
2018 © forward - fiows Acquisition New leases interest forward
Director loan 4,083 (10} - - 122 4,195
Finance leases - 64 (34) ‘ 76 74 - 180
Other ‘306 - ) 408 - .23 737
Loans and
borrowings 4,453 ©{44) 484 74 145 5112

39




17.

18.

Borrowing Analysis (continued)

Cash:

Brought Cash ~ Cash: Discounting Non-cash: Carried
2017 forward flows advance facility*  Accrued costs forward
Director loan 4,093 (175) g7 - 68 4,083
Finance leases 106 52) - - 10 64
Other 404 (35) - {63) 306
Loans and .
borrowings 4,603 {262) a7 (63) 78 4,453

“Included in working capital adjustments in cashflow statement
Financial Instruments and derivatives

The Group uses financial instruments, which comprise cash and various items, such as trade receivables and trade payables that
arise from its operations. The main purpose of these financial instruments is to finance the Group’s operations. .

The main risks arising from the Group's financial instruments are credit risk, liquidity risk and interest rate risk.”A number of
procedures are in place to enable these risks to be controlled. These include profit forecasts by business segment, quarterly
management accounts and comparison agamst forecast. The board reviews and agrees policies for managmg this risk on a regular
basls.

. Credit risk

The credit risk exposure is the carrying amount of the financial assets as shown in note 14 (with the exceptlon of prepayments
which are not financial assets) and the.exposure to the cash balances. Of the amounts owed to the Group at 30 June 2018, the top
3 customers comprised 19.38% (2017: 33.5%), of total trade receivables. :

The Group has adopted a policy of only dealing with creditworthy counterparties and the Group uses its own trading records to rate
its major customers, The Group's exposure and the credit ratings of its counterparties are continuously monitored and the aggregate
value of transactions concluded is spread amongst approved counterparties. The directors befieve that the Group does not have any
significant credit risk exposure to any single counterparty, At year end, the Group did not have any customer with a concentration of
crednt in excess of 6% of gross assets.

An analysis of trade and cther receivables:

Neither Past due but not impaired
Carrying impaired nor : More than
2018 amount past due 61-90 days 91-120 days 121 days
Trade and other
receivables 720 532 102 12 74
o Neither Past due but not impaired
Carrying impaired nor More than
2017 - amount past due 61-90 days 91-120 days 121 days
Trade and other ' .
receivables 714 603 30 17 64




18.  Financial Instruments and derivatives (continued)

The Group aliows an average receivables payment period of 60 days after invoice date. It is the group’s policy to assess receivables
for recoverability on an individual basis and to make provision where it is considered necessary. No debtors’ balances have been
renegotiated during the year orin the prior year. As at 30 June 2018, trade receivables of £nil (2017: £nil) were impaired and
provided for.

Liquidity risk

As stated in note 1 the Executive Chairman, G G Watt, has pledged to provide ongoing financial support for a period of at least
twelve months from the approval date of the group statement of financial position. It is on this basis that the direclors consider that
neither the Group nor the company is exposed to a significant liquidity risk. Notes 17 and'18 disclose the maturlty of financial
Jiabilities.

Contractual maturity analysis for financial liabilities, {see note 17 for maturity analysis of borrowings):

Due or due in
less than 1 Due between Due between © Due between A
2018 month 1-3 months 3 months-1year - 1-5 years . Total
- Trade and other ‘ : )

payables 1,206 ) - - - 8 1,214

Due or duein ..

.less than.1 Due.between Due between Due between

2017 month 1-3 months 3 months-1 year 1-5 years ~ Total
Trade and other .
payables 918 - - . - 018

Financial liabilities of the company are all due within less than ane manth with the exception of the mtercompany balances that are
due between 1 and 5 years.

Interest rate risk
The Group finances its operations through a mixture of shareholders' funds and borrowings. The group borrows excluswely in
Sterling and principally at fixed and floating rates of interest and are disclosed at note 17.

_ Fair value of financial instruments
Loans and receivables are measured at amortised cost. Financial liabilities are measured at amortised cost using the eﬁectlve
interest-method. The directors consider that the fair value of financial instruments are not materiaily different to their carrying
values.

Capital risk management

The Group's objectives when managing capital are to safeguard the group’s ability 10 continue as a going concern in order to be
~able to move to a position of providing returns for shareholders and benefits for other stakeholders and to maintain an optimal

capital structure to reduce the cost of capital.

The Group manages trade debtors, trade creditors and borrowings and cash as capital. The entity is meetmg its objectwe for
fanaging capital through continued support from GG Watt as described per Note 1.
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19. Share Capital

2018 2018 2017 2017
No £'000 No £'000
Authorised
Ordinary shares of 1p each 40,000,000 400 40,000,000 400
Allotted and fully paid
Brought forward 33,020,515 : 330 33,020,515 330
Issued during the year 1,000,000 10 - -
Carried forward 34,020,515 340 33,020,515 330

Fully paid ordinary shares carry one vote per share and carry a right to dividends.

11,403,703 (2017:11,403,703) share options weré outstanding at the year end, comprising the 1m employee options and the
10,403,703 share options and warrants held by directors disclosed below.

No options or warrants were exercised.

Share based payments have been included in the financial statements where they are material. No share based payment expense
has been recognised.

No deferred tax asset has been recognised in relation to share options due to the uncertainty of future available profits.

The director and employee share options were issued as part of the Group's strategy on key employee remuneration, they lapse if
the employee ceases to be an employee of the Group during the vesting period.

Employee options

Date Options Exercisable Number of Shares Exercise Price
Between March 2015 and March 2022 500,000 3.75p
Between July 2016 and July 2023 100.000 3.00p
Between November 2019 and November 2026 400,000 3.875p

Directors' share options
No. of options

Date from

At start Granted Atend Exercise which

of year during year of year price exercisable

R MacDonnell 500,000 - © 500,000 3.0p 6-Mar-15
S P Padmanathan 200,000 - 200,000 3.9p 15-Nov-18

The Company's share price at 30 June 2018 was 3.55p. The high and low during the period under review were 5.83p and 2.80p
respectively.

In addition to the ahove, in consideration of loans made to the Company, G G Watt has warrants over 3,703,703 ordinary shares at
an exercise price of 13.5p and a further 6,000,000 ordinary shares at an exercise price of 3.0p, the warrants are exercisable up to
12 December 2018.

The weighted average contractual life of options and warrants outstanding at the year-end is 1.2 years (2017: 2.5 years).
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21.

Financial Commitments

Group - 2018 2017
: £'000 £000

Capital commitments

Capital expenditure commitments contracted for, but

not provided in the financial statements were as follows: - -

Operating lease commitments
The future aggregate minimum lease payments under
non-canceflable operating leases are as follows:

Motor vehicles 16 ' 25

Land and buildings

- within one year 35 42

- one to five years : - 35
51 ’ 102

Related Party Transactions

‘Directors’"loan disclosures are given in notes17 ang18. The interest payable to directors in respect of their loans duringthe year

was:
G GWat £137,174
The directors are considered the key management personnei of the company. Remuneration to directors is disclosed in note 6.

As at 30 June 2018, there was an amount of £3,444 (2017: £4,794) due from Online Engineering Limited, a company that
G G Watt is also a Director. The only transaction was that this balance was partly repaid during the year.

Included within the amounts due from and to group undertakings were the following balances:

2018 2017
£ £
Balance due from: -
Adien Limited - 53,770
QM Systems Limited ’ 459,375 291,375
TED Uimited 73,643 -
Balance due to: )
Adien Limited 32141 -
QM Systems Limited - , 1,405,866 1,582,729

These intergroup balances vary through the flow of working capital requirements throughdut the group as opposed to intergroup
trading. I :

There is no uitimate controlling party of PipeHawk plc.
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Acquisition

On 29 November 2017 the Group acquired 100% of the issued share capital of Thomson Engineering Design Limited {TED). The
acquisition was made due to synergy of business opportunity with QM Systems including significant fabrication needs which QM
currently outsources. The Group obtained control by offer and acceptance of £1 for the entire issued share capital of TED.

The goodwill arising from the acquisition of TED of £129K is attributable to the acquired workforce and the anticipated future profit
from international expansion opportunities and synergy of the business opportunities mentioned above.

Following the acquisition, TED made a turnover of €188k with and operating loss of £103k. Details of the future focus of this
company is stated in the Chairman’s statement '

30 June 2018
£'000
Consideration . . . -
Fixed Assets - 342
Stock . .32
Debtors ‘ ) 234
Cash : N
Finance lease ' . ' (76)
Director loans . ) (238)
Trade and other creditors : (264)
Borrowing . ~(170)
Net Liabilities " ' ' (129)
Consideration : -
Goodwil ' , (129)
Subsequent events

0n"13 October 2017 the Company sold ils'28.4-per'cent. joint venture interest in-the ordinary-share capital of SUMO Limited

{*SUMO™} to Gordon Watt, the Executive Chairman of the Company, for & consideration of £197,499, being the originat cost of the

investment, subject to shareholder approval, which was obtained on 14 December 2017 {“the SUMO Share Sale”). The

consideration was satisfied in cash. Gordon Watt agreed to pay the consideration immediately and therefore the payment of
£197,499 was treated as a loan, on identical terms to the existing loans due to Gordon Watt, until such amount becomes payable
under the agreement for the SUMO Share Sale.

Gordon Watt agreed that in the event that SUMO effects a fundraising at a pre-money valuation. in excess of £700,000 (equivalent
to £2 per SUMO share, the price being paid by Gordon Watt) before 30 June 2018 or SUMO elfects a sale of the company or an IPO
ata price greater than £2 per SUMO share before 13 October 2020, then further consideratian of 50 per cent. of the value of such
excess will be payable in cash to the Company by Gordon Watt.

n Septe‘mber.2018, at the request of the directors of SUMO, Gorden Watt sold 34,214 shares in SUMO at a price of £3 per share to

encourage greater employee participation. In accordance with the agreement with Gordon Watt, 50 per cent.’of the profit, equating
to £17,107, was remitted to the Company. .

0n 9 November 2018, the Company entered into a letter of amendment with Gordon Watt to extend the repayment date of the CULS

to 13 August 2022. All the other terms of the CULS remained the same as before.




