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our new 2013 product catalogue  
is now available.

our trading website 
www.macfarlanepackaging.com
enables customers to place orders at 
their convenience 24 hours each day.
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macfarlane group 
increased profit before tax 
and exceptional items in  
2012 by 27% to £4.9m. our 
main market is the uk where 
demand levels have remained 
subdued, making the 
achievement of increased 
profit all the more creditable. 

Chairman’s statement

we have attracted a range of new 
customers in 2012 and we continue to  
see success from the strategic development 
of our business in key sectors such as  
internet retail and with our partners in  
the third party logistics sector.

trading
our packaging distribution business grew 
operating profit before exceptional items by 
7% to £4.9m. new business wins offset the 
impact of weak demand and we generated 
strong growth through our focus on the 
supply of protective packaging to internet 
retailers. management took action that saw 
gross margin improve over 2011 and costs 
were held close to their 2011 levels as 
savings from reduced property costs were 
invested in strengthening the teams in key 
functions that will contribute to future growth.

our manufacturing businesses have also 
demonstrated the capability to adapt their 
business models and operating profit before 
exceptional items increased to £1.0m 
compared to £0.1m in 2011. our labels 
and packaging design and manufacture 
businesses have each focused on more 
profitable areas of their respective markets 
and the consequent fall in turnover of 3% 
was more than offset by enhancements in 
gross margin and improved cost savings.

the benefit from active management of 
change in our business is clear. this could 
not be achieved without the commitment of 
our people, who respond to the challenges 
of difficult markets and the changing needs 
of our customers with energy, enthusiasm 
and flexibility. on behalf of the board,  
i would like to thank them for all their 
efforts in 2012. 

exCeptional items
in the first half of 2012, a pension increase 
exchange exercise was undertaken by 
management in conjunction with the pension 
scheme trustees that has resulted in an 
improvement in the deficit of £1.65m and is 
reflected as an exceptional credit in the year.

as announced in november 2012 we  
will relocate our labels manufacturing site 
in 2013 to our higher quality and better-
located site in wicklow. this will become 
the base from which we will accelerate 
the development of our labels business 
and expand our current activities in 
ireland. the transition will be completed 
by the end of the first quarter of 2013. 
this decision resulted in an exceptional 
charge of £0.66m in our 2012 financial 
statements of which £0.46m is non-cash.

pension defiCit
the group’s pension scheme deficit 
continues to prove a challenging legacy 
issue. in common with many other 
companies, we encounter influences 
beyond our control such as those of  
bond yields and volatile returns from  
stock markets. working in partnership 
with the scheme’s trustees, we have taken 
action to control the deficit whilst 
balancing the interests of all stakeholders 
and the deficit at the end of the year was 
£18.9m compared to £20.5m a year 
previously. we will continue to take  
action to address this issue.

net debt
the group operated comfortably  
within its banking facilities, which are 
established primarily to finance seasonal 
working capital.

dividends
the directors propose to maintain the final 
dividend at 1.05p per share, making 
1.55p per share for the year and, subject 
to the approval of shareholders at the 
annual general meeting in may 2013,  
this will be paid on 6 June 2013. the level of 
profitability and cash generation achieved 
by the group supports this level of dividend. 

whilst the adverse impact of bond yields 
on our pension scheme deficit may in the 
future reduce distributable reserves from 
which dividends are paid, it is the intention 
of the board to sustain dividend levels.

board Composition
during 2012, i was delighted to welcome 
mike arrowsmith and stuart paterson to the 
board as non-executive directors. both bring 
a wealth of relevant experience and i am 
sure they will make a valuable contribution 
to the company’s development in the  
years ahead.

kevin mellor will step down from the 
board at our annual general meeting  
in may 2013. kevin has been a valued 
colleague for nine years and we will miss 
his insightful views. on behalf of the 
board, i would like to thank kevin for the 
significant role that he has played in the 
success of macfarlane group and to wish 
him every success in the future.

to complete the reshaping of our board,  
i am delighted to welcome bob mclellan 
as a new non-executive director. bob has 
rightly gained an impressive reputation 
and sector-wide respect over many years in 
the packaging industry and i am confident 
that macfarlane group will benefit greatly 
from his experience in the years ahead.

future prospeCts
macfarlane group’s performance in  
the early months of 2013 has continued 
the trends shown in 2012. whilst there  
is little evidence of any increase in market 
demand, we believe that success in these 
difficult times will flow from ongoing 
rational and determined action such  
as that already taken in 2012. we will 
continue to focus on those sectors, such  
as internet retailing, which display  
real growth and i am confident that 
macfarlane group will demonstrate its 
strengths again in 2013 as we continue  
to focus on developing the medium term 
prosperity of the group.

graeme bissett  
chairman 
5 march 2013
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paCkaging distribution

the business
macfarlane packaging distribution is the 
leading specialist uk distributor of protective 
packaging materials. in a highly fragmented 
market, macfarlane is the market leader.  
the business operates through 16 regional 
distribution centres supplying customers 
with a comprehensive range of protective 
packaging materials and services on a 
local, regional and national basis.

macfarlane competes effectively on a local 
basis through its strong focus on and regular 
monitoring of Customer serviCe, its 
breadth and depth of product offer and 
through the recruitment and retention of 
staff with good local market knowledge. 
on a national basis macfarlane has focus, 
expertise and a breadth of product and 
service knowledge all of which enables  
it to compete effectively against non-
specialist packaging distributors.

macfarlane packaging benefits its 
customers by enabling them to ensure 
their products are cost-effectively 
protected in transit and storage through 
the supply of a comprehensive product 
range, single source supply, Just in time 
delivery, tailored stock management 
programmes, electronic trading and 
independent advice on both packaging 
materials and packing processes.

market Conditions
in 2012 packaging distribution sales 
revenue reduced by 1.6% to £114.8 million 
due to price deflation and overall lower 
revenue per order as weak uk demand 
impacted a number of the market sectors 
we serve. however our new business 
performance was again strong and  
at a similar level to that achieved in 2011. 
gross margin in 2012 stands at 30.3% 
and compares favourably with 29.2%  
in 2011. our property costs in 2012  
were £0.5 million below 2011 reflecting 
the ongoing benefit of the changes to our 
property footprint implemented in the 
second half of 2011. operating profit 
before exceptional items showed an 
increase from £4.6 million to £4.9 million.

future opportunities
we expect general demand levels to remain 
subdued in 2013. therefore our plans are 
focused on those markets showing growth, 
building market share by implementing an 
updated sales strategy which will improve 
customer retention levels, increase product 
penetration and accelerate new business 
through a more focused approach to key 
segments of our customer base. 

we will continue to focus on industry 
sectors, which benefit from macfarlane’s 
national coverage through our specialist 
national account sales team, as well as 
improving rdc productivity and customer 
engagement through the re-launch of our 
electronic trading system customer connect.

we experienced good growth in sales 
to internet retail businesses both directly 
and through our partnerships with key 
third party logistics companies and this 
sector now represents almost 20% of 
packaging distribution sales.

our 
business



 macfarlane group plc  annual report and accounts 2012 03our business

we continued to invest  
in the business with 
incremental resource 
added to our marketing, 
purchasing and maJor 
account sales teams,  
the benefits of which  
we will see in 2013.

our new business 
performance in 2012 was 

again strong and at a 
similar level to that 

achieved in 2011.
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paCkaging design 
and manufaCture

the business designs, 
manufactures and 
assembles custom-designed 
packaging solutions for 
customers requiring  
cost-effective methods  
of protecting high value 
products in storage  
and transit. 

key market sectors 
supplied are aerospace, 
medical equipment  
and electronics.

the business
the primary raw materials are corrugate, 
timber and foam. the business operates 
from two manufacturing sites, grantham 
and westbury, supplying both direct to 
customers and also through the rdc network 
of the packaging distribution business.

key market sectors supplied are 
aerospace, medical equipment, electronics 
and automotive. the markets in which  
we operate are highly fragmented with  
a range of locally based competitors.  
we differentiate ourselves through our 
technical expertise, design capability, 
industry accreditations and national 
capability through the partnership with 
macfarlane packaging distribution.

market Conditions
2012 sales were 4.8% below those 
achieved in 2011 partly through weak 
demand but mainly as a result of 
management actions to improve the mix  
of products and services towards those 
with higher added value. the benefit of 
the improved product/service mix was  
an improvement in gross margin, which 
contributed to an overall level of 
profitability in 2012 ahead of that 
achieved in 2011. there was good 
progress during 2012 in the development of 
new customer relationships and this was 
aided by our first time attendance  
as an exhibitor at the farnborough air 
show and the launch of a new website.

future opportunities
the priorities for 2013 are to improve sales 
penetration in our target market sectors 
both directly and through the relationship 
with macfarlane packaging distribution 
as well as continuing to focus on higher 
added value products and services.

1 2

3 4
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labels

in 2013 macfarlane labels 
aims to accelerate sales of 
the reseal-it product.

the business
macfarlane labels design and produce  
self-adhesive labels for major fmcg 
customers in the uk and europe and 
resealable labels for major customers in  
the uk, europe and the usa. the businesses 
operate from production sites in kilmarnock 
and dublin and a sales and design office in 
sweden, which focuses on the development 
and growth of our resealable labels business 
– reseal-it. management works closely with 
key customers to ensure high levels of service 
and to demonstrate product innovation 
to create competitive differentiation.

market Conditions
2012 was a year of recovery for 
macfarlane labels where despite a sales 
decline of 2.1%, profits were well ahead  
of the level achieved in 2011. the profit 
improvement resulted from the focus on 
higher added value products and services 
and improved operational efficiency.  
we continued to make good progress  
in the development of the resealable range 
of labels and systems. competition in the 
resealable label sector is increasing but  
total sales for reseal-it grew by 9.1% versus 
2011 with increased momentum in the usa 
through our partnership with printpack.

future opportunities
the priorities for labels in 2013 are  
to maintain the strategic focus on higher 
added value products and services, 
launch additional resealable label ranges  
to broaden the appeal of the product  
to new market sectors and relocate  
our manufacturing facility in ireland to 
improve our ability to effectively serve  
the irish market.

activity in reseal-it applications  
in a number of markets continues  
to grow significantly reflecting our 
strong partnership with printpack inc, 
who distribute our products in north 
america and new penetration in  
the uk through maJor retailers.
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2012 was a year of recovery for our 
manufacturing operations. the focus for 
both our labels and packaging design and 
manufacture businesses in 2012 was to 
concentrate attention on their higher added 
value activities and this resulted in some 
changes to both the customer and product 
mix. as a result of these actions sales in our 
manufacturing operations reduced by 
3.1% versus 2011 but this was more than 
offset by improvements in gross margin. 
both businesses reduced their cost base  
and improved operational performance, 
resulting in 2012 operating profit before  
tax and exceptional items at £1.0 million 
compared with £0.1 million in 2011.

we are not assuming any improvement  
in the economic environment in 2013. 
however, our performance track record  
in weak economic conditions is good.  
we operate a flexible business model  
and our ability to focus on the most 
attractive uk market sectors for our 
products and services gives us confidence 
in 2013 being another year of progress  
for macfarlane group.

business review

profit before tax and 
exceptional items at £4.9m 
was 27% ahead of the level 
achieved in 2011.

the uk economic environment was 
particularly challenging in 2012 with 
weak demand and price deflation. as a 
result macfarlane group’s sales in 2012 
were 1.9% below the level achieved in 
2011. however the sales performance 
was more than offset by management 
actions to improve margins and, as a 
result, profit before tax and exceptional 
items at £4.9 million was 27% ahead  
of the level achieved in 2011.

the packaging distribution business 
experienced a sales decline versus 2011  
of 1.6% primarily resulting from the impact 
of this weak demand and price deflation, 
particularly on corrugate products. however 
new business generation in 2012 was good 
and we generated strong growth through 
our focus on the supply of protective 
packaging to internet retailers both directly 
and through our partnerships with major 
third party logistics (“3pl”) customers.  
the benefit of product mix and improved 
sourcing enabled us to improve gross 
margin by 1.1% compared with 2011. 
costs in 2012 were broadly in line with 
2011 as the benefit of lower property  
costs was used to add to the resource  
in the business specifically in marketing 
and the strengthening of our major 
account sales and purchasing teams. 
despite the sales weakness, operating 
profit before tax and exceptional items  
in the packaging distribution business  
at £4.9 million showed growth of 7%  
versus 2011.

group performanCe

Revenue
2012
£000

PRofit BefoRe 
excePtional 

items
2012
£000

excePtional
items
2012
£000

profit 
before tax

2012
£000

revenue
2011
£000

*profit
before tax

2011
£000

segment

packaging distribution 114,807 4,867 776 5,643 116,674 4,562

manufacturing operations 27,016 967 217 1,184 27,883 127

revenue from continuing operations 141,823 144,557

operating profit 5,834 993 6,827 4,689

net finance costs (920) – (920) (815)

profit before tax – Continuing operations 4,914 993 5,907 3,874

*there were no exceptional items in 2011



 macfarlane group plc  annual report and accounts 2012 07business review

risk mitigating faCtors

raw material priCes
all the group’s businesses are vulnerable to commodity-based raw material 
prices and manufacturer energy costs, with profitability sensitive to supplier 
price changes. the principal components are corrugated paper, polythene 
films, timber and foam, which means that changes to paper and oil prices 
have a direct impact on the price we pay to our suppliers.

 
the group works closely with its supplier base to effectively manage the scale 
and timing of price increases to end-users and we have extensive it support to 
monitor and measure our effectiveness in recovering supplier price changes. 
where possible, alternative supplier relationships are maintained to minimise 
supplier dependency. we work with our customers to redesign packs and 
reduce packing cost to mitigate the impact of cost increases.

funding defined benefit pension sCheme
the group’s defined benefit pension scheme is sensitive to a number of key 
factors; the value of the investments, the discount rate used to calculate the 
scheme’s liabilities (which is based on corporate bond yields) and mortality 
assumptions for the members of the scheme. the ias 19 valuation of the 
group’s defined benefit pension scheme as at 31 december 2012 
estimated the scheme deficit to be £18.9 million. whilst the scheme is 
closed to new members, changes in these assumptions could mean that  
the deficit increases further.

 
steps undertaken in recent years include:

•  the scheme was closed to new members in 2002.
•  the benefits for active members were amended by freezing 

pensionable salaries at 30 april 2009 salary levels.
•  the revaluation of deferred members’ benefits has reflected consumer 

prices index as the measure of inflation since 2010.
•  during 2012 a pension increase exchange exercise was completed  

to offer flexibility to pensioners in the current level of pension benefits 
and the rate of future increases.

further actions in relation to scheme liabilities will be evaluated in 2013.

property
given the multi-site nature of its business the group has an extensive 
property portfolio comprising 4 owned sites and 27 leased sites of 
which 5 are sublet with 3 vacant at the balance sheet date. this portfolio 
gives rise to risks for ongoing lease costs, dilapidations and fluctuations  
in value. 

 
where a site is non-operational the group seeks to assign or sub-lease 
the building to mitigate the financial impact. where this is not possible 
the group provides for rental voids on vacant properties taking into 
account assumptions about the likely period of vacancy and incentives 
to re-let. in 2012 the group announced a planned move in ireland to 
optimise the use of its property portfolio.

finanCial liquidity, debt Covenants and interest rates
the group needs continuous access to funding to meet its trading obligations 
and to support organic growth. there is a risk that the group may be unable  
to obtain the necessary funds or that such funds will only be available on 
unfavourable terms. the group’s borrowing facilities comprise an annual 
facility including requirements to comply with specified covenants, with  
a breach potentially resulting in group borrowings becoming repayable 
immediately. the group does not have longer-term facilities in place.

the group seeks to maintain an appropriate level of committed overdraft 
facility that provides sufficient headroom above peak projected 
borrowing requirements. the group continually monitors net debt  
and forecast cash flows to ensure that it will be able to meet its financial 
obligations as they fall due. compliance with debt covenants is 
monitored on a monthly basis and sensitivity analysis is applied  
to forecasts to assess the impact on covenants. 

deCentralised struCture
the packaging distribution business model reflects a decentralised 
approach driven by the local customer base with a high dependency  
on effective local decision-making. there is a risk that management 
control is less effective and local decisions do not meet overall 
corporate objectives.

 
a comprehensive management information system is maintained with key 
performance indicators monitored consistently and regularly with actions 
taken when required. during 2012 there was a significant upgrade to the 
it system, which will enhance the access to management information.

working Capital
the group has a significant investment in working capital in the form  
of trade receivables and inventories. there is a risk that this investment  
is not fully recovered.

credit risk is controlled by applying rigour to the management of trade 
receivables by our credit control team, managed by a credit control 
manager and subject to additional scrutiny from the group finance 
director. credit insurance is not used.

inventory levels and order patterns are regularly reviewed and risks 
arising from holding bespoke stocks are managed by obtaining order 
cover from customers.

the principal risks and uncertainties faced by the group and the factors mitigating these risks are detailed below.

there are a number of other risks that  
we manage which are not considered  
to be key risks. in addition the group is 
subject to the effect of general economic 
conditions, the competitive environment 
and risks associated with business continuity. 
these are all mitigated in ways that are 
common to all businesses and not specific 
to macfarlane group.

the risks set out above are complemented 
by an overall governance framework that 
includes clear and delegated authorities, 
business performance monitoring and 
appropriate insurance cover for a wide 
range of potential risks. there is a 
dependence on good quality local 
management, which requires investment  
in training and development and ongoing 
performance evaluation.
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during 2012 we 
implemented a successful 
major upgrade to our erp 
system, which was achieved 
in line with both the planned 
timescale and budget.

business review

the business operates 
through 16 regional 
distribution centres 
supplying customers with  
a comprehensive range  
of protective packaging 
materials and services  
on a local, regional  
and national basis.

paCkaging distribution
macfarlane packaging distribution  
is the leading specialist uk distributor  
of protective packaging materials. in a 
highly fragmented market, macfarlane  
is the market leader. the business operates 
through 16 regional distribution centres 
(rdcs) supplying customers with a 
comprehensive range of protective 
packaging materials and services on  
a local, regional and national basis.

competition in the distribution market  
is from local and regional protective 
packaging specialist companies and 
national distribution generalists who 
supply a range of products, including 
protective packaging materials. 
macfarlane competes effectively on a 
local basis through its strong focus on  
and regular monitoring of customer 
service, its breadth and depth of product 
offer and through the recruitment and 
retention of staff with good local market 
knowledge. on a national basis 
macfarlane has focus, expertise and a 
breadth of product and service knowledge 
all of which enables it to compete 
effectively against non-specialist 
packaging distributors.

macfarlane packaging benefits its 
customers by enabling them to ensure 
their products are cost-effectively 
protected in transit and storage through 
the supply of a comprehensive product 
range, single source supply, Just in time 
delivery, tailored stock management 
programmes, electronic trading and 
independent advice on both packaging 
materials and packing processes.

2012 performanCe
in 2012 packaging distribution operating 
profit was £5.6 million (2011 – £4.6 million). 
the comparable amounts before 
exceptional items showed an increase  
in operating profit from £4.6 million  
to £4.9 million in 2012. 

a number of factors contributed to  
these results:

>  sales revenue reduced by 1.6% due 
to price deflation and overall lower 
revenue per order as weak uk demand 
impacted a number of the market sectors 
we serve;

>  we experienced good growth in sales 
to internet retail businesses both directly 
and through our partnerships with key 
3pl companies and this sector now 
represents almost 20% of packaging 
distribution sales;

>  we increased direct sales through our 
website macfarlanepackaging.com by 
24% versus 2011;

>  our new business performance in 2012 
was again strong and at a similar level to 
that achieved in 2011. new relationships 
were created with a number of major 
companies;

>  we increased sales of presentational  
& retail packaging (“prp”) products  
by 24% versus 2011;

>  in 2012 our on-time-in-full (“otif”) 
deliveries averaged 90% (2011 – 85%) 
against our benchmark of 90%.  
the method we use to measure otif  
is applied as an internal logistics 
efficiency monitor rather than a 
customer satisfaction measure;

>  gross margin in 2012 stands at  
30.3% and compares favourably with 
29.2% in 2011 with the improvement 
generated primarily through more 
effective sourcing strategies and 
improved purchasing activity;

>  we continued to invest in the business 
with incremental resource added to our 
marketing, purchasing and major 
account sales teams, the benefits of 
which we will see in 2013;

>  our property costs in 2012 were  
£0.5 million below 2011 reflecting  
the ongoing benefit of the changes to 
our property footprint implemented  
in the second half of 2011;

>  during 2012 we implemented a 
successful major upgrade to our erp 
system, which was achieved in line  
with both the planned timescale and 
budget; and

>  in recognition of the demand from 
certain of our uk based customers 
requiring our service in europe, 
macfarlane packaging joined a network 
of european specialist protective 
packaging companies – novupak.
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manufaCturing operations
macfarlane’s manufacturing  
operations comprise labels, which 
includes self-adhesive and resealable 
labels and our packaging design and 
manufacture business.

in 2012 macfarlane’s manufacturing 
operations recorded an operating profit  
of £1.2 million (2011 – £0.1 million)  
and before exceptional items the 
operating profit performance increased  
to £1.0 million (2011 – £0.1 million).  
the key features of the manufacturing 
operations performance in 2012 were:

>  sales declined by 3.1% versus 2011 
partly through weak demand but also  
as a result of management actions to 
focus on the sales of higher added value 
products and services;

>  gross margins improved compared  
to 2011 through the focus on higher 
added value products and services; and

>  net overheads were largely flexed  
in line with sales, increasing only 
marginally as a percentage of sales  
from 33.9% in 2011, to 35.6% in 2012.

labels
our labels businesses design and 
produce self-adhesive labels for major 
fmcg customers in the uk and europe 
and resealable labels for major  
customers in the uk, europe and the usa. 
the businesses operate from production 
sites in kilmarnock and dublin and a sales 
and design office in sweden, which 
focuses on the development and growth  
of our resealable labels business – reseal-
it. the labels businesses have a high level 
of dependency on a small number of major 
customers. management works closely 
with these key customers to ensure high 
levels of service and to introduce product 
and service development initiatives to 
create competitive differentiation.

business performanCe
2012 was a year of recovery for 
macfarlane labels where despite a sales 
decline of 2.1%, profits were well ahead 
of the level achieved in 2011. the profit 
improvement resulted from the focus on 
higher added value products and services 
and improved operational efficiency.

we continued to make good progress in 
the development of the resealable range 
of labels and systems. competition in the 
resealable label sector is increasing but 
total sales for reseal-it grew by 9.1% 
versus 2011 with increased momentum  
in the usa through our partnership with 
printpack and new penetration in the uk 
market through major retailers.

…profit improvement 
resulted from the focus 
on higher added value 
products and services 
and improved operational 
efficiency.

performanCe potential
the 16 rdcs in our network are managed 
and measured as profit centres. in 2012 we 
had 13 rdcs performing above the target 
return on sales level of 5%. the remaining 
three rdcs continue to demonstrate 
improvements that indicate their ability  
to achieve the target return on sales.

aCquisitions
during 2012 we considered a number of 
opportunities to acquire quality businesses in 
order to accelerate growth and better utilise 
our current rdc infrastructure. however 
none of the opportunities was pursued  
as they failed to meet our return criteria.

future plans
we expect general demand levels to 
remain subdued in 2013. therefore  
our plans for 2013 are focused on  
those markets showing growth, building 
market share and improving operational 
effectiveness through the following actions:

>  implementation of an updated sales 
strategy which will improve customer 
retention levels, increase product 
penetration and accelerate new business 
through a more focused approach to key 
segments of our customer base;

>  improvements to our penetration  
of the growing internet retail sector both 
directly and through our partnerships 
with key 3pl organisations;

>  expansion of our focus in industry 
sectors which benefit from macfarlane’s 
national coverage through our specialist 
national account sales team;

>  acceleration of the sales development of 
the prp product range to both existing and 
new customers, through the specialist sales 
team and the launch of a new website;

>  continuation of the development  
of our web-based presence through 
macfarlanepackaging.com to improve 
online visibility and access to our 
products and services;

>  creation of a new service, through our 
membership of novupak, for uk based 
customers requiring our capabilities on 
a wider european basis;

>  improvements in rdc productivity  
and customer engagement through  
the re-launch of our electronic trading 
system customer connect;

>  the development of additional 
opportunities to reduce property cost  
by evaluating alternatives to our current 
property footprint;

>  implementation of further operational 
savings in logistics through expanded 
use of the paragon vehicle  
management system;

>  identification of suitable acquisition 
opportunities; and

>  maintenance of the focus on working 
capital management to reduce 
borrowing levels.

future plans
the priorities for labels in 2013 are:

>  maintenance of the strategic focus on 
higher added value products and services;

>  continued improvement in operational 
efficiencies to counterbalance 
competitive price pressure;

>  further development of the reseal-it 
product in the us market through the 
printpack partnership and in the uk 
through improved penetration with  
key retailers;

>  launch of additional resealable label 
ranges to broaden the appeal of the 
product to new market sectors; and

>  relocation of our manufacturing facility 
in ireland to improve our ability to 
effectively serve the irish market.
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paCkaging design  
and manufaCture
the principal activity of the packaging 
design and manufacture business is the 
design, manufacture and assembly of 
custom-designed packaging solutions for 
customers requiring cost-effective methods  
of protecting high value products in storage 
and transit. the primary raw materials are 
corrugate, timber and foam. the business 
operates from two manufacturing sites 
(grantham and westbury) supplying  
both direct to customers and also through  
the rdc network of the packaging 
distribution business.

key market sectors supplied are 
aerospace, medical equipment, electronics 
and automotive. the markets in which  
we operate are highly fragmented with  
a range of locally based competitors.  
we differentiate ourselves through our 
technical expertise, design capability, 
industry accreditations and national 
capability through the partnership with 
macfarlane packaging distribution.

business performanCe
2012 sales were 4.8% below those 
achieved in 2011 partly through weak 
demand but mainly as a result of 
management actions to improve the mix  
of products and services towards those 
with higher added value. the benefit of 
the improved product/service mix was  
an improvement in gross margin, which 
contributed to an overall level of 
profitability in 2012 ahead of that 
achieved in 2011. there was good 
progress during 2012 in the development of 
new customer relationships and this was 
aided by our first time attendance  
as an exhibitor at the farnborough air 
show and the launch of a new website.

future plans
the priorities for 2013 are:

>  improvement in sales penetration of  
our target market sectors both directly 
and through the relationship with 
macfarlane packaging distribution;

>  maintenance of gross margins through the 
continuation of our plan to focus on higher 
added value products and services;

>  continuous review and flexing of the  
cost base of the business to ensure it  
is at a level consistent with demand  
levels; and

>  improvements in operational efficiency 
through selective capital investment and 
more flexible working patterns.

2013 outlook
we expect general market demand in 
2013 to remain comparable with the 
levels we experienced in 2012.

however there are specific market sectors 
such as internet retail, which are forecast 
to show good growth and macfarlane 
group is well positioned to benefit from 
the growth expected through this sector.

the macfarlane group businesses all  
have good market positions with strong, 
differentiated product and service offerings.

we have a flexible  
business model and  
a clear strategic plan, 
incorporating a range 
of actions, which is 
being effectively 
implemented. our track 
record of profitable 
growth reflects the 
successful execution  
of this plan.

we expect 2013 to be another successful 
year for macfarlane group.

peter d. atkinson 
chief executive 
5 march 2013

business review

we differentiate ourselves 
through our technical 
expertise, design capability 
and industry accreditations.
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trading performanCe
1.  group revenues in 2012 were  

£141.8 million, £2.7 million below 
2011. sales reduced by 1.6% in 
packaging distribution, with reduced 
demand partly offset by new business 
wins. our manufacturing operations 
saw a decrease in sales of 3.1% as sales 
teams addressed the pricing of lower 
margin business as well as focusing on 
higher value design-led products.

2.  gross margins increased by 1.8%  
from 30.2% to 32.0% reflecting the 
recovery of successive raw material 
and purchase price increases from 
2011 as well as the focus on higher 
value design-led products. the increase 
in gross profit of £1.6 million reflects 
this margin focus combined with our 
strong new business performance.

3.  net operating expenses increased  
by £0.5 million primarily due to 
investments to increase headcount 
resource and enhance the teams 
involved in our strategic initiatives.

4. exceptional items 
  during 2012, macfarlane group plc 

entered into a process aimed at 
reducing the overall deficit through 
agreed amendments to benefits for 
pensioner, deferred and active 
members in the defined benefit pension 
scheme by making a pension increase 
exchange (“pie”) offer to pensioner 
members at 1 may 2012 and providing 
a pie option for deferred and active 
members after 1 may 2012. as a result  
of both of these actions, a gain of 
£1.65 million was recorded in 2012  
in relation to the members opting to  
take up the offer.

  in november 2012, we announced that 
our label manufacturing site in dublin 
would be closed and activities 
relocated to our site in county wicklow 
by the end of the first quarter in 2013. 
the planned dublin relocation has 
given rise to an estimated exceptional 
charge of £0.66 million of which 
£0.46 million relates to the impairment  
of the dublin property and is non-cash.

5.  net finance costs increased by  
£0.1 million due to higher funding  
costs for the pension scheme deficit.

6.  group profit from continuing  
operations before tax increased by 
£2.0 million from £3.9 million in 2011  
to £5.9 million in 2012.

  the profit before exceptional items 
increased by £1.0 million to  
£4.9 million (2011 – £3.9 million).

7.  the tax charge for the year from 
continuing operations was £1.7 million 
on the profit before tax of £5.9 million, 
higher than the prevailing statutory tax 
rates primarily due to the non-cash 
impairment charge for the dublin 
property not being tax deductible.

  this compared with a tax charge of 
£0.5 million on the profit before tax of 
£3.9 million in the previous year, which 
benefited from the use of previously 
unrecognised losses of £0.5 million.

8.  as a result the profit after tax from 
continuing operations was £4.2 million 
compared to £3.4 million in 2011.

9.  basic earnings per share from all 
activities totalled 3.69p per share in 
2012 compared to 3.01p in 2011.

finanCial review

note

PRofit BefoRe 
excePtional 

items
2012
£000

exceptional
items
2012
£000

*total
2012
£000

*total
2011
£000

revenue 1 141,823 – 141,823 144,557
cost of sales (96,510) – (96,510) (100,903)

gross profit 2 45,313 – 45,313 43,654
net operating expenses 3,4 (39,479) 993 (38,486) (38,965)

operating profit 5,834 993 6,827 4,689
net finance costs 5 (920) – (920) (815)

profit before tax 6 4,914 993 5,907 3,874
tax 7 (1,327) (390) (1,717) (455)

profit after tax 8 3,587 603 4,190 3,419

earnings per share 9 3.16p 0.53p 3.69p 3.01p

*there were no exceptional items in 2011

gross margins 
increased by  
1.8% from 30.2% 
to 32.0%.
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business review

dividends
a dividend of 0.50p was paid on  
11 october 2012. a further dividend  
of 1.05p per share is subject to approval  
by shareholders at the annual general 
meeting in may 2013 and has not  
been included as a liability in these 
financial statements.

shareholders’ funds and 
share priCe movements
at the year-end the company’s market 
capitalisation was £32.2 million, 
compared with £21.6 million last year. 
the share price at 31 december 2012 
was 28.00p, compared with 18.75p  
at 31 december 2011. the range of 
transaction prices for macfarlane group 
shares during 2012 was 16.00p to 
28.50p for each ordinary share of 25p.

Cash flow and net debt
cash inflow from operating activities  
was £3.4 million (2011 – £2.2 million). 
the group’s financing requirements have 
been met by bank borrowings with access 
to adequate funds ensured by maintaining 
committed levels of borrowing facilities. 
bank facilities of £11.0 million are in 
place for the period to 28 february  
2014 to meet the group’s anticipated 
financing requirements.

the group spent £0.8 million on capital 
expenditure in 2012 (2011 – £1.2 million) 
with the major capital project in the year 
being a significant upgrade of our it 
system at a cost of £0.6 million. we will 
continue to invest where there are needs 
or opportunities to meet future growth 
plans. capital expenditure in 2013 is 
expected to be below the annual 
depreciation charge, reflecting the  
well-invested nature of our businesses.

the group had net debt of £6.8 million  
at 31 december 2012, a reduction  
of £0.8 million from the previous year, 
primarily due to slightly lower levels of 
working capital. the group will strive  
to ensure that in 2013, profit generation  
is, at the very minimum, matched by  
cash generation.

the group will remain prudent in its 
assessment of the likely returns from capital 
expenditure and potential acquisitions. the 
aim is to seek immediate returns in excess 
of our weighted-average cost of capital.

finanCial instruments
the group’s principal financial instruments 
comprise bank borrowings, cash balances, 
short-term deposits, and other items, such 
as trade receivables and trade payables 
that arise directly from its operations as 
well as shareholders’ equity. the main 
purpose of any financial instruments is to 
provide finance for the group’s operations. 
it is, and has been throughout the period 
under review, the group’s policy that no 
speculative trading in financial instruments 
is undertaken. the main risks arising are 
liquidity risk and credit risk and the 
secondary risks are interest rate risk and 
currency risk. the board reviews and 
agrees policies for managing these risks, 
which are summarised below. the policies 
have remained unchanged since the 
beginning of 2012.

liquidity risk
the group’s policy with regard to liquidity 
remains one of ensuring adequate access 
to funds by maintaining appropriate levels 
of committed short-term overdraft facilities, 
which are then reviewed on a regular 
basis. the principal group borrowing 
facility of £11.0 million is in place for the 
period to 28 february 2014. the maturity 
profile of debt outstanding at 31 
december 2012 is set out in notes  
14 and 17 to the financial statements.

Credit risk
the group’s exposure to credit risk is 
managed by dealing only with banks  
and financial institutions with good credit 
ratings and by applying considerable 
rigour in managing trade receivables.  
the group’s principal credit risk is 
attributable to its trade receivables.  
the amounts presented in the balance 
sheet are net of allowances for doubtful 
receivables, estimated by the group’s 
management based on prior impairment 
experience and their assessment of the 
current economic environment.

interest rate risk
the group finances its business through  
a mixture of reserves and bank borrowings. 
the group borrows in the desired 
currencies at floating rates of interest. 
interest rate exposures are reviewed 
regularly and financial instruments 
considered. currently it is not deemed 
necessary to cover interest rate exposures 
by the use of financial instruments.

a dividend of 0.50p was  
paid on 11 october 2012.  
a further dividend of 1.05p 
per share is subJect to 
approval by shareholders 
at the annual general 
meeting in may 2013.
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CurrenCy risk
the group has two overseas subsidiaries, 
operating in ireland and sweden. revenues 
and expenses are denominated exclusively 
in euros and swedish krone respectively.  
as a result, movements in the euro and 
swedish krone to sterling exchange rates 
could affect the group’s sterling balance 
sheet. the group has reviewed the need  
to hedge exposures on a monthly basis  
and it was not deemed necessary to cover 
any currency exposures during 2012 by  
the use of financial instruments. this will 
continue to be regularly reviewed in 2013.

some of the group’s recent trading 
growth has resulted in increased sales  
of resealable label products directly to  
the us and increased purchases of prp 
products from the far east. both these 
transactions are denominated primarily  
in us dollars and covered by a natural 
foreign exchange hedge within 
macfarlane group’s operations.

pension sCheme defiCit  
and assoCiated risks
the company’s pension scheme deficit  
is sensitive to movements in bond yields, 
inflation, investment returns and longevity 
assumptions, which create significant 
volatility in the charges and liability in 
each financial year. 

the present value of scheme liabilities 
increased significantly from 2010 to 2012 
as a direct consequence of corporate 
bond yields reducing from 5.50% to 
4.80% and then to 4.40%  
over the period. this factor alone caused 
liabilities at the end of 2011 and 2012  
to increase by just over £7.0 million  
and £4.0 million respectively.

longevity assumptions reflect 
improvements in life expectancy and 
whilst this also increased liabilities,  
the effect was more muted.

following the triennial actuarial  
valuation of the scheme at 1 may 2011,  
the company reached agreement with  
the pension scheme trustees on a new 
schedule of contributions to take effect 
from 1 may 2012, which assumed  
a recovery plan period of 13 years.  
the estimated cash contributions to the 
scheme in 2013 to reduce the deficit  
will not exceed £2.5 million.

international finanCial 
reporting standards 
as detailed in the 2011 annual report, 
the new international financial reporting 
standards adopted during 2012  
had no major impact on the disclosures  
and accounting policies in these  
financial statements.

aCCounting poliCies
the group continues to comply with all 
international financial reporting standards 
adopted by the european union.

going ConCern
the directors, in their consideration  
of going concern, have reviewed the 
group’s future cash flow forecasts and 
profit projections, which they believe are 
based on prudent market data and past 
experience as set out in the accounting 
policies on page 36.

after making enquiries, the directors  
have a reasonable expectation that the 
company and the group have adequate 
resources to continue in operational 
existence for the foreseeable future.  
for this reason they continue to adopt  
the going concern basis in preparing  
the financial statements.

John love 
finance director 
5 march 2013

pension sCheme defiCit movements

2012
£000

2011
£000

2010
£000

fair value of scheme assets 51,349 46,968 45,293
present value of scheme liabilities (70,247) (67,452) (61,018)

pension sCheme defiCit (18,898) (20,484) (15,725)
related deferred tax asset 4,346 5,121 4,246

net pension defiCit at 31 deCember (14,552) (15,363) (11,479)
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five year reCord

finanCial diary

five year reCord

2012
£000

2011
£000

2010
£000

2009
£000

2008
£000

turnover – all operations 141,823 144,557 135,450 123,596 138,549

profit before interest,  
disContinued operations, exCeptional items and tax 5,834 4,689 4,518 4,406 4,708
net interest payable (920) (815) (1,167) (1,223) (1,006)

exceptional items 993 – 846 (699) –

contribution from discontinued activities – – – – 271

profit/(loss) on disposal of operations – – – 351 (1,378)

profit before tax 5,907 3,874 4,197 2,835 2,595

taxation (1,717) (455) (1,211) (514) (800)

profit for the finanCial year 4,190 3,419 2,986 2,321 1,795

earnings per ordinary share 3.69p 3.01p 2.63p 2.06p 1.60p

dividends (1,761) (1,761) (1,700) (1,688) (2,252)

dividends per ordinary share 1.55p 1.55p 1.50p 1.50p 2.00p

dividend Cover 2.4 1.9 1.8 1.4 0.8

this table reflects the five-year record for continuing and discontinued operations as classified at 31 december 2012.

finanCial diary

finanCial results
interim: announced – august

final: announced – march

aCCounts and annual general meeting
report and financial statements: posted to shareholders on 28 march 2013

annual general meeting: held in glasgow on 7 may 2013

shareholder enquiries

macfarlane group plc’s ordinary shares are classified under the ‘industrial – general’ section of the industrial sector  
on the london stock exchange.

enquiries regarding shareholdings, dividend payments, dividend mandate instructions, lost share certificates, tax vouchers, 
changes of address, transfers of shares to another person and other administrative matters should be addressed to the 
company’s registrars: 

equiniti, aspect house, spencer road, lancing, west sussex bn99 6da
telephone: 0871 384 2439  
fax: 0871 384 2100  
website: www.shareview.co.uk

the company’s website www.macfarlanegroup.com provides details of all major stock exchange announcements,  
details of the current share price and information about macfarlane group’s business.
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1. graeme bissett
Chairman 
graeme bissett joined the board on  
11 may 2004 as a non-executive  
director, becoming chairman on 8 may 
2012. he is chairman of the nominations 
committee and a member of the 
remuneration committee. graeme has 
previously served as finance director  
of international groups and as a partner  
with arthur andersen and is currently 
chairman or non-executive director of  
a number of listed and private companies. 
he is chairman of children 1st, the 
children’s welfare charity, and is a 
member of the council of the institute  
of chartered accountants of scotland. 
given his relevant financial experience, 
graeme assumed the chair of the audit 
committee during 2004 and continued  
in this role until 31 december 2012.

2. peter atkinson
Chief exeCutive
peter joined macfarlane group as  
chief executive on 6 october 2003.  
he has a strong sales and marketing 
background through his career at procter  
& gamble and s.c. Johnson. peter also 
has significant general management 
experience gained during his time at 
gkn plc and its joint venture partners 
where he worked from 1988 to 2001  
in a number of senior executive roles  
in their business-to-business operations.  
he has a successful track record of  
both business turnarounds and business 
development with extensive exposure to 
international business, having worked in 
the uk, continental europe and the usa. 
from 2000 to 2003, he was responsible 
for the us automotive and materials 
handling businesses of brambles industries 
plc. peter was a non-executive director  
of speedy hire plc until July 2011.

3. John love
finanCe direCtor
a member of the institute of chartered 
accountants of scotland, John has been 
with the group for seventeen years and 
was appointed finance director on 12 
July 1999. he was with deloitte and its 
predecessor firms for sixteen years before 
joining macfarlane group in 1996. 

4. kevin mellor
non-exeCutive direCtor 
(senior independent direCtor)
kevin mellor joined the board on 11 may 
2004 as a non-executive director and is the 
group’s nominated senior independent 
director. he retired in 2007 as president  
of bax global for europe, middle east and 
africa. kevin adds significant operations 
experience to the board, having previously 
held senior executive positions at exxon, 
b.e.t. plc, tibbett & britten group plc and 
transport development group. he chairs 
the remuneration committee and is a 
member of the nominations committee  
and the audit committee. kevin will step 
down from the board at the annual general 
meeting on 7 may 2013 having served 
nine years as a non-executive director.

5. stuart paterson
non-exeCutive direCtor 
stuart paterson joined the board on  
1 January 2013 as a non-executive director. 
he is a chartered accountant and is 
currently chief financial officer at forth 
ports limited, joining in march 2011 when it 
was listed on the london stock exchange. in 
June 2011, the company was acquired by 
arcus infrastructure partners. prior to his 
current role, stuart was chief financial 
officer of Johnston press plc from 2001  
to 2010 and previously worked in senior 
financial management roles at the 

direCtors and advisers

electronics group motorola corporation, 
and then as group finance director and 
then managing director europe for 
aggreko plc, the global power hire group. 
he served as a non-executive director with 
devro plc from 2006 to 2012, where he 
chaired the audit committee. stuart 
succeeded graeme bissett as chairman  
of the audit committee on 1 January 2013 
and is also a member of the remuneration 
and nominations committees.

6. mike arrowsmith
non-exeCutive direCtor
mike joined the board on 26 september 
2012. he was group chief executive  
of linpac group ltd, a market-leading 
international food and consumer 
packaging company with manufacturing 
operations across five continents and  
sales of £1.1 billion, from 2005 to 2010.  
prior to this he worked for tibbett & britten 
group plc, the £1.5 billion third party 
logistics group, from 1999 to 2005, 
joining the board in a senior commercial 
role before leading the transformation  
of the group as chief executive from  
2001 to 2004 prior to its sale to exel plc.  
mike served as a non-executive director  
of enodis plc from 2004 to 2008. mike is  
a member of the audit, remuneration and 
nominations committees. 

7. andrew Cotton
Company seCretary
andrew joined macfarlane group in 1999 
as finance director of the labels business. 
he then moved to macfarlane group’s 
head office in glasgow in 2001 where he 
is now part of the executive team leading 
corporate development, acquisitions and 
disposals. andrew was appointed 
company secretary on 3 august 2001.

registration 
number 
no. sc004221  
registered in 
scotland

Company 
seCretary 
andrew cotton

 registered 
offiCe
 21 newton place 
glasgow g3 7py 
t: 0141 333 9666 
f: 0141 333 1988

prinCipal 
bankers
lloyds banking 
group plc 
110 st. vincent st. 
glasgow g2 5er

soliCitors
dundas & wilson 
cs llp 
saltire court 
20 castle terrace 
edinburgh eh12eg

 wright Johnston 
& mackenzie llp 
302 st vincent st. 
glasgow g2 5rZ

stoCkbrokers
oriel securities ltd 
150 cheapside 
london ec2v 6et

speirs & Jeffrey ltd  
36 renfield street  
glasgow g2 1na

independent 
auditor
kpmg audit plc 
 191 west george street 
glasgow g2 2l J

registrars
equiniti  
aspect house  
spencer road  
lancing 
west sussex  
bn99 6da

1. 2. 3. 4. 5. 6. 7.
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energy usage
the group’s total energy consumption  
per £1,000 of sales increased in 2012  
by 3.0% as set out below:

macfarlane group has a responsibility to 
ensure that through its business operations 
it impacts positively on society. in order to 
achieve this we have a series of programmes 
focused on environmental care, improving 
the customer experience and increasing 
employee engagement.

corporate responsibility (cr)  
leadership comes from an internal 
committee consisting of members from  
a cross section of the group led by the 
chief executive. the key objectives of  
the cr committee are: 

>  to improve the awareness of cr across 
the group; 

>  to develop and implement cr action 
plans that support the cr strategy;

>  to ensure that cr becomes an integral 
part of daily operational activities; and

>  to monitor and report on cr 
performance using agreed key 
performance indicators (kpi’s). 

the environment
Co2 emissions
the group aims to reduce its carbon 
footprint through a proactive approach, 
assessing and monitoring the impact across 
our range of business activities. energy and 
fuel consumption is centrally managed, 
which enables the group to target 
reductions in carbon emissions. however 
during 2012 for every £1,000 of product 
sold, the group increased its co2 emissions 
by 5.7% compared to 2011, reflecting the 
impact of sales price deflation. details are 
as set out in the table below:

Corporate responsibility

Co2 kg/£000 sales

2012 2011 2010

distribution 38.6 37.4 39.4

manufacturing 111.3 100.9 102.3

group 52.5 49.6 53.3

energy mwh/£000 sales

2012 2011 2010

distribution 0.04 0.02 0.03

manufacturing 0.18 0.19 0.21

group 0.07 0.06 0.07

litres/£000 sales

2012 2011 2010

distribution 10.62 10.84 11.77

manufacturing 12.08 12.17 11.60

group 10.89 11.10 11.73

fuel usage
the packaging distribution business uses 
paragon fleet controller to calculate the 
most efficient and cost effective means  
of managing the delivery of products to  
its customers. in 2012 the group fuel 
consumption was reduced by 4.1% per 
£1,000 of sales through better route 
planning and the introduction of more 
efficient vehicles as set out below:

waste management 
in 2012 a comprehensive review of all our 
uk sites resulted in further waste reductions 
in overall tonnage and levels of landfill 
waste. almost 90% of our waste streams 
are now recycled and we will continue to 
work to improve this level of performance. 
the focus in 2013 will be to increase the 
level of recycling in the labels business, 
whose by-products have traditionally  
been more difficult to recycle.

environmental Care
we are committed to reducing the impact 
of our activities on the environment and  
we work closely with our suppliers and 
partners to use sustainable materials and 
resources wherever practical. we support 
our customers in their efforts to reduce their 
environmental impact through their choice 
of packaging products. our environmental 
product matrix, developed in conjunction 
with our suppliers, enables customers to 
choose fit for purpose packaging solutions 
that embrace the ‘reduce, reuse and 
recycle’ ethos.

all of our packaging sites are registered to 
bsi iso 14001 environmental management 
standard, an internationally recognised 
standard on environmental management. 
registration involves a process of continual 
assessment providing instant market  
place recognition of our commitment  
to reducing the impact of the business  
on the environment.

Carbon reporting
in line with the forthcoming legislation  
on carbon reporting we are currently 
establishing the systems to collate and 
report the information in order to meet  
our obligations.

we use paragon  
fleet controller to 
calculate the most 
efficient and cost 
effective means  
of managing the  
delivery of products  
to customers.
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the Customer experienCe
Customer feedbaCk
we survey all our customers annually to 
evaluate our performance against a range 
of key metrics. the survey is also used to 
explore customers’ thoughts and validate 
requirements for new and planned 
product and service initiatives. 

in a difficult economic environment we 
were pleased that in 2012 81% of our 
distribution customers have rated our 
service as excellent or good. the 2012 
survey rating was slightly down versus the 
2011 rating and reflects the increasingly 
high levels of service our customers 
require. we will be working closely  
with our customers in 2013 to make the 
required enhancements to our service in 
order to meet their increased expectations.

in 2012 we formally surveyed our 
customers in the labels and design and 
manufacture businesses for the first time. 
we had an encouraging response to the 
surveys in both businesses and the 
excellent/good ratings were 84% in labels 
and 86% in design and manufacture.

sales order management
the use of customer connect and  
www.macfarlanepackaging.com 
encourages a paperless communication  
of orders and reduces the cost of 
transactions. in the distribution business  
in 2012 the combined sales from customer 
connect and macfarlanepackaging.com 
resulted in 17.5% of orders being 
electronically transacted compared  
with 16.3% in 2011.

eleCtroniC doCuments
to further reduce paper usage, the  
group is encouraging customers to 
receive documentation electronically.  
in 2012 over half our invoices were 
delivered electronically.

health and safety
the health, safety and welfare of 
colleagues, customers and suppliers are 
key business objectives within the group. 
the group’s approach to health and 
safety is based upon the best practice 
guidelines issued by the health and safety 
executive (hse). there is a dedicated 
health and safety manager in the 
business who works with local health and 
safety teams to ensure health and safety 
knowledge and standards are effectively 
applied on a consistent basis.

at each business health and safety is  
a main agenda item at all formal monthly 
review meetings and each month every 
operating site in the group is internally 
assessed and graded on their health  
and safety performance. in addition there 
are regular meetings whereby meaningful 
communication and consultation with 
local health and safety representatives  
is undertaken to ensure both group  
and local health and safety objectives 
are achieved.

the group board also reviews a monthly 
report on health and safety at each 
meeting and monitors any actions flowing 
from them. the report covers reportable 
incidents, non-reportable incidents and 
near misses. the accident frequency  
rate (“afr”) representing the number  
of reportable incidents per 100,000  
man-hours worked is shown below:

aCCident frequenCy rate

2012 2011 2010

distribution 0.00 0.64 0.78

manufacturing 0.70 0.65 0.85

group 0.24 0.64 0.81

maCfarlane group websites
our web-based service, 
macfarlanepackaging.com enables 
existing and potential customers to  
research and evaluate our product, 
pricing and service offer and buy 
packaging over the internet. in 2012  
new websites were launched to support 
our design and manufacture business  
(macfarlanemanufacturing.com) and our 
labels business (macfarlanelabels.com). 
existing and potential customers can  
now access our product and service 
range online.

the employee experienCe
macfarlane group recognises the 
importance of ensuring the best people 
are recruited, developed and retained 
and to ensure a safe, diverse working 
environment that promotes good employee 
relations at all levels within the business.

training
the group invests in training in order  
to equip individuals with the skills and 
knowledge required to best serve the 
customer and to ensure they fulfil their 
personal potential. on average in 2012 
each employee was engaged in 12 hours 
of formal training. in addition there was 
an additional 3,500 hours of training 
linked to project enterprise – the upgrade 
of our erp system. the group also offers 
external training and coaching to develop 
career progression for key individuals.  
in 2012 we had 10 individuals on 
company-sponsored further education 
and coaching programmes.

employee engagement
we conducted employee surveys across 
the business in 2012 with a good response 
rate and constructive feedback. in 
addition there are role-specific forums, 
regular more informal review meetings 
and business update sessions that provide 
the opportunity for an open two-way 
dialogue with all our employees. 

the group continues to make progress in 
its performance against the identified cr 
objectives. during 2013 we will maintain 
the focus on our three cr programmes 
and implement new initiatives in order  
to ensure our performance improvement 
can be sustained.
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report of the direCtors

the directors present  
their annual report  
and the audited financial 
statements of the group 
for the year ended  
31 december 2012.

prinCipal aCtivities
there were no significant changes in  
the continuing activities of the company 
and its subsidiaries during 2012,  
which continue to be the distribution  
of packaging materials and supply  
of storage services in the uk, the 
manufacture and supply of self-adhesive 
labels to a variety of fmcg customers  
in the uk and europe, the manufacture 
and supply of resealable labels to a 
variety of customers in the uk, europe  
and the usa and the design, manufacture 
and assembly of timber, corrugated and 
foam-based packaging materials in the 
uk. details of the principal subsidiary 
companies and their activities are set  
out on page 68.

review of the business
a review of the business during and 
following the end of the financial year and 
comments on future developments in the 
group are contained in the chairman’s 
statement on page 1, business review on 
pages 6 to 13, corporate responsibility 
report on pages 16 and 17, which form 
part of the report of the directors.  
the directors in preparing this business 
review have complied with section 417  
of the companies act 2006.

Corporate governanCe
the information that fulfils the requirement of 
the corporate governance statement can be 
found in the corporate governance section 
on pages 24 to 29 (and is incorporated 
into this report by reference) with the 
exception of the information referred to in 
the financial services authority disclosure 
and transparency rules 7.2.6, which is 
located within this report.

Cautionary statement
the chairman’s statement on page 1  
and the business review on pages 6 to 13 
have been prepared to provide additional 
information to members of the company 
to assess the group’s strategy and the 
potential for the strategy to succeed.  
it should not be relied on by any other 
party or for any other purpose.

this report and the financial statements 
contain certain forward-looking statements 
relating to operations, performance and 
financial status. by their nature, such 
statements involve risk and uncertainty 
because they relate to events and depend 
upon circumstances that will occur in the 
future. there are a number of factors, 
including both economic and business risk 
factors that could cause actual results or 
developments to differ materially from those 
expressed or implied by these forward-
looking statements. these statements are 
made by the directors in good faith based 
on the information available to them up to 
the time of their approval of this report.

results and dividends 
the group’s profit before tax from 
continuing activities was £5,907,000 
(2011 – £3,874,000). this results in  
a profit for the year of £4,190,000  
(2011 – £3,419,000).

the directors declared an interim dividend 
of 0.50p, which was paid on 11 october 
2012 (2011 – 0.50p per share).  
the proposed final dividend of 1.05p per 
share (2011 – 1.05p per share) is subject  
to approval by shareholders at the annual 
general meeting in may 2013 and has  
not been included as a liability in these 
financial statements.

Capital struCture
the group funds its operations from  
a number of sources of cash, namely 
operating cash flow, bank borrowings, 
finance lease borrowings and shareholders’ 
equity, comprising share capital, reserves 
and retained earnings, where appropriate. 
the group’s objective is to achieve a capital 
structure that results in an appropriate cost 
of capital whilst providing flexibility in 
immediate and medium-term funding  
so as to accommodate any material 
investment requirements.

details of the authorised and issued share 
capital are shown in note 19 and there 
were no movements during 2011 or 2012. 
the company has one class of ordinary 
share, which carries no right to fixed 
income. each share carries the right to one 
vote at general meetings of the company. 
there are no specific restrictions on the size 
of a holding nor on the transfer of shares, 
which are both governed by the articles of 
association and prevailing legislation. the 
directors are not aware of any agreements 
between holders of the company’s shares 
that may result in restrictions on the transfer 
of securities or on voting rights.

details of the company’s employee share 
ownership trust (“esot”) are given in note 
20. the esot has waived its right to receive 
dividends but exercises its right to vote. 
details of the company’s all employee 
share ownership plan (“aesop”) are given 
in note 24. the aesop receives dividends 
and exercises its right to vote.

no person has any special rights of 
control over the company’s share capital 
and all issued shares are fully paid.

the company is governed by its articles 
of association, the uk corporate 
governance code and the companies 
act 2006 with regard to the appointment 
and replacement of directors. the articles 
may be amended by special resolution of 
the shareholders. the powers of the 
directors are detailed in the corporate 
governance report on pages 24 to 29.

at the last annual general meeting on  
8 may 2012, the directors were given 
authority to allot further ordinary shares 
beyond those committed to the share 
option schemes or long term incentive 
plans up to an aggregate amount of 
£1,437,738. that authority expires  
at the conclusion of the forthcoming 
annual general meeting. a special 
resolution will be put to shareholders to 
renew for a further year the authority over 
the existing unissued and uncommitted 
ordinary share capital. this authority is 
limited to a maximum nominal amount of 
£1,437,738. as in previous years, the 
directors have no current intention of 
exercising that authority.

no authority will be sought at the 2013 
annual general meeting to enable the 
company to purchase its own shares. 
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signifiCant agreements
no agreements that take effect, alter or 
terminate upon a change of control of the 
company following a takeover bid are 
considered to be significant in terms of 
their likely impact on the business of the 
group as a whole. 

substantial holdings of 
shares in the Company
the company has received notification 
prior to 5 march 2013 in accordance 
with chapter 5 of the disclosure and 
transparency rules of the following voting 
rights as a shareholder of the company.

the company or any of its subsidiaries. 
the statement of directors’ interests in  
the ordinary share capital of macfarlane 
group plc is contained in the board 
report on directors’ remuneration on 
page 21.

there are no agreements between the 
company and its directors or employees 
that provide for compensation for loss of 
office or employment that occurs because 
of a takeover bid.

direCtors’ and offiCers’ 
liability insuranCe
the company has maintained directors’ 
and officers’ liability insurance cover 
throughout the financial year. the 
company made qualifying third party 
indemnity provisions for the benefit of 
directors in 2009, which remain in force.

these provisions have been extended to 
cover the recently appointed directors, 
michael arrowsmith, stuart paterson and 
bob mclellan.

employee share sChemes
during 2012, no options were exercised 
under the group’s share option schemes or 
long-term incentive plans. options previously 
granted over 361,000 ordinary shares 
lapsed during 2012. details relating  
to options granted to parent company 
directors are set out in the report on 
directors’ remuneration on page 21.  
all remaining options outstanding under  
the company’s share option schemes are 
set out in note 24 to the financial statements.

the remuneration committee supervises 
the grant of share incentives, which are 
only capable of being exercised if the 
performance condition to which they are 
subject has been satisfied. the remuneration 
committee will specify the performance 
condition at the time of the grant of the 
share incentive, having regard to the 
objectives of the company and to market 
practice at the relevant time. 

further detail is given in the report on 
directors’ remuneration on page 23.

fixed assets
in the opinion of the directors the current 
open market value of the group’s interests in 
land and buildings does not differ materially 
from the book value. the movements in 
property, plant and equipment are set out  
in note 10 to the financial statements.

finanCing poliCy and 
finanCial instruments
the group’s policies are set out in the 
financial review section of the business 
review on pages 12 and 13.

supplier payments
the group negotiates terms with suppliers 
and settles liabilities in accordance with 
these terms and normal business practice. 
all companies in the group follow this 
policy and the staff who deal with 
payments to suppliers are made aware  
of it. further details of the policy are made 
known to suppliers on request. 

at 31 december 2012 the group had an 
average of 73 days purchases outstanding 
in trade payables (2011 – 76 days).

employees
the group policy is to encourage the 
employment of disabled persons where the 
disabilities do not hinder these persons in 
the performance of their duties. where an 
employee becomes disabled every effort is 
made to ensure that their employment with 
the group continues and that appropriate 
training is arranged. registered disabled 
persons, once employed, receive equal 
opportunities for training, career 
development and promotion.

the group recognises the importance  
of meaningful communication and 
consultation in maintaining good employee 
relations. this is achieved through formal 
and informal meetings across all business 
units. there are specific events or briefings 
to communicate the performance of the 
previous year and to outline plans for the 
year ahead. 

politiCal and Charitable 
Contributions
charitable donations of £7,000 were 
made during 2012 (2011 – £4,000) 
principally to charities in the communities 
in which the group operates. no political 
donations were made in either year. 

speCial business
a special resolution will be put to 
shareholders to renew for a further year 
the authority over the existing unissued 
and uncommitted ordinary share capital. 
this authority is limited to a maximum 
nominal amount of £1,437,738.

disClosure of information  
to auditor
the directors who held office at the  
date of approval of this directors’ report 
confirm that, so far as they are each 
aware, there is no relevant audit 
information of which the company’s 
auditor is unaware; and each director has 
taken all the steps that they ought to have 
taken as a director to make themselves 
aware of any relevant audit information 
and to establish that the company’s 
auditor is aware of that information. 

independent auditor
there will be a resolution proposing the 
re-appointment of kpmg audit plc as the 
company’s auditor at the forthcoming 
annual general meeting.

by order of the board 

andrew Cotton 
company secretary  
5 march 2013

substantial holdings

numBeR  
of shaRes  

held %

funds managed or advised by  
discretionary unit fund managers limited 20,659,184 17.96%

funds managed or advised  
by unicorn asset management 7,685,086 6.68%

funds managed or advised  
by henderson global investors 6,475,000 5.63%

kpg investment holdings limited 4,445,049 3.86%

funds managed or advised  
by chelverton asset management limited 4,200,000 3.65%

lord macfarlane of bearsden kt  
and lady macfarlane 3,533,170 3.07%

direCtors
the names of the directors in office  
at 31 december 2012, who served 
throughout the year together with short 
biographical details, are set out on page 
15. details are also included for stuart 
paterson, who was appointed a director on 
1 January 2013. the board considers all its 
non-executive directors to be independent.

michael arrowsmith and stuart paterson 
were appointed as directors of the 
company on 26 september 2012 and 1 
January 2013 respectively. in accordance 
with the articles of association, they shall 
offer themselves for election at the annual 
general meeting in 2013. both michael 
arrowsmith and stuart paterson have 
letters of appointment with the company 
dated 26 september 2012 with a notice 
period of three months. bob mclellan was 
appointed as a director of the company 
on 5 march 2013 and accordingly will 
also offer himself for election at the agm 
in 2013.

graeme bissett retires by rotation at the 
annual general meeting in may 2013 
and offers himself for re-election. graeme 
has a letter of appointment with the 
company dated 30 march 2012 with  
a notice period of six months.

archie hunter retired from the board  
on 8 may 2012.

kevin mellor will step down from the 
board at the annual general meeting  
in 2013, having served nine years as  
a non-executive director.

no director, either during or at the end  
of the financial year, had an interest in 
any contract relating to the business of  
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the emoluments of executive directors and the structure of bonus schemes are determined by the  
remuneration committee. 

bonuses are based on performance targets described on page 22 for the year to 31 december 2012. 

bonuses of £45,000 (2011 – £nil) and £21,000 (2011 – £nil) have been awarded to p.d. atkinson  
and J. love respectively for 2012 based on the achievement of financial objectives. discretionary bonuses  
of £25,000 (2011 – £15,000) and £3,000 (2011 – £7,000) have also been awarded to p.d. atkinson  
and J. love respectively for 2012 based on the achievement of non-financial objectives.

(ii) direCtors’ pension entitlements
J. love, one of the executive directors, is a member of macfarlane group plc pension & life assurance scheme 
(1974), the group’s defined benefit pension scheme. details of benefits accruing under the scheme are shown below: 

report on direCtors’ remuneration

introduCtion
this report is prepared in accordance  
with schedule 8 to the accounting 
regulations under the companies act 
2006. the report also meets the relevant 
requirements of the listing rules of the 
financial services authority. it describes 
how the board has applied the principles 
relating to directors’ remuneration in the 
uk corporate governance code issued  
in June 2010. as required by the act,  
a resolution to approve this report will be 
proposed at the annual general meeting 
on 7 may 2013 at which the financial 
statements will be proposed for adoption.

the act requires the auditor to report to 
the company’s members on certain parts 
of the report on directors’ remuneration 
and to state whether, in their opinion, 
those parts of the report have been 
properly prepared in accordance with  
the accounting regulations. this report 
has therefore been divided into separate 
sections in respect of audited and 
unaudited information.

direCtors’ pension entitlements

YeaRs 
of seRvice

accRued 
Pension 

31 decemBeR
2012

£000 P.a.

incRease in
 accRued 

Pension in
2012

£000 P.a.

accRued
Pension 

31 decemBeR
2011

£000 P.a.

J. love 17 34 2 32

tRansfeR 
value

31 decemBeR
2012
£000

contRiButions
 made BY the
 diRectoR in 

2012
£000

incRease in 
2012 tRansfeR
 value net of

 contRiButions
£000

tRansfeR 
value

31 decemBeR
2011
£000

J. love 508 8 57 443

emoluments

fees/ 
salaries 

£000

annual 
bonus 
£000

pension
allowance 

£000

benefits  
in kind

£000

total
2012
£000

total
2011
£000

Chairman

g. bissett (from 8 may 2012) 50 – – – 50 29
a.s. hunter (to 8 may 2012) 22 – – – 22 61

exeCutive direCtors

p.d. atkinson 309 70 68 15 462 390
J. love 144 24 – 4 172 157

non-exeCutive direCtors

k.d. mellor 29 – – – 29 29
m. arrowsmith (from 26 september 2012) 8 – – – 8 –

562 94 68 19 743 666

pension contributions 14 33
757 699

audited information
the emoluments of the parent company directors are shown below:

(i) emoluments

the increase in accrued pension, net of inflation, is £2,000 per annum for J. love. the related increase in 
transfer value, net of inflation and director’s contributions, is £57,000.

the company provided pension contributions for p.d. atkinson during 2011 totalling £19,000, which were 
paid into a pension scheme. contributions since that date of £68,000 in 2012 (2011 – £51,000) plus the 
related employer’s national insurance contributions have been paid as a pension allowance.
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(iii) shareholdings
the directors at 31 december 2012 and their interests in ordinary shares of macfarlane group plc were as follows:

shareholdings

2012
Beneficial

2012 
oPtion

2011
Beneficial

2011 
oPtion

g. bissett 343,750 – 293,500 –

p.d. atkinson 745,300 551,372 745,300 551,372

m. arrowsmith (appointed 26 september 2012) 100,000 – – –

J. love 725,000 – 675,000 112,000

k.d. mellor 170,000 – 170,000 –

p.d. atkinson’s beneficial holding includes 90,500 shares held by his daughter, who is classified as a connected party (2011 – 90,500). 
messrs g. bissett, m. arrowsmith and k.d. mellor are non-executive directors and do not hold share options in the company.

s. paterson was appointed as a non-executive director of the company on 1 January 2013. at that date he had a beneficial interest  
of 79,550 ordinary shares in the company. as a non-executive director, s. paterson does not hold any share options in the company.

none of the directors has any non-beneficial holdings in the company.

no changes occurred in the directors’ holdings between 1 January 2013 and 5 march 2013.

(iv) direCtors’ share options

direCtors’ share options

2011 laPsed 2012 exeRcise PRice note below exeRcise PeRiod

p.d. atkinson 551,372 – 551,372 26p 1 29 october 2007 – 28 october 2014

J. love 112,000 (112,000) – 88p 2

1.  the macfarlane group plc executive share option scheme 2000. 
the performance condition relating to this option required total shareholder return (“tsr”) of between 10% and 15% per annum 
over three years from the date of grant for vesting between 40% and 100% of the value of the option respectively. no re-testing of 
the option was allowed. 551,372 of the maximum award of 961,538 shares vested on 29 october 2007. none of these options 
have been exercised at 5 march 2013.

2.  the macfarlane group plc executive share option scheme 2000. 
the performance condition relating to these options required earnings per share growth of 3% above rpi over a three-year period. 
this performance condition was not satisfied and the option lapsed on 4 april 2012.

(v) share priCe
the share price at 31 december 2012 was 28.00p, compared with 18.75p at 31 december 2011. the range of transaction prices for 
macfarlane group shares during 2012 was 16.00p to 28.50p for each ordinary share of 25p.
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report on direCtors’ remuneration

unaudited information

remuneration Committee
the company seeks to establish a 
remuneration committee, constituted in 
accordance with the recommendations  
of the uk corporate governance code 
(“the code”). there was a period from  
8 may 2012 to 25 september 2012  
as explained on page 24 when the 
provisions of the code were not met.

none of the members of the remuneration 
committee during 2012 has any  
personal financial interests, other than  
as a shareholder, in the matters to be 
decided, conflicts of interests arising  
from cross-directorships or any day-to-day 
involvement in running the business.

the remuneration committee determines 
the individual remuneration packages of 
executive directors. the committee makes 
recommendations to the board on its 
proposals and has access to external 
professional advice. during 2012 the 
committee used the services of aon hewitt 
to advise on certain aspects of directors’ 
remuneration. aon hewitt also provides 
other actuarial and administration services 
to the company and the trustees of the 
group’s final salary pension scheme. 

the remuneration committee meets 
routinely three times each year with  
other meetings convened as considered 
necessary. individual attendance details 
can be found within the corporate 
governance report. the committee’s 
terms of reference are available on the 
group website (www.macfarlanegroup.
com) and its responsibilities include:

(i) setting, reviewing and recommending 
to the board the group’s overall 
remuneration policy and strategy;

(ii) setting, reviewing and approving 
individual remuneration packages for 
executive directors and the chairman;

(iii) considering the provisions of service 
agreements for executive directors, in 
particular the terms of any notice periods;

(iv) reviewing the salary structure and terms, 
conditions and benefits of employment for 
the chief executive and his direct reports;

(v) approving long-term incentive plan 
awards and the performance conditions 
on the grant of awards;

(vi) reviewing the design of all long-term 
incentive plans for approval by 
shareholders; and

(vii) ensuring that all provisions regarding 
disclosure of remuneration and pensions, 
as set out in the act and the uk corporate 
governance code are fulfilled.

no director plays a part in any discussion 
about his own remuneration.

main Components of 
exeCutive direCtors’ 
remuneration paCkages

(i) basic salary and benefits
the remuneration committee reviews 
salaries annually, or where an individual 
has a change of responsibilities. when 
determining salary levels, individual 
performance, group performance  
and pay practices elsewhere within  
the group are taken into account. there 
was no pay increase in 2012 and there 
has been an increase of 2% in 2013  
in line with other employees.

(ii) performance related bonus
executive directors can earn incentive 
payments based on group performance 
targets and individual performance 
objectives. in setting the group 
performance targets, the committee  
takes account of the board’s expectation  
for the year and how these relate to external 
expectations. the maximum payment for 
2012 was 50% of basic salary with 40% 
based on financial objectives and a further 
10% based on non-financial objectives, 
which is only payable if a minimum level  
of financial objectives are met. bonuses  
of £45,000 (2011 – £nil) and £21,000 
(2011 – £nil) have been awarded to p.d. 
atkinson and J. love respectively for 2012 
based on the achievement of financial 
objectives. discretionary bonuses of 
£25,000 (2011 – £15,000) and £3,000 
(2011 – £7,000) have also been awarded 
to p.d. atkinson and J. love respectively 
based on achievement of non-financial 
objectives. for 2013 the maximum payment 
will again be 50% of salary, 40% based  
on financial objectives and 10% based  
on non-financial objectives, with any bonus 
for achieving non-financial objectives only 
payable subject to achieving a minimum 
group performance target.

remuneration Committee membership

1 January 2012  
to 8 may 2012

8 may 2012  
to 25 september 2012

26 september 2012  
to 31 december 2012

1 January 2013  
onwards

kevin mellor (chairman)
graeme bissett
archie hunter

kevin mellor (chairman)
graeme bissett

kevin mellor (chairman)
graeme bissett
michael arrowsmith

kevin mellor (chairman)
graeme bissett
michael arrowsmith
stuart paterson

the remuneration committee chairman 
will be available to answer questions on 
any aspect of remuneration policy at the 
annual general meeting in may 2013.

remuneration poliCy
the group’s objective is that it should 
attract and retain executives of high  
calibre and that these executives should be 
rewarded in a manner encouraging value 
creation for shareholders. the committee 
is consulted on board appointments and 
measures the performance of the executive 
directors and key members of senior 
management in consultation with the 
chairman and chief executive as a basis 
for determining their annual remuneration 
packages. the remuneration committee 
determines executive remuneration and 
bonus scheme targets together with 
performance conditions under which  
long-term incentive plans operate.

the group’s policy is that the main 
elements in both executive directors’ 
remuneration packages are a basic  
annual salary (with benefits comprising  
a company car or company car allowance 
and private medical insurance), an annual 
performance-related bonus and long-term 
incentives and pension arrangements. a 
significant proportion of the packages are 
performance linked and designed to take 
account of the corporate strategy and risk 
profile. the committee takes a balanced 
view of remuneration policy considering 
each element relative to the market. the 
position against the market was originally 
established by research and analysis 
against a comparator group of public 
companies of similar size and complexity 
to the company. the intention is to ensure 
that the remuneration package is set at a 
competitive rate for comparable posts and 
that the achievement of clearly defined 
objectives will provide the opportunity to 
achieve attractive remuneration levels. the 
remuneration committee has concluded 
that the current policy remains appropriate.

pay and employment conditions in the 
overall group are taken into account 
when determining directors’ remuneration. 
directors’ salary increases were consistent 
with those for the overall group in 2012 
and this will again be the case in 2013.

the board of directors, having regard to 
the time commitment required and the level 
of fees in similar companies, determines 
remuneration for non-executive directors. 



 macfarlane group plc  annual report and accounts 2012 23report on directors’ remuneration

(iii) long-term incentives
the remuneration committee has 
responsibility for the share option schemes 
and long-term incentive plans in force. 

a performance share plan (“psp”) based 
on the following principles has operated 
from 1 January 2007 onwards:

>  a normal maximum award equivalent  
to 100% of salary each year;

>  a fixed 3 year performance period  
(with no re-testing); and

>  an incentive to drive both returns to 
shareholders and earnings growth with 
a performance condition based on both 
total shareholder return (“tsr”) and on 
earnings per share (“eps”).

the remuneration committee seeks third 
party confirmation of the extent to which 
psp targets are satisfied. it is the 
committee’s intention that an annual 
award will be considered and those 
eligible for an award will be kept under 
review. the committee decided to make 
no award in 2012 and retain a focus on 
performance related bonus.

(iv) pension arrangements
the group operates four types of pension 
scheme, one based on final pensionable 
salary, two based on defined contributions 
and a stakeholder pension plan. the final 
salary scheme was closed to new entrants 
during 2002. new employees of the 
group are eligible to join one of the 
defined contribution schemes after a 
suitable qualifying period.

J. love is an active member of the final 
salary scheme with retirement benefits 
based on pensionable earnings in the years 
prior to retirement, which is consistent with 
other members of the final salary pension 
scheme. bonuses for directors do not form 
part of pensionable earnings. where the 
group’s pension schemes are restricted in 
respect of any executive director by reason 
of the scheme’s specific cap, the company 
may contribute to an alternative pension 
arrangement for the executive director  
and the remuneration committee keeps  
this under review.

in the period to 5 april 2011 contributions 
to self-standing pension arrangements 
were provided for p.d. atkinson in 
accordance with the terms of his service 
contract. thereafter a pension allowance 
of the equivalent value was paid.

there have been no changes to either  
of the executive directors’ pension 
entitlements during 2012. there are no 
unfunded pension commitments or similar 
arrangements for current or previous 
executive directors.

performanCe graph
the following graph shows the 
company’s performance, measured  
by total shareholder return, compared 
with the performance of the ftse all-
share index for support services, also 
measured by total shareholder return. 
the index for support services has been 
selected because it includes a range of 
companies, which the remuneration 
committee consider to be the best 
available comparison for the company  
for this purpose.

neither the chairman nor the non-executive 
directors have a service contract; instead 
they hold letters of appointment for periods 
not exceeding three years, subject to 
review and re-election at annual general 
meeting. letters of appointment for messrs 
g. bissett, k.d. mellor, m. arrowsmith,  
s. paterson and r. mclellan are dated  
30 march 2012, 5 may 2011,  
26 september 2012, 26 september 2012 
and 5 march 2013 respectively. g. bissett, 
m. arrowsmith, s. paterson and r. mclellan 
are due to be proposed for re-appointment 
and appointment respectively, at the 
annual general meeting on 7 may 2013.  
these letters contain a notice period of 
three months for either party except in the 
case of the chairman where six months 
notice is required.

details of the directors seeking appointment 
and re-appointment at the 2013 annual 
general meeting are set out in the report 
of the directors on page 19. all letters  
of appointment will be available for 
inspection prior to the annual general 
meeting on 7 may 2013.

approval
this report was approved by the board  
of directors on 5 march 2013 and signed 
on its behalf by

k.d. mellor 
chairman of the remuneration committee

performanCe graph
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direCtors’ serviCe ContraCts
p.d. atkinson and J. love have service 
contracts dated 6 october 2003 and  
11 october 1999 respectively, each  
with a standard notice period of one year. 
both service contracts terminate on the 
individual attaining the age of 65.

the committee considers the length of  
the notice periods to be in the best interests  
of the company in maintaining the services 
of its key directors. nevertheless, the 
remuneration committee also supports  
the principle of mitigation and phased 
payments relative to any settlement on the 
departure of an executive director and the 
committee is authorised to take legal advice 
in respect of any settlements to be proposed.

executive directors are entitled to accept 
appointments outside the company 
provided the board’s permission is 
obtained, thus ensuring that the commitment 
does not conflict with their duties to the 
company. the board may require the fees 
from such appointments to be accounted 
for to the company. from January 2011 
until July 2011, peter atkinson was a 
director of speedy hire plc and he was 
allowed to retain the emoluments from  
this position, which was based on a time 
commitment of 19 days per annum.
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introduCtion
the company is committed to the principles 
of corporate governance contained in the 
uk corporate governance code issued in 
June 2010 (“the code”) by the financial 
reporting council (“frc”). the company’s 
compliance is set out in the narrative 
statement on pages 24 to 29 and for 
directors’ remuneration in the report on 
directors’ remuneration on pages 20 to 23.

ComplianCe
the company did not comply with all 
code provisions during 2012. following 
the appointment of an internal non-
executive candidate as chairman on  
8 may 2012 a process was undertaken  
to recruit new non-executive directors. 
during this process from 8 may 2012 to 
25 september 2012 the complement  
was limited to one non-executive director 
in addition to the chairman. this meant 
that the following provisions were not met:

>  b.1.2 as there was a period where there 
were fewer than two independent non-
executive directors;

>  c.3.1 as for a period the audit 
committee continued to be chaired by 
graeme bissett who became the new 
company chairman and comprised only 
one other non-executive director; and

>  d.2.1 as for a period the remuneration 
committee comprised only one non-
executive director and the chairman.

the appointment of mike arrowsmith on 
26 september 2012 brought the company 
into compliance with provisions b.1.2  
and d.2.1. 

the appointment of stuart paterson on  
1 January 2013 brought the company  
into compliance with c.3.1 as he was  
also appointed as chairman of the audit 
committee given his recent and relevant 
financial experience.

the company’s auditors, kpmg audit plc, 
are required to review whether the above 
statement reflects the company’s compliance 
with the nine provisions of the code specified 
for its review by the listing rules and to report 
if it does not reflect such compliance.

the board
the board currently comprises the 
chairman, three independent non-
executive directors and two executive 
directors. the names of the directors, 
together with their biographical details, 
which illustrate their range of experience, 
are set out on page 15. details of 
executive directors’ service contracts are 
given in the report on directors’ 
remuneration and both service contracts 
have notice periods of one year.

the current board structure is in 
compliance with the code, which requires 
companies outside the ftse 350 to have 
at least two independent non-executive 
directors. the directors believe that the 
board has an appropriate independent 
non-executive director complement with 
recent and relevant experience, which 
brings strong, independent judgement  
to the board’s deliberations.

non-executive directors contribute 
towards strategy and challenge the  
group strategy as well as scrutinising 
performance in meeting agreed  
objectives and monitoring the reporting  
of performance. they satisfy themselves as  
to the integrity of the financial information 
and that the financial controls and systems 
of risk management are robust and 
defensible. non-executive directors are 
given access to independent professional 
advice at the group’s expense, subject to 
certain limits and procedures, when it is 
deemed necessary in order for them to 
carry out their responsibilities. no such 
advice was sought during the year.

the company has maintained directors’ 
and officers’ liability insurance cover 
throughout the financial year. the 
company made qualifying third party 
indemnity provisions for the benefit of 
directors in 2009, and these remained  
in force throughout 2012 and to the time 
of this report.

details of the chairman’s other 
commitments are included in his 
biography on page 15. the board is 
satisfied that these do not interfere with  
the performance of his duties for the 
group, which is based on a commitment 
of approximately 45 days per annum.

the board considers its non-executive 
directors, kevin mellor, mike arrowsmith 
and stuart paterson to be independent 
both in character and judgement.  
none of these directors:

>  has been an employee of the group 
within the last five years;

>  has, or has had within the last three 
years, a material business relationship 
with the group;

>  receives remuneration other than  
a director’s fee;

>  has close family ties with any  
of the group’s advisers, directors  
or senior employees;

>  holds cross-directorships or has 
significant links with other directors 
through involvement in other companies 
or bodies;

>  represents a significant shareholder; or

>  has served on the board for more  
than nine years from the date of their  
first election.

the balance of the board’s skills and 
experience will be kept under review.

the roles of the Chairman  
and Chief exeCutive
the division of responsibilities between 
the chairman and the chief executive is 
clearly defined and has been approved 
by the board. the chairman is responsible 
for the running of the board, ensuring that 
all directors receive sufficient and relevant 
information on financial, business and 
corporate issues prior to meetings to allow 
all directors to bring independent 
judgement to bear on all issues.  
the chairman facilitates the effective 
contribution of non-executive directors 
and ensures effective communication  
with shareholders. as chief executive, 
peter atkinson’s responsibilities focus  
on managing the business and the 
implementation of the group’s strategy.

senior independent direCtor
the board appointed kevin mellor as 
senior independent director on 11 may 
2004. kevin is the director whom 
shareholders may contact if they feel their 
concerns are not being addressed and 
resolved through the existing mechanisms 
for investor communication. following the 
annual general meeting in may 2013, 
michael arrowsmith will assume the role 
of senior independent director.

re-eleCtion of direCtors
all directors submit themselves for 
re-election by shareholders at least once  
in every three-year period. the company 
is not a member of the ftse 350 index of 
companies and is therefore not required  
to comply with provision b.7.1 of the 
code, which requires all directors of 
companies in that index to be subject  
to annual re-election. at the 2013 agm, 
graeme bissett falls due to retire by 
rotation and, being eligible, offers himself 
for re-election. his letter of appointment 
will be available for shareholder review 
prior to the agm on 7 may 2013.

subject to the company’s articles of 
association, the companies acts and 
satisfactory performance evaluation,  
non-executive directors are appointed  
for an initial period of three years. before 
the third and sixth anniversary of the non-
executive directors’ first appointment, the 
chairman will discuss with the director 
whether it is appropriate for a further 
three-year term to be served. 

Corporate governanCe
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Company seCretary
andrew cotton, the company secretary, 
is responsible for advising the board 
through the chairman on all matters 
relating to corporate governance.  
under the direction of the chairman,  
the company secretary’s responsibilities 
include ensuring good information flows 
within the board, its committees and 
between executive management and  
non-executive directors. the company 
secretary also facilitates induction and 
assists with professional development  
for the board. all directors have access  
to the advice and services of the company 
secretary. the articles of association and 
the schedule of matters reserved for the 
board provide that the appointment and 
removal of the company secretary is  
a matter for the board as a whole.

board proCedures
the group is controlled through its board 
of directors. the board’s main roles are  
to set the group’s strategic objectives, 
guide and support management in 
achieving these objectives, create value 
and safeguard the interests of shareholders 
within the appropriate legal and regulatory 
framework. the board meets at least nine 
times a year and individual attendance  
at those and the board committee 
meetings is set out in the adjacent table.  
in 2012, four board meetings were held at 
operational locations to allow the board 
to meet management teams and further 
develop their understanding of the group. 
the directors’ responsibilities statement  
is set out on page 30.

the board has a formal schedule of 
matters reserved for its approval. the 
specific matters reserved to the board 
include setting the overall group’s strategy 
and approving an annual budget, 
reviewing management performance, 
approving acquisitions, divestments and 
major capital expenditure, monitoring 
returns on investment, reviewing the 
group’s systems of internal control and 
risk management and consideration of 
significant financing matters. the board 
has delegated to the management 
responsibility for the development and 
recommendation of strategic plans for 
consideration by the board, the 
implementation of the strategy and 
policies of the group as determined by  
the board, the delivery of the operating 
and financial plan, the approval of capital 
expenditure below board authority levels 
and the development and implementation  
of risk management systems.

regular reports and papers are circulated 
to the directors in a timely manner in 
preparation for board and committee 
meetings. these papers are supplemented 
by information specifically requested by 
the directors from time to time.

the directors receive monthly 
management accounts and a monthly 
report from the chief executive, which 
together with other papers enables them 
to scrutinise the group and management 
performance against agreed objectives. 
at each meeting, the board considers 
reports from the chief executive and the 
finance director.

board and Committee 
meetings
the number of regular board and 
committee meetings attended by  
each member during 2012 was:

where a director cannot attend a board  
or committee meeting, his comments  
on the papers to be considered at that 
meeting are relayed in advance to the 
relevant chairman.

professional development
on appointment, directors complete  
an induction programme designed to give  
them a thorough understanding of the 
group and its activities. they receive 
information about the group, the matters 
reserved for the board, the terms of 
reference and membership of the board 
committees, and the latest financial 
information. this is supplemented with  
visits to key locations and meetings with  
and presentations from senior management.

attendanCe by direCtors at board and Committee meetings

BoaRd
audit

 committee
RemuneRation

committee
nominations 

committee

graeme bissett – chairman (from 8 may 2012) 9 (9) 3 (3) 3 (3) 3 (3)**

archie hunter – chairman (to 8 may 2012) 4 (4) 1 (1)* 1 (1) 2 (2)

peter atkinson – chief executive 9 (9) –  – –

John love – finance director 9 (9) – – –

kevin mellor – senior independent director 8 (9) 3 (3) 3 (3) 3 (3)

michael arrowsmith – non-executive director 
(appointed 26 september 2012) 2 (3) 0 (1) 1 (2) 0 (0)**

figures in brackets indicate the maximum number of meetings in the period in which the individual was a board or committee member. 
* indicates that a non-executive director is attending but is not a member of the relevant committee; and
** indicates that the director did not attend the part of the meeting relating to his appointment or re-appointment.
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board performanCe 
evaluation
the board has established a formal 
process, led by the chairman, for the 
annual performance evaluation of the 
board, its committees and individual 
directors. all directors are made aware  
on appointment that their performance 
will be subject to regular evaluation.

the board has completed a self-
assessment questionnaire developed  
to take account of the areas identified in 
the financial reporting council guidance 
on board effectiveness. this includes 
specific reference to the strategic 
objectives and performance of the board 
and the performance and processes for all 
board committees. the results have been 
collated by the company secretary and 
reviewed by the board to identify any 
areas for improvement and to confirm 
objectives for the year ahead. the 
chairman then holds individual meetings 
with each of the directors to review 
performance and set individual objectives.

the chairman meets periodically with  
the non-executive directors without the 
executive directors present. led by the 
senior independent director, the non-
executive directors meet annually without 
the presence of the chairman to conduct a 
performance evaluation of the chairman.

relations with shareholders
the group maintains a corporate website 
(www.macfarlanegroup.com) containing 
a wide range of information of interest  
to institutional and private investors.  
detailed reviews of the performance and 
financial position are included in the 
business review on pages 6 to 13 of this 
report. the board uses this together with 
the chairman’s statement on page 1,  
the corporate responsibility report on 
pages 16 and 17 and the remainder of 
the report of the directors on pages 18 
and 19 to present its assessment of the 
company’s position and prospects.

the chairman maintains a regular 
dialogue with shareholders and gives 
feedback to the board on issues raised. 
the group has frequent discussions  
with institutional shareholders, including 
meetings led by the chief executive  
and the finance director, following the 
announcement of the annual financial 
results in march and the announcement  
of interim results in august. in addition,  
the group responds to individual requests 
for discussions from shareholders.

the board receives feedback on meetings 
with shareholders including broker feedback 
on meetings scheduled at the time of the 
preliminary announcement and the interim 
results. the senior independent director  
is available to meet with shareholders if they 
have concerns with contact through the 
normal channels of chairman, chief 
executive or finance director.

Corporate governanCe

all directors attend the annual general 
meeting and shareholders are invited  
to ask questions during the meeting  
and to meet directors after the formal 
proceedings have ended. all shareholders 
have an opportunity to raise questions 
with members of the board on matters 
relating to the group’s operations and 
performance at the meeting. details of  
the resolutions to be proposed at the 
annual general meeting can be found  
in the notice of meeting accompanying 
the annual report and accounts. in line 
with the requirements of the code, the 
results of proxy votes are disclosed at  
the annual general meeting and made 
available on the group website and the 
notice of meeting is sent out more than 
20 days in advance of the meeting.
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nominations Committee
the nominations committee met three 
times during 2012 and its terms of 
reference are available on the group 
website (www.macfarlanegroup.com).

the principal work undertaken by the 
nominations committee in 2012 was 

(a) to address the succession of the 
previous chairman through a rigorous 
process covering both internal and 
external candidates;

(b) to recruit non-executive directors  
with relevant experience, who would add 
value to the operation of the board; and

(c) to consider and recommend that the 
company propose for re-election any 
directors falling due for re-appointment  
at the annual general meeting.

the nominations committee undertook  
a programme in 2012 to address the 
succession of the chairman and to recruit 
new non-executive directors. in both cases 
external search consultancies were used 
to identify suitable candidates for the 
roles. this process sought to identify 
candidates from a broad background 
recognising the need to consider diversity 
of board membership. 

the senior independent director led  
the process to recruit a new chairman 
and, given that he was an internal 
candidate, graeme bissett was excluded 
from the committee. 

following his appointment, graeme 
bissett, the new chairman led the process 
to appoint new non-executive directors to 
add experience and strength to the board 
and also to ensure the relevant provisions 
of the uk corporate governance code 
were met. this culminated in the 
appointment of mike arrowsmith and 
stuart paterson in 2012 and bob mclellan 
in 2013. following a handover period, 
kevin mellor will step down from the 
board at the annual general meeting  
in 2013.

the committee’s responsibilities include 
reviewing the structure, size and 
composition of the board and giving full 
consideration to succession planning for 
directors and other senior executives.  
the nominations committee will continue 
to consider the mix of skills and experience 
that the board requires and seek the 
appointment of directors to meet its 
assessment of what is required to ensure 
that the board is effective in discharging 
its responsibilities.

in addition the committee met during 
2012 to consider proposing peter  
atkinson and John love for re-election  
at the annual general meeting on  
8 may 2012. both were recommended  
for re-election and this was approved  
by shareholders at the 2012 agm.

following a nominations committee  
held on 28 february 2013, the committee 
proposed graeme bissett for re-election  
at the annual general meeting on  
7 may 2013.

nominations Committee membership

1 January 2012  
to 8 may 2012

8 may 2012  
to 25 september 2012

26 september 2012  
to 31 december 2012

1 January 2013  
onwards

archie hunter (chairman)
graeme bissett
kevin mellor

graeme bissett (chairman)
kevin mellor

graeme bissett (chairman)
kevin mellor
michael arrowsmith

graeme bissett (chairman)
kevin mellor
michael arrowsmith
stuart paterson

remuneration Committee membership

1 January 2012  
to 8 may 2012

8 may 2012  
to 25 september 2012

26 september 2012  
to 31 december 2012

1 January 2013  
onwards

kevin mellor (chairman)
graeme bissett
archie hunter

kevin mellor (chairman)
graeme bissett

kevin mellor (chairman)
graeme bissett
michael arrowsmith

kevin mellor (chairman)
graeme bissett
michael arrowsmith
stuart paterson

remuneration Committee
the remuneration committee met three 
times during 2012 and its terms of 
reference are available on the group 
website (www.macfarlanegroup.com).

the principal work undertaken by the 
remuneration committee in 2012 was 

(a) to review performance against 2012 
financial and personal objectives and to 
conclude on the appropriate performance 
related reward for senior executives 
including the executive directors;

(b) to approve the financial and personal 
objectives for 2013 in relation to the 
performance related bonus;

(c) to consider the use of share based 
incentives, either using the long term 
incentive plan or within a saye scheme. 
these were considered but not felt to be 
appropriate at this time; and

(d) to approve the report on  
directors’ remuneration.

the work carried out by the remuneration 
committee is described within the report 
on directors’ remuneration, which is set 
out on pages 20 to 23.
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audit Committee
the audit committee chairman, graeme 
bissett, has recent and relevant financial 
experience being a chartered accountant, 
with substantial experience in the 
accountancy profession and senior 
financial roles in industry. he became 
company chairman on 8 may 2012  
but the board agreed to maintain his 
chairmanship of the audit committee until 
a successor was recruited. stuart paterson 
was appointed on 1 January 2013 and 
was also appointed as chairman of the 
audit committee. kevin mellor and 
michael arrowsmith have a wide range  
of commercial experience, as evidenced 
in the biographical details on page 15. 
the company chairman will attend 
meetings to give the committee the benefit 
of his relevant experience but he is no 
longer a member of that committee with 
effect from 1 January 2013. the audit 
committee met three times during 2012 
and its agenda is linked to events in the 
group’s financial calendar.

the committee’s terms of reference are 
displayed on the group website, (www.
macfarlanegroup.com) and its principal 
oversight responsibilities cover:

> internal control and risk management;

> internal audit;

>  external audit (including auditor 
independence); and

> financial reporting.

under its terms of reference, the audit 
committee monitors the integrity of the 
group’s financial statements and any formal 
announcements relating to the group’s 
performance. the committee is responsible 
for monitoring the effectiveness of the 
external audit process and making 
recommendations to the board in relation  
to the appointment, re-appointment and 
remuneration of the external auditor. it is 
responsible for ensuring that an appropriate 
relationship between the group and the 
external auditor is maintained, including 
reviewing non-audit services and fees.

the committee meets privately with  
the external and internal auditors and 
executive directors are invited to attend 
meetings as required. 

external audit. the committee’s terms of 
reference assign oversight responsibility for 
monitoring the independence, objectivity 
and compliance with ethical and regulatory 
requirements to the audit committee, and 
day–to-day responsibility to the finance 
director. the audit committee has ensured 
that the board and external auditor have 
safeguards in place to prevent auditor’s 
independence and objectivity being 
compromised. the external auditor also 
reports to the committee on the actions that 
they have taken to comply with professional 
and regulatory requirements and current best 
practice in order to maintain independence.

the committee has considered the 
likelihood of a withdrawal of the auditor 
from the market and noted that there are 
no contractual obligations to restrict the 
choice of external auditor. in accordance 
with best practice guidelines the audit 
partner from the firm of the external 
auditor is required to rotate off the audit 
engagement every five years.

the audit committee monitors regularly 
the non-audit services provided to the 
group by its external auditor. it’s policy  
is to keep all services provided by the 
external auditor under review so as to 
ensure the independence and objectivity 
of the external auditor, taking account of 
relevant professional and regulatory 
requirements. details of the amounts paid 
to the external auditor during the year for 
audit and other services are set out in note 
2 to the financial statements.

the audit committee also monitors the 
group’s arrangements by which staff may 
in confidence raise concerns about possible 
improprieties in matters of financial 
reporting and other areas including a 
whistle-blowing service to take calls from 
employees. brief details are included on  
the group website (www.macfarlanegroup.
com). all concerns will continue to be 
investigated at the earliest opportunity and 
the employee’s anonymity is preserved.

the audit committee chairman will be 
available to answer questions on any 
aspect of the work of the committee  
at the annual general meeting.

Corporate governanCe

audit Committee membership

1 January 2012  
to 8 may 2012

8 may 2012  
to 25 september 2012

26 september 2012  
to 31 december 2012

1 January 2013  
onwards

graeme bissett (chairman)
kevin mellor

graeme bissett (chairman)
kevin mellor

graeme bissett (chairman)
kevin mellor
michael arrowsmith

stuart paterson (chairman) 
kevin mellor
michael arrowsmith

the committee reviews annually the group’s 
system of internal control and processes 
for evaluating and monitoring the risks 
facing the group. the committee reviews 
the effectiveness of the internal audit function 
and its terms of reference on an annual 
basis and recommends to the board any 
changes required as a result of the review.

in 2012 the audit committee discharged 
its responsibilities by:

>  reviewing the group’s draft financial 
statements and interim results statement 
prior to board approval and reviewing 
the external auditor’s reports thereon;

>  monitoring compliance with international 
financial reporting standards; 

>  reviewing the output from the group-
wide process used to identify, evaluate 
and mitigate risks;

>  reviewing the effectiveness of the 
group’s internal controls and disclosures 
made in the annual report and financial 
statements on this matter;

>  agreeing a programme of work for  
the company’s internal audit function;

>  receiving reports from the head of 
internal audit on the work undertaken 
by internal audit and management 
responses to proposals made in the 
audit reports issued by the function 
during the year;

>  reviewing the external auditor’s plan  
for the audit of the group accounts 
which included confirmations of auditor 
independence and approval of the 
engagement letter; and

>  reviewing and approving the audit fee 
and keeping the level of non-audit fees 
paid to the group’s auditor under review.

during 2011 the committee undertook an 
audit tender process resulting in a 
recommendation to appoint kpmg audit 
plc as external auditor to the company. 
this was approved by shareholders at the 
annual general meeting in 2012.

the audit committee is responsible for  
the development, implementation and 
monitoring of the group’s position on 
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risk management and 
internal Control
the board is responsible for the group’s 
system of internal control and for 
reviewing its effectiveness. it is the role  
of management to implement the board’s 
policies on risk and control through the 
design and operation of appropriate 
internal control systems. such systems are 
designed to manage rather than eliminate 
the risk of failure to achieve business 
objectives and by their nature can only 
provide reasonable and not absolute 
assurance against material mis-statement 
or loss.

the board confirms that an ongoing 
process for identifying, evaluating and 
managing the significant risks faced by the 
group was in place in compliance with the 
guidance of the turnbull review group. 
the process has been in place throughout 
the year under review and has continued 
up to the date of approval of the annual 
report and financial statements. 

the board regularly reviews the group’s 
system of internal control. the board’s 
monitoring covers all controls including 
financial, operational and compliance 
controls and risk management. 

the key elements of the internal control 
process are:

>  formal board reporting on a monthly 
basis by the chief executive and the 
finance director;

>  formal board approval of the  
annual budget;

>  in 2009, the internal audit function was 
brought in-house and a head of internal 
audit appointed. certain parts of the 
internal audit plan may be outsourced 
when it is considered that specific 
expertise is required. the audit 
committee reviews the annual plan 
proposed by group management, 
receives copies of all reports and an 
update from the internal auditors on a 
six-monthly basis;

>  monthly and annual financial control 
checklists submitted by each business unit;

>  review by the audit committee of the 
conclusions of the group’s external 
auditor in its annual audit and interim 
review; and

>  a formal risk assessment process as set 
out below.

during the course of its review of the system 
of internal control, the board has not 
identified nor been advised of any failings 
or weaknesses which it has determined to 
be significant. therefore a confirmation in 
respect of the necessary actions has not 
been considered appropriate. 

each business has a risk register which  
is kept under review during regular  
review meetings within these businesses. 
the board reviews the risk register every 
six months so that it can maintain an 
overview of risks facing the business  
and ensure management have identified 
and implemented appropriate controls to 
address these risks, which are acceptable 
to the board. the risk register is taken into 
account in setting the internal audit 
programme each year.

the directors have continued to review  
the effectiveness of the group’s system  
of financial and non-financial controls.
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the directors are responsible for keeping 
adequate accounting records that are 
sufficient to show and explain the parent 
company’s transactions and disclose with 
reasonable accuracy at any time the 
financial position of the parent company 
and enable them to ensure that its 
financial statements comply with the 
companies act 2006. they have general 
responsibility for taking such steps as are 
reasonably open to them to safeguard the 
assets of the group and to prevent and 
detect fraud and other irregularities.

under applicable law and regulations, 
the directors are also responsible for 
preparing a directors’ report, directors’ 
remuneration report and corporate 
governance statement that complies  
with that law and those regulations.

the directors are responsible for the 
maintenance and integrity of the corporate 
and financial information included on the 
company’s website. legislation in the uk 
governing the preparation and 
dissemination of financial statements may 
differ from legislation in other jurisdictions.

responsibility statement 
we confirm that to the best of our knowledge:

>  the financial statements, prepared in 
accordance with the relevant financial 
reporting framework, give a true and 
fair view of the assets, liabilities, 
financial position and profit or loss  
of the company and the undertakings 
included in the consolidation taken  
as a whole; and

>  the business review, which is 
incorporated into the directors’ report, 
includes a fair review of the development 
and performance of the business and  
the position of the company and the 
undertakings included in the consolidation 
taken as a whole, together with  
a description of the principal risks  
and uncertainties that they face.

by order of the board 

peter d. atkinson John love 
chief executive finance director  
5 march 2013 5 march 2013

direCtors’ responsibilities statement

the directors are responsible for 
preparing the annual report and the 
group and parent company financial 
statements in accordance with applicable 
law and regulations.

company law requires the directors to 
prepare group and parent company 
financial statements for each financial 
year. under that law they are required  
to prepare the group financial statements 
in accordance with ifrss as adopted  
by the eu and applicable law and have 
elected to prepare the parent company 
financial statements in accordance  
with uk accounting standards and  
applicable law (uk generally accepted 
accounting practice).

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 group and parent company and  
of their profit or loss for that period.  
in preparing each of the group and  
parent company financial statements,  
the directors are required to:

>  select suitable accounting policies  
and then apply them consistently;

>  make judgements and estimates that  
are reasonable and prudent;

>  for the group financial statements,  
state whether they have been prepared 
in accordance with ifrss as adopted  
by the eu;

>  for the parent company financial 
statements, state whether applicable  
uk accounting standards have been 
followed, subject to any material 
departures disclosed and explained  
in the parent company financial 
statements; and

>  prepare the financial statements on  
the going concern basis unless it is 
inappropriate to presume that the 
group and the parent company will 
continue in business.
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independent auditor’s report to  
the members of maCfarlane group plC

we have audited the financial statements  
of macfarlane group plc for the year ended 
31 december 2012 set out on pages 32 to 
68. the financial reporting framework that 
has been applied in the preparation of the 
group financial statements is applicable law 
and international financial reporting 
standards (ifrss) as adopted by the eu. 
the financial reporting framework that 
has been applied in the preparation of  
the parent company financial statements 
is applicable law and uk accounting 
standards (uk generally accepted 
accounting practice).

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 
2006. 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.

respeCtive responsibilities of 
direCtors and auditors
as explained more fully in the directors’ 
responsibilities statement set out on page 
30, the directors are responsible for the 
preparation of the financial statements 
and for being satisfied that they give a true 
and fair view. our responsibility is to 
audit, and express an opinion on, the 
financial statements in accordance with 
applicable law and international 
standards on auditing (uk and ireland). 
those standards require us to comply with 
the auditing practices board’s ethical 
standards for auditors. 

sCope of the audit of the 
finanCial statements
a description of the scope of an audit  
of financial statements is provided on  
the financial reporting council’s website 
at www.frc.org.uk/auditscopeukprivate.

opinion on finanCial 
statements
in our opinion:

>  the financial statements give a true  
and fair view of the state of the group’s 
and of the parent company’s affairs as 
at 31 december 2012 and of the 
group’s profit for the year then ended;

>  the group financial statements have 
been properly prepared in accordance 
with ifrss as adopted by the eu;

>  the parent company financial statements 
have been properly prepared in 
accordance with uk generally 
accepted accounting practice; and

>  the financial statements have been 
prepared in accordance with the 
requirements of the companies act 
2006; and, as regards the group 
financial statements, article 4 of the 
ias regulation. 

opinion on other matters 
presCribed by the Companies 
aCt 2006
in our opinion:

>  the part of the directors’ remuneration 
report to be audited has been properly 
prepared in accordance with the 
companies act 2006; and

>  the information given in the directors’ 
report for the financial year for which 
the financial statements are prepared is 
consistent with the financial statements.

matters on whiCh we are 
required to report by exCeption
we have nothing to report in respect  
of the following: 

under the companies act 2006 we are 
required 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 and the part of the directors’ 
remuneration report to be audited are 
not in agreement with the accounting 
records and returns; or

>  certain 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.

under the listing rules we are required  
to review:

>  the directors’ statement, set out on  
page 36, in relation to going concern;

>  the part of the corporate governance 
statement on pages 24 to 29 relating  
to the company’s compliance with the 
nine provisions of the uk corporate 
governance code specified for our 
review; and

>  certain elements of the report  
to shareholders by the board  
on directors’ remuneration.

Craig anderson  
(senior statutory auditor) 
for and on behalf of kpmg audit plc, 
statutory auditor 
chartered accountants  
191 west george street 
glasgow g2 2l J

5 march 2013

note: an audit does not provide assurance on the maintenance and 
integrity of the website, including controls used to achieve this, and 
in particular on whether any changes may have occurred to the 
financial statements since first published. these matters are the 
responsibility of the directors but no control procedures can provide 
absolute assurance in this area.

legislation in the united kingdom governing the preparation and 
dissemination of financial statements differs from legislation in other 
jurisdictions.
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Consolidated inCome statement 
For the year ended 31 december 2012

note

Results BefoRe
exceptional items

£000

exceptional
items
£000

see note 1(c)
2012 
£000

2011 
£000

Continuing operations
revenue 1 141,823 – 141,823 144,557
cost of sales (96,510) – (96,510) (100,903)

gross profit 45,313 – 45,313 43,654
distribution costs (7,382) – (7,382) (6,976)
administrative expenses (32,097) 993 (31,104) (31,989)

operating profit 1, 2 5,834 993 6,827 4,689

Finance income 2,716 – 2,716 2,958
Finance expense (3,636) – (3,636) (3,773)

net finanCe Costs 4 (920) – (920) (815)

profit before tax 4,914 993 5,907 3,874
tax 5 (1,327) (390) (1,717) (455)

profit for the year 6, 20 3,587 603 4,190 3,419

earnings per share 8

basic and diluted* 3.16p 0.53p 3.69p 3.01p

there were no exceptional items in 2011.

*there is no dilution of earnings per share in either 2011 or 2012.

the accompanying notes are an integral part of this consolidated income statement.
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Consolidated statement of Comprehensive inCome/(expense)
For the year ended 31 december 2012

note
2012
£000

2011
£000

Foreign currency translation differences – foreign operations 20 (63) (70)

actuarial loss on defined benefit pension scheme 25 (2,205) (6,432)
tax on items taken directly to equity
  actuarial loss for the year 18 507 1,608
  deferred tax on pension related items 18 (365) (313)

other Comprehensive expense for the year, net of tax (2,126) (5,207)
profit for the year 4,190 3,419

total Comprehensive inCome/(expense) for the year 2,064 (1,788)

the accompanying notes are an integral part of this consolidated statement of comprehensive income/(expense).

Consolidated statement of Changes in equity
For the year ended 31 december 2012

note

share
capital

£000

revaluation
reserve

£000

own
shares

£000

translation
reserve

£000

retained
earnings

£000
total
£000

at 1 January 2011 28,755 70 (855) 316 (1,051) 27,235
profit for the year – – – – 3,419 3,419
dividends 7 – – – – (1,761) (1,761)
Foreign currency translation differences 
  – foreign operations 20 – – – (70) – (70)
actuarial loss on defined benefit  
  pension scheme 25 – – – – (6,432) (6,432)
tax taken direct to equity 
actuarial loss for the year 18 – – – – 1,608 1,608
deferred tax on pension related items 18 – – – – (313) (313)
transfer of own shares to  
  pension scheme 20 – – 45 – (24) 21
credit in respect of share- 
  based payments 24 – – – – 8 8

at 31 deCember 2011 28,755 70 (810) 246 (4,546) 23,715

profit for the year – – – – 4,190 4,190
dividends 7 – – – – (1,761) (1,761)
Foreign currency translation differences 
  – foreign operations 20 – – – (63) – (63)
actuarial loss on defined benefit  
  pension scheme 25 – – – – (2,205) (2,205)
tax taken direct to equity
actuarial loss for the year 18 – – – – 507 507
deferred tax on pension related items 18 – – – – (365) (365)

at 31 deCember 2012 28,755 70 (810) 183 (4,180) 24,018

the accompanying notes are an integral part of this consolidated statement of changes in equity.
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Consolidated balanCe sheet
at 31 december 2012

note
2012 
£000

2011 
£000

assets
non-Current assets
goodwill and other intangible assets 9 25,710 26,016
property, plant and equipment 10 7,718 8,414
trade and other receivables 13 1,783 1,916
deferred tax asset 18 4,906 5,744

total non-Current assets 40,117 42,090

Current assets
inventories 12 8,120 8,637
trade and other receivables 13 34,515 36,609
cash and cash equivalents 14 289 199

total Current assets 42,924 45,445

total assets 83,041 87,535
liabilities
Current liabilities
trade and other payables 15 31,705 34,006
current tax liabilities 256 350
provisions 16 332 332
Finance lease liabilities 17 126 233
bank borrowings 14 6,954 7,434

total Current liabilities 39,373 42,355

net Current assets 3,551 3,090

non-Current liabilities
retirement benefit obligations 25 18,898 20,484
deferred tax liabilities 18 381 467
provisions 16 250 250
trade and other payables 15 88 105
Finance lease liabilities 17 33 159

total non-Current liabilities 19,650 21,465

total liabilities 59,023 63,820

net assets 24,018 23,715

equity
share capital 19 28,755 28,755
revaluation reserve 20 70 70
own shares 20 (810) (810)
translation reserve 20 183 246
retained earnings 20 (4,180) (4,546)

total equity 24,018 23,715

the accompanying notes are an integral part of this consolidated balance sheet.

the financial statements of macfarlane group plc, company registration number sc004221, were approved by the board of directors on 5 march 
2013 and signed on its behalf by

peter d. atkinson John love
chief executive Finance director
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Consolidated Cash flow statement
For the year ended 31 december 2012

note
2012 
£000

2011 
£000

net Cash inflow from operating aCtivities 22 3,358 2,232

investing aCtivities
interest received 31 11
disposal of subsidiary undertaking 21 25 24
proceeds on disposal of property, plant and equipment 3 45
purchases of property, plant and equipment (825) (1,228)

net Cash used in investing aCtivities (766) (1,148)

finanCing aCtivities
dividends paid 7 (1,761) (1,761)
repayments of finance lease liabilities (233) (288)
increase in bank loans 22 – 1,000

net Cash used in finanCing aCtivities (1,994) (1,049)

net inCrease in Cash and Cash equivalents 598 35

cash and cash equivalents at beginning of year (1,235) (1,270)
effect of exchange rate fluctuation on cash and cash equivalents held (28) –

Cash and Cash equivalents at end of year 22 (665) (1,235)

the accompanying notes are an integral part of this consolidated cash flow statement.
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aCCounting poliCies
For the year ended 31 december 2012

summary of aCCounting poliCies

the following accounting policies have been applied consistently for items which are considered to be material in relation to the financial statements.

(a) basis of accounting
the financial statements for the year ended 31 december 2012 have been prepared in accordance with international Financial reporting standards 
(iFrss) as adopted by the european union and therefore the group financial statements comply with article 4 of the eu ias regulation.

the following adopted iFrss have been issued but have not been applied by the group in these financial statements:

> iFrs 7 (amended) disclosures – transfers of Financial assets

> iFrs 9  Financial instruments

> iFrs 10  consolidated Financial statements

> iFrs 11  Joint arrangements

> iFrs 12  disclosure of interests in other entities

> iFrs 13  Fair value measurement

> ias 1 (amended)  presentation of items of other comprehensive income

> ias 19 (revised)  employee benefits

the directors do not expect that the adoption of the standards listed above will have a material impact on the financial statements of the group in future 
periods, except as follows:

1. iFrs 13 will impact measurement of fair value for certain assets and liabilities and the associated disclosures;

2.  ias 19 (revised) will impact the measurement of the various components representing movements in the defined benefit pension obligation and associated 
disclosures, but not the group’s total obligation. it is likely that following the replacement of expected returns on plan assets with a net finance cost in the 
income statement, the profit for the period will be reduced and accordingly other comprehensive income increased. this change is required to be applied 
retrospectively. had the standard applied to the 2012 results, the currently quantifiable effect is that the profit for the year would have been approximately 
£0.4 million lower, with a corresponding credit in other comprehensive income.

beyond the information above, it is not practicable to provide a reasonable estimate of the effect of these standards until a detailed review has been completed.

the financial statements have been prepared on the historical cost basis. the revaluation reserve relates to a period before transition to iFrs.

going concern
the directors, in their consideration of going concern, have reviewed the group’s future cash flow forecasts and profit projections, which they believe  
are based on prudent market data and past experience. the group’s business activities, together with the factors likely to affect its future development, 
performance and financial position are set out in the business review on pages 6 to 13.

the group’s principal financial risks in the medium term relate to liquidity and credit risk. liquidity risk is managed by ensuring that the group’s day-to-day 
working capital requirements are met by having access to banking facilities with suitable terms and conditions to accommodate the requirements of the 
group’s operations. credit risk is managed by applying considerable rigour in managing the group’s trade receivables. the directors believe that the group 
is adequately placed to manage its financial risks effectively despite the current uncertain economic outlook. 

the group’s principal banking facilities of £11.0 million have been renewed until 28 February 2014 when a further renewal of facilities is expected  
and the directors are of the opinion that the group’s cash forecasts and revenue projections, taking account of reasonably possible changes in trading 
performance given current market and economic conditions, show that the group should be able to operate within these facilities and comply with its 
banking covenants.

after making enquiries, the directors have a reasonable expectation that the company and the group have adequate resources to continue in 
operational existence for the foreseeable future. For this reason they continue to adopt the going concern basis in preparing the financial statements.

(b) basis of consolidation
the consolidated income statement and the consolidated balance sheet include the financial statements of the parent company and its subsidiaries  
(all of which are wholly-owned) made up to the end of the financial year. transactions between group companies are eliminated on consolidation.

on acquisition, the assets and liabilities of a subsidiary are measured at their fair values at the effective date of acquisition (the date control is acquired). 
any excess of the cost of acquisition over the fair values of the identifiable net assets is recognised as goodwill.

the results of subsidiaries acquired or disposed of during the period are included in the consolidated income statement from the effective date of 
acquisition or up to the effective date of disposal. the consolidated gain or loss on disposal of a subsidiary is the difference between the net proceeds  
of sale and the group’s share of the subsidiary’s net assets together with the carrying value of any related goodwill at the effective date of disposal.

(c) goodwill and other intangible assets
goodwill arising in a business combination is recognised as an asset and represents the excess of the cost of acquisition over the net fair values of the 
identifiable assets and liabilities of the acquired subsidiary at the effective date of acquisition.

goodwill is allocated to cash generating units (cgus) expected to benefit from the synergies of the combination, for the purpose of impairment testing. 
the carrying value of goodwill for each cgu is considered annually and also reviewed where management has reason to believe that a change in 
circumstances may give rise to any impairment.

other intangible assets comprise separately identifiable intangible assets recognised on the acquisitions of subsidiary companies. they are recorded  
at fair value on acquisition less any subsequent impairment. these are primarily brand values, which are calculated on the relief From royalty method, 
and customer relationship values, which are calculated on the excess earnings method based on the net anticipated earnings stream. brand values are 
amortised on a straight-line basis over five years and customer relationships are amortised on a straight-line basis over ten years.
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summary of aCCounting poliCies (continued)

(d) revenue recognition
revenue is measured at the fair value of the consideration received or receivable and represents amounts receivable for goods and services provided  
to third parties in the normal course of business, net of discounts, vat and other sales related taxes. revenue from the sale of goods and services is 
recognised when the group has transferred the significant risks and rewards of ownership of the goods and services to the customer, the amount of 
revenue and the costs related thereto can be measured reliably and it is probable that the economic benefits of the transaction will flow to the group.

investment income is recognised where it is probable that the economic benefits will flow to the group and the amount of revenue can be measured reliably.

(e) leasing
leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of ownership to the lessee. all other 
leases are classified as operating leases. assets held under finance leases are recognised as tangible assets of the group at their fair value as determined 
at the inception of the lease. depreciation is provided in accordance with the group’s accounting policy for the class of tangible asset concerned. interest 
costs are charged over the lease term and future obligations, comprising the corresponding liability to the lessor, are included in the balance sheet as 
finance lease liabilities.

rentals payable under operating leases are charged to the income statement on a straight-line basis over the term of the relevant lease. incentives to enter 
into an operating lease are initially recorded as a liability and then treated as a reduction in the rental expense on a straight-line basis over the lease term.

(f) foreign currencies
the financial statements of each subsidiary are presented in the currency of the primary economic environment in which the business operates (its functional 
currency). For the purposes of preparing the group financial statements, the results and the financial position of each business are expressed in sterling, being 
the company’s functional currency. exchange differences arising on the settlement and retranslation of monetary items on an ongoing basis are included in the 
profit or loss in the income statement for the period.

assets and liabilities denominated in foreign currencies and financial statements of foreign subsidiaries are translated into sterling at the rates of exchange 
prevailing on the balance sheet date. exchange differences arising in the consolidated accounts on the retranslation at closing rates of the group’s net 
investments in foreign subsidiary companies are recorded as movements on the group’s translation reserve and reported in the statement of comprehensive 
income/(expense). such translation differences are recognised as part of the profit or loss in the period in which the foreign business is disposed of.

(g) retirement benefit costs
For defined benefit retirement benefit schemes, the cost of providing benefits is determined using the projected unit credit method, with actuarial 
valuations being carried out triennially and updated at each balance sheet date. actuarial gains and losses are recognised in full in the period in which 
they occur in the statement of comprehensive income/(expense). past service cost is recognised immediately to the extent that benefits are already vested 
and otherwise is amortised on a straight-line basis over the average period until the benefits become vested.

settlement gains represent the excess of the current value of the retirement obligation extinguished over the transfer value paid to extinguish the liability. 
curtailment gains, which are recognised in the consolidated income statement, represent the reduction in value of the retirement obligations achieved 
following a change in benefits put forward by the company but only after trustee approval to any necessary rule changes has been effected.

the retirement benefit obligation recognised in the balance sheet represents the present value of the defined benefit obligation as adjusted for unrecognised past 
service cost and as reduced by the fair value of the scheme assets. the obligations are measured on an actuarial basis and discounted at a rate equivalent to the 
current rate of return on a high quality corporate bond of equivalent currency and term to the scheme’s liabilities.

payments made to defined contribution schemes are charged as an expense in the income statement as they fall due.

(h) taxation
the tax expense represents the sum of the current tax payable and deferred tax.

the tax currently payable is based on the taxable profit for the year. taxable profit differs from profit before tax as reported in the income statement 
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 current tax liability is calculated using tax rates that have been enacted or substantively enacted by the balance sheet date.

deferred tax balances represent the tax expected to be payable or recoverable 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 balance sheet liability method. 

the carrying value of deferred tax assets is reviewed at each balance sheet 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 liabilities are generally recognised for all taxable temporary differences.

deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset is realised based on tax laws 
and rates that have been enacted or substantively enacted at the balance sheet date. deferred tax is charged or credited in the income statement, except 
when it relates to items charged or credited in other comprehensive income, in which case the deferred tax is also recorded in the statement of 
comprehensive income/(expense).

deferred tax assets and liabilities are not discounted.
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aCCounting poliCies
For the year ended 31 december 2012

summary of aCCounting poliCies (continued)

(i) property, plant and equipment
property, plant and equipment are stated at cost. assets revalued before the date of transition to iFrs have been recorded at deemed cost.

no depreciation is provided on land. depreciation is recognised so as to write off the cost of the assets, less their estimated residual values, by equal 
annual instalments over their estimated useful lives. the rates of depreciation use the straight-line method and vary between 2% – 5% per annum on 
buildings and 7% – 33% per annum on plant and equipment. rates of depreciation are reviewed annually to ensure they remain relevant and residual  
values are reviewed once in each calendar year.

the gain or loss arising on the disposal or scrapping of an asset is determined as the difference between the sales proceeds and the carrying value  
of the asset and is recognised in the consolidated income statement.

(j) inventories
inventories are consistently stated at the lower of cost and net realisable value. 

cost represents average cost and is stated less any provisions required for obsolescence. in the case of work in progress and finished goods, cost 
comprises direct materials, direct labour costs and attributable overheads that have been incurred in bringing the inventories to their present location  
and condition.

net realisable value is based on the estimated selling price, less any further costs expected to be incurred to completion and disposal.

(k) financial instruments
Financial assets and financial liabilities are recognised in the group’s balance sheet when the group becomes a party to the contractual provisions  
of the instrument.

Financial assets
Financial assets, categorised as investments, are recognised and derecognised on the effective date where the purchase or sale of an investment is under 
a contract whose terms require the delivery of the investment within the timeframe established and are initially measured at fair value, net of transactions 
costs except for those financial assets classified at fair value through the income statement which are initially measured at fair value.

other financial assets comprise trade and other receivables that have fixed or determinable recoveries and are classified as trade and other receivables. 
the classification takes account of the nature and purpose of the financial assets and is determined on initial recognition. trade and other receivables  
are measured at amortised cost less impairment.

impairment of financial assets
Financial assets are assessed for indicators of impairment at each balance sheet date. Financial assets are impaired when 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 have been impacted. For trade 
receivables the amount of the impairment is the difference between the asset’s carrying amount and the present value of estimated future cash flows.

the carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the exception of trade receivables where  
the carrying amount is reduced through the use of an allowance account. when a trade receivable is uncollectible, it is written off against the allowance 
account. subsequent recoveries of amounts previously written off are credited against the allowance account. changes in the carrying value of the allowance 
account are recognised in the consolidated income statement.

cash and cash equivalents
cash and cash equivalents comprise cash on hand and on demand deposits, readily convertible to a known amount of cash and are subject to 
insignificant risk of changes in value.

Financial liabilities and equity
Financial liabilities and equity instruments are classified as either financial liabilities or as equity in accordance with the substance of the contractual 
arrangements.

Financial liabilities
Financial liabilities comprise solely other financial liabilities under the terms of iFrs 7. Financial liabilities, including borrowings, are initially measured  
at fair value, net of transaction costs. other financial liabilities are subsequently measured at amortised cost, with interest expense measured on an 
effective yield basis.

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

derivative financial instruments
during both the current and prior year, the group did not enter into any derivative financial instruments.

(l) provisions
the group has a number of surplus properties, held under operating leases, where it seeks to obtain rental income from a sub-lease to cover its ongoing 
liabilities under the head lease. in the event that a property held under one of these leases becomes vacant due to the expiry of a sub-lease or the default 
of a tenant, every effort is made to attract a new tenant. the company reassesses the provision made for residual lease commitments together with other 
outgoings for dilapidations, after taking into account existing sub-tenant arrangements and assumptions relating to later periods of vacancy and if there is 
likely to be a rental void for a period of time, then a provision is made at each balance sheet date to cover management’s best estimate of the future cost 
of the likely void period.

(m) share-based payments
the group issues equity-settled share-based payments to certain employees. equity settled share-based payments are measured at fair value of the equity 
instruments at the date of the grant. the fair value determined at the grant date of the equity-settled share-based payments is expensed as an employee 
benefits expense on a straight-line basis over the vesting period, based on the group’s estimate of shares that will eventually vest.

the fair value is determined by the use of a binomial model with the expected life adjusted, based on management’s best estimate, for the effects of non-
transferability, exercise restrictions and behavioural considerations. details regarding the determination of the fair value of equity-settled share-based 
transactions are set out in note 24.
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summary of CritiCal aCCounting Judgements and Key sourCes of estimation unCertainty
For the year ended 31 december 2012

in preparing the group financial statements in conformity with iFrss, the directors are required to make judgements, estimates and assumptions that impact  
the carrying amounts of revenues, expenses, assets and liabilities, that are not readily apparent from other sources. the judgements, estimates and associated 
assumptions are based on historical experience and other factors that are considered to be relevant. actual results may differ from these estimates.

certain accounting policies have been identified as requiring critical accounting judgements or involving particularly complex or subjective estimates or 
assumptions, which in turn have the most significant effect on the amounts recognised in the financial statements. these are discussed below and should 
be read in conjunction with the summary of accounting policies.

pension scheme deficit
a liability is recorded at each reporting date equivalent to the deficit on the group’s defined benefit pension scheme. this liability is determined in 
conjunction with advice from the pension scheme actuary and the group’s actuarial advisers and can fluctuate significantly based on a number of 
assumptions, some of which are linked to market-related factors outwith the control of management. the main actuarial assumptions that can impact  
the valuation are:

(i)  the discount rate used to discount liabilities, which is determined based on the yields on high-quality, fixed income investments of a similar duration  
to the scheme’s liabilities. the discount rate used in 2012 is 4.40% (2011 – 4.80%). pension liabilities increase as the discount rate reduces and  
a movement of 0.10% in this rate will impact liabilities by £1.1 million;

(ii) long-term assumptions for inflation;

(iii) actual returns on investments experienced compared to expected rates used in the previous valuation; and

(iv) the mortality rates used to value liabilities.

details of the assumptions used to determine the pension scheme liability at 31 december 2012 are set out in note 25.

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.  
the value in use calculation requires the group to estimate the future cash flows expected to arise from the cash-generating unit and a suitable discount  
rate in order to calculate present value. no impairment charge was recognised in the current year on the goodwill balance of £24.1 million in the  
group financial statements. Further details are set out in note 9.

treatment of surplus properties and rental voids
the company reassesses the provision made for residual lease commitments together with other outgoings for dilapidations, taking into account existing 
sub-tenant arrangements and assumptions relating to later periods of vacancy and if there is likely to be a rental void for a period of time, then a provision 
is made at each balance sheet date to cover management’s best estimate of the future cost of the likely void period. amounts totalling £582,000 (2011 – 
£582,000) have been provided at the balance sheet date as set out in note 16.

valuation of trade receivables
trade receivables recorded in the group’s balance sheet comprise a large number of individual balances. the group reviews all trade receivables  
and provides against potentially irrecoverable items throughout the year. the group’s senior executive management then reviews local judgements. 
whilst every attempt is made to ensure that the allowance for doubtful trade receivables are as accurate as possible, there remains a risk that the 
allowance may not match the level of debt, which ultimately prove uncollectible. at 31 december 2012, the group retained a bad debt provision  
of £365,000, compared to £518,000 in 2011. Further details are set out in note 13.

valuation of inventories
inventories recorded in the group’s balance sheet comprise large numbers of comparatively small balances. the group reviews inventory levels,  
older and obsolete inventories and provides against any exposures throughout the year. the group’s senior executive management then reviews local 
judgements. whilst every attempt is made to ensure that provisions made against inventories are as accurate as possible, there remains a risk that the 
provisions may not match the level of inventory, which is ultimately not recoverable at its carrying value. during 2012, the group wrote off £227,000  
of inventories through cost of sales compared to £295,000 in 2011. at 31 december 2012, the group retained provisions against slow-moving and 
obsolete inventories of £682,000, compared to £512,000 in 2011.
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1. business and geographiCal segments

(a) business segments

the group adopted iFrs 8 “operating segments” with effect from 1 January 2009.

the group’s principal business segment is packaging distribution, comprising the distribution of packaging materials and supply of storage and warehousing 
services in the uk. this constitutes over 80% of the revenue and income of group operations. as permitted by iFrs 8, the group has elected to combine the 
remaining operations for the manufacture and supply of self-adhesive labels to a variety of Fmcg customers in the uk and europe, the manufacture and supply  
of resealable labels to a variety of Fmcg customers in the uk, europe and the usa and the design, manufacture and assembly of timber, corrugated and  
foam-based packaging materials in the uk into one segment headed manufacturing operations. none of the individual business segments within 
manufacturing operations represent more than 10% of group revenue and income.

external revenues from maJor produCts and serviCes
2012
£000

2011
£000

packaging distribution 114,807 116,674
manufacture and supply of self-adhesive labels 11,653 12,509
manufacture and supply of resealable labels 5,728 5,250
design, manufacture and assembly of timber, corrugated and foam-based packaging materials 9,635 10,124

external revenues from Continuing operations 141,823 144,557

(b) segmental information 2012
total

revenue
£000

inter-segment
revenue

£000

external
revenue

£000

segment
result

£000

group segment
packaging distribution 114,807 – 114,807 5,643
manufacturing operations 31,475 4,459 27,016 1,184

continuing activities 146,282 4,459 141,823

operating profit 6,827
net finance costs (920)

profit before tax 5,907
tax (1,717)

profit for the year from Continuing operations 4,190

inter-segment revenues are charged at prevailing market prices.

capital
additions

£000

depreciation/
amortisation

£000

segment
assets

£000

segment
liabilities

£000

net
assets

£000

group segment
packaging distribution 699 784 69,054 50,868 18,186
manufacturing operations 126 542 13,987 8,155 5,832

continuing operations 825 1,326 83,041 59,023 24,018
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1. business and geographiCal segments (continued)
(c) exceptional items 2012

packaging
 distribution 

£000

manuFacturing
 operations 

£000

2012 
total 
£000

pension sCheme
pension increase exchange exercise (see note 25) 872 983 1,855
related professional costs (96) (109) (205)

776 874 1,650
provisions for Closure Costs of dublin manufaCturing site – (657) (657)

net exCeptional Credit 2012 776 217 993

during 2012, the group made the decision to amend benefits for pensioner, deferred and active members in the defined benefit pension scheme by making 
a pension increase exchange (“pie”) offer to pensioner members at 1 may 2012 and providing a pie option for deferred and active members after 1 may 
2012. the pie offer enabled current pensioners to exchange non-statutory increase to pensions in payment for higher flat-rate pensions, which do not 
escalate in future years. the pie option enables deferred and active members to have the same principle applied to their pension options on retirement.

Following the agreement of the pension scheme trustees and the completion of a deed of amendment, the pie offer was made to the pensioner members. 
the pensioner members who accepted the offer, represented 35% of the pensioner liabilities and the changes to their benefits took effect on 1 may 2012. 
For all retirements after 1 may 2012, it has been assumed that 35% of deferred and active members take up the option to receive a higher flat-rate pension 
in place of non-statutory increases. as a result of both of these actions, a gain of £1.65 million was recorded in the first half of 2012 after charging 
attributable professional expenses of £0.20 million.

as announced in november 2012, our manufacturing site in dublin will be relocated to our site in county wicklow by the end of the first quarter in 2013 
with the dublin property becoming available for sale at that point. the dublin relocation has given rise to an estimated exceptional charge of £0.66 million 
of which £0.46 million relates to the impairment of the dublin property and is a non-cash item as set out in note 10.

exceptional items are those transactions material to the income statement where separate disclosure is necessary for an appropriate understanding of the 
group’s financial performance. 

there were no exceptional items in 2011.

(d) segmental information 2011
total

revenue
£000

inter-segment
revenue

£000

external
revenue

£000

segment 
result

£000

group segment
packaging distribution 116,674 – 116,674 4,562
manufacturing operations 32,566 (4,683) 27,883 127

continuing operations 149,240 (4,683) 144,557

operating profit 4,689
net finance costs (815)

profit before tax  3,874
tax (455)

profit for the year from Continuing operations 3,419

capital
additions

£000

depreciation/
amortisation

£000

segment
assets

£000

segment
liabilities

£000

net
assets

£000

group segment
packaging distribution 870 817 71,838 54,801 17,037
manufacturing operations 358 571 15,697 9,019 6,678

continuing operations 1,228 1,388 87,535 63,820 23,715
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1. business and geographiCal segments (continued)

(e) geographical segments
the group’s operations are primarily located in the uk and europe. packaging distribution’s activities are primarily in the uk. within the manufacturing 
operations, the labels businesses operate in the uk and europe and the packaging manufacturing business operates primarily in the uk.

continuing operations 2012 continuing operations 2011
uk 

£000
europe 

£000
total 
£000

uk 
£000

europe 
£000

total
£000

revenue
total revenue 138,966 2,857 141,823 140,877 3,680 144,557

result
segment operating result 7,295 (468) 6,827 4,568 121 4,689

non-Current assets 38,191 1,926 40,117 39,637 2,453 42,090

Capital additions 814 11 825 1,214 14 1,228

(f) information about major customers
no single customer accounts for more than 5% of the group’s external revenues.

2. operating profit 

2012
£000

2011
£000operating profit has been arrived at after Charging:

depreciation of property, plant and equipment (see note 10) 1,020 998
amortisation of intangible assets (see note 9b) 306 390
staff costs (see note 3) 22,893 22,105
impairment loss recognised on trade receivables 271 417
cost of inventories recognised as an expense 93,417 97,368
write-down of inventories recognised as an expense 227 295
auditor’s remuneration
  audit services 93 136
  non-audit services 78 51

auditor’s remuneration:

a detailed analysis of auditor’s remuneration is provided below:
2012
£000

2011
£000

Fees payable to the company’s auditor for the audit of the company’s annual accounts 30 50
Fees payable to the company’s auditor and its associates for other services:
  the audit of the company’s subsidiaries 63 86

total audit fees 93 136

  audit related assurance services for review of half-year statements 15 18
  taxation advisory services 9 29
  all other assurance services
  Fees payable in respect of the macfarlane group plc pension schemes 5 4
  all other non-audit services
  fees for advice in relation to exercises for final salary pension scheme
  (included in £205k costs for pension increase exchange exercise (see note 1c) 49 –

total non-audit fees 78 51

total auditor’s remuneration 171 187
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3. staff Costs

the average monthly number of employees was:
2012 
no.

2011 
no.

production 181 182
sales and distribution 374 372
administration 176 165

731 719

the costs incurred in respect of these employees were:
2012 
£000

2011 
£000

wages and salaries 20,131 19,389
social security costs 1,860 1,926
other pension costs 902 790

22,893 22,105

4. net finanCe Costs
2012 
£000

2011 
£000

interest on bank overdrafts (434) (460)
interest on obligations under finance leases (16) (33)
interest cost of pension scheme liabilities (3,186) (3,280)

total finanCe Costs (3,636) (3,773)

expected return on pension scheme assets 2,685 2,947
investment income 31 11

total finanCe inCome 2,716 2,958

net finanCe Costs (920) (815)

5. tax
2012 
£000

2011 
£000

Current tax
united kingdom corporation tax at 24.5% (2011: 26.5%) (811) (381)
Foreign tax (12) (12)

Current tax Charge (823) (393)

deferred tax
current year charge (894) (513)
adjustment in respect of prior years – 451

deferred taxation Charge (see note 18) (894) (62)

 

total tax Charge (1,717) (455)
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5. tax (continued)

the standard rate of tax based on the uk average rate of corporation tax, is 24.5% (2011 – 26.5%). taxation for other jurisdictions is calculated at the  
rates prevailing in these jurisdictions. the actual tax charge for the current and previous year varies from 24.5% (2011 – 26.5%) of the results as set out  
in the income statement for the reasons set out in the following reconciliation:

2012 
£000

2011
£000

profit before tax 5,907 3,874

tax on profit at 24.5% (2011 – 26.5%) (1,447) (1,027)

faCtors affeCting tax Charge for the year:
other timing differences (27) 67
adjustment in respect of prior years (129) 451
impairment of land and buildings (114) –
utilisation of tax losses not previously recognised – 54

tax Charge for the year (1,717) (455)

the impact of future changes in taxation rates is disclosed in note 18.

6. profit for the year

the company has taken advantage of section 408 of the companies act 2006 and consequently a separate profit and loss account for the parent company 
is not presented as part of these financial statements. the company’s profit for the year is disclosed in note 34 to these financial statements.

7. dividends
2012 
£000

2011 
£000

amounts recognised as distributions to equity holders in the year:

Final dividend for 2011 of 1.05p per share (2010 – 1.05p per share) 1,193 1,193
interim dividend for 2012 of 0.50p per share (2011 – 0.50p per share) 568 568

1,761 1,761

dividends are not payable on own shares held in the employee share ownership trust detailed in note 20.

in addition to the amounts shown above, a proposed dividend of 1.05p per share will be paid on 6 June 2013 to those shareholders on the register  
at 10 may 2013 and is subject to approval by shareholders at the annual general meeting on 7 may 2013. this has not been included as a liability  
in these financial statements.

8. earnings per share

From continuing and discontinued operations 
2012
£000

2011
£000

earnings per share 3.69p 3.01p

earnings profit for the year from continuing operations 4,190 3,419

number of shares in issue for the purposes of CalCulating basiC  
and diluted earnings per share

2012
number oF

shares ‘000

2011 
number oF

shares ‘000

weighted average number of ordinary shares in issue 115,019 115,019
weighted average number of own shares in employee share ownership trust (1,436) (1,463)

weighted average number of shares in issue for the purposes of  
CalCulating basiC earnings per share 113,583 113,556
effect of dilutive potential ordinary shares due to share options – –

weighted average number of shares in issue for the purposes of  
CalCulating diluted earnings per share 113,583 113,556
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9. goodwill and other intangible assets
packaging 

distribution 
£000

manuFacturing 
operations 

£000

2012 
total 
£000

2011
total 
£000

goodwill 22,790 1,359 24,149 24,149
other intangible assets 1,561 – 1,561 1,867

goodwill and other intangible assets 24,351 1,359 25,710 26,016

(a) goodwill  

Cost
at 1 January 2012 and 31 december 2012 22,790 1,359 24,149

Carrying amount
at 31 december 2012 and 31 december 2011 22,790 1,359 24,149

the recoverable amount of each cgu is determined using ‘value in use’ calculations with key assumptions relating to discount rates, growth rates and 
projected gross margin and overhead costs. a post tax discount rate of 10.2% (2011 – 8.1%) is used for all cgu’s as this reflects the group’s weighted 
average cost of capital, which is considered to be the most definitive basis for arriving at a discount rate and the group believes the risk profiles across  
the markets in which it operates are not significantly different. this equates to a pre-tax discount rate of 11.2%, 14.0% and 14.3% for each cgu due  
to the variation in local tax rates. growth rates and changes in gross margin and overhead costs are based on our expectation of future performance  
in the markets in which we operate. these are consistent with the group’s budget for 2013 and strategic plans for future years, and extrapolate cash  
flows for five years after which a terminal value is calculated using growth rates of up to 2%. 

the directors believe the assumptions used are appropriate, but in addition have conducted sensitivity analysis to determine the changes in assumptions  
that would result. based on this analysis the directors believe that overall any possible change in the key assumptions maintains a recoverable amount for 
each cgu, which exceeds its carrying value. therefore at 31 december 2012 no impairment charge is required against the carrying value of goodwill.

(b) other intangible assets
brand 
values 

£000

customer 
relationships

£000
total
£000

Cost at fair value on aCquisition
at 1 January 2011, 1 January 2012 and 31 December 2012 130 2,843 2,973

amortisation
at 1 January 2011 67 649 716
charge for year 26 364 390

at 1 January 2012 93 1,013 1,106
charge for year 26 280 306

at 31 deCember 2012 119 1,293 1,412

Carrying amount  
at 31 deCember 2012 11 1,550 1,561

at 31 december 2011 37 1,830 1,867

other intangible assets comprise separately identifiable intangible assets recognised on acquisitions in packaging distribution in previous years. these are brand 
values, which are calculated on acquisition on the relief From royalty method and a valuation of customer relationships, which are calculated on acquisition on the 
excess earnings method, based on the net anticipated earnings stream. brand values are calculated on royalty rates of 0.25%, consistent with an assessment of 
what would be charged in a typical franchise agreement. the valuation of customer relationships is calculated using our best estimates of customer attrition rates, 
and returns, based on assessments of performance levels in the markets in which we operate. brand values and customer relationships are amortised on a straight-
line basis over five years and ten years respectively.
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10. property, plant & equipment
land & 

buildings 
£000

plant &
equipment 

£000
total 
£000

Cost
at 1 January 2011 7,062 27,819 34,881
additions 18 1,210 1,228
exchange movements (40) (82) (122)
disposals (4) (724) (728)

at 1 January 2012 7,036 28,223 35,259
additions 46 779 825
exchange movements (37) (69) (106)
impairment charge (see note 1c) (653) – (653)
disposals (409) (7,203) (7,612)

at 31 deCember 2012 5,983 21,730 27,713

aCCumulated depreCiation
at 1 January 2011 2,781 23,820 26,601
charge for year 165 833 998
exchange movements (6) (76) (82)
disposals (4) (668) (672)

at 1 January 2012 2,936 23,909 26,845
charge for year 153 867 1,020
exchange movements (16) (65) (81)
impairment charge (see note 1c) (189) – (189)
disposals (409) (7,191) (7,600)

at 31 deCember 2012 2,475 17,520 19,995

Carrying amount  

at 31 deCember 2012 3,508 4,210 7,718

at 31 december 2011 4,100 4,314 8,414

the carrying value of £7,718,000 (2011 – £8,414,000) includes £462,000 (2011 – £958,000) of assets held under finance leases. depreciation charged 
in respect of these assets is £58,000 (2011 – £104,000). cost and accumulated depreciation within disposals of plant and equipment in 2012 includes 
£5,553,000 in respect of the group’s principal it system, originally installed in 2001, following the upgrade made to the system in 2012.

land & buildings at net booK value Comprise:
2012 
£000

2011 
£000

Freeholds 1,679 1,717
long leaseholds 1,825 2,377
short leaseholds 4 6

3,508 4,100

11. subsidiary Companies

a list of principal operating subsidiaries, including names and countries of incorporation is given on page 68.

12. inventories
2012 
£000

2011 
£000

raw materials and consumables 502 618
work in progress 190 208
Finished goods and goods for resale 7,428 7,811

8,120 8,637

allowances for obsolescence are estimated by the group’s management based on prior experience and their assessment of the current economic 
environment as set out in critical accounting Judgements on page 39.
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13. trade and other reCeivables
2012 
£000

2011 
£000

due within one year
trade receivables for the sale of goods and services 29,877 31,955
allowance for doubtful receivables (365) (518)

29,512 31,437
other receivables 2,854 2,437
prepayments and accrued income 2,149 2,735

34,515 36,609

due after more than one year
other receivables 927 1,061
prepayments and accrued income 856 855

1,783 1,916

trade receivables are measured at amortised cost. the group’s credit risk is primarily attributable to its trade receivables. the average credit period taken 
on sales of goods is 61 days (2011 – 61 days). no interest is charged on overdue receivables.

the group uses external credit scoring systems to assess new customers’ credit quality and uses this to help define credit limits by customer. limits and 
scoring are attributed to major customers, with receivables over £50,000 reviewed twice per year. of the trade receivables balance at 31 december 2012 
and 31 december 2011, there are no customers with a balance in excess of 5% of the total balance.

included in the group’s trade receivable balance are debtors with a carrying amount of £13,621,000, (2011 – £11,110,000) which are past due at the 
reporting date. the group has not provided for these amounts as there has not been a significant change in the customers’ credit quality and the group 
believes that the amounts are still recoverable. the group does not hold any collateral over these balances. the weighted average overdue age of these 
trade receivables is 27 days (2011 – 21 days).

ageing of past due but not impaired reCeivables
2012
£000

2011
£000

30 – 60 days 7,390 5,945
60 – 90 days 4,302 3,559
over 90 days 1,929 1,606

13,621 11,110

amounts presented in the balance sheet are net of allowances for doubtful trade receivables of £365,000 (2011 – £518,000), estimated by the group’s 
management based on prior experience and their assessment of the current economic environment.

movement in the allowanCe for doubtful reCeivables 
2012
£000

2011
£000

at 1 January 518 259
impairment losses recognised in the income statement 271 417
amounts written off as uncollectible (424) (158)

at 31 deCember 365 518

in determining the recoverability of trade receivables, the group’s management considers any change in the credit quality of the trade receivables from  
the date credit was originally granted up to the reporting date. 

included in the allowance for doubtful receivables in 2011 were individually impaired trade receivables with a value of £215,000 due from companies  
in administration.

the directors consider that the carrying amount of the trade and other receivables approximate to their fair value.
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14. finanCial instruments

the group funds its operations from a number of sources of cash, namely operating cash flow, bank borrowings, finance lease borrowings and shareholders’ 
equity, comprising share capital, reserves and retained earnings, where appropriate. the group’s objective is to achieve a capital structure that results in an 
appropriate cost of capital whilst providing flexibility in immediate and medium-term funding so as to accommodate any material investment requirements.

the group’s principal financial instruments comprise borrowings, cash and short-term deposits, and other items, such as trade receivables and trade payables that 
arise directly from its operations. the main purpose of these financial instruments is to provide finance for the group’s operations. it is, and has been throughout the 
period under review, the group’s policy that no trading in financial instruments is undertaken for speculative purposes.

there has been no significant change to the group’s exposure to market risks during 2012. the principal risks arising are liquidity risk and credit risk, with 
the secondary risks being interest rate risk and currency risk. the board reviews and agrees policies for managing each of these risks and they are 
summarised below. these policies have remained unchanged since the beginning of 2013.

liquidity risk
the group’s policy with regard to liquidity remains one of ensuring adequate access to funds by maintaining appropriate levels of committed short-term 
overdraft facilities, which are then reviewed on a regular basis. the principal group borrowing facility of £11,000,000 is in place for the period to 28 
February 2014. the maturity profile of debt outstanding at 31 december 2012 is set out in note 17 and in this note to the financial statements. 

Credit risk
the group’s exposure to credit risk is managed by dealing only with banks and financial institutions with good credit ratings and by applying considerable 
rigour in managing trade receivables. the group’s principal credit risk is primarily attributable to its trade receivables. the amounts presented in the 
balance sheet are net of allowances for doubtful receivables, estimated by the group’s management based on prior experience and their assessment of the 
current economic environment.

interest rate risk
the group finances its business through a mixture of reserves and bank borrowings. the group borrows in the desired currencies at floating rates of interest. 
interest rate exposures are reviewed regularly and financial instruments considered. at present it is not deemed necessary to cover interest rate exposures by 
the use of financial instruments.

the group is exposed to interest rate risk, as entities in the group borrow funds at floating interest rates. the sensitivity analysis below has been determined 
based on the exposure to interest rates at the reporting date and the stipulated change taking place at the beginning of the financial year and held constant 
throughout the reporting period. at the reporting date if the interest rates had been 50 basis points higher and all other variables held constant the group’s 
profit before tax would have decreased by £45,000 (2011 – £51,000).

Currency risk
the group has two overseas subsidiaries, one operating in ireland and the other operating in sweden. revenues and expenses are denominated exclusively  
in euros and swedish krone respectively. as a result, movements in the euro and swedish krone to sterling exchange rates could affect the group’s sterling 
balance sheet. the group’s policy during 2012 has been to review the need to hedge exposures on a regular basis and it was not deemed necessary to cover 
any currency exposures by the use of financial instruments. the group’s policy continues to be to review the need to hedge exposures on a regular basis.

the carrying amount of the group’s foreign currency denominated monetary assets and monetary liabilities at the reporting date is as follows:

assets 
2012
£000

assets
2011
£000

liaBilities 
2012
£000

liabilities 
2011
£000

euros 1,651 2,012 397 223
swedish krone 490 472 222 222

2,141 2,484 619 445

the sterling value of the group’s foreign currency denominated profits/(losses) before tax are as follows:

2012
£000

2011
£000

euros (500) 38
swedish krone 32 94

(468) 132

accordingly the following table details the group’s sensitivity to a 5% change in sterling against the respective foreign currencies. the sensitivity of the 
group’s exposure to foreign currency risk is determined based on the change taking place at the beginning of the financial year and held constant 
throughout the reporting period.

result 
2012
£000

result 
2011 
£000

other equity 
2012
£000

other equity 
2011
£000

euros (23) 2 63 89
swedish krone 2 5 13 13

(21) 7 76 102

the numerical disclosures in this note deal with financial assets and financial liabilities.
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14. finanCial instruments (continued)

Cash and Cash equivalents
2012
£000

2011
£000

CurrenCy
sterling 14 32
euros 246 134
swedish krone 29 33

Cash and Cash equivalents 289 199

banK overdrafts and loans
bank overdraft – sterling 954 1,434
bank loan – sterling 6,000 6,000

banK borrowings 6,954 7,434

net banK indebtedness 6,665 7,235

cash and cash equivalents as set out above comprise cash at bank and other short-term highly liquid investments with maturity of three months or less. 

all bank overdrafts shown above are repayable on demand. 

bank loans are taken out for three-month periods with the loan at 31 december 2012 rolled over for a further three month period on 28 February 2013.

the company and certain uk subsidiaries have given inter-company guarantees to secure their respective overdrafts. the overall credit lines for all 
borrowing facilities total £11,000,000 (2011 – £11,500,000).

interest rates
all group deposits and borrowings are held at floating rates of interest. the average effective interest rate on bank loans and overdrafts approximates to 
4.86% (2011 – 4.49%) per annum.

fair value of financial instruments
current assets and liabilities are all held at floating rates. the fair values of cash and cash equivalents and bank loans and overdrafts at 31 december 2012 
all materially equate to book values.

borrowing facilities
the group has various committed undrawn overdraft facilities. the facilities available at 31 december 2012 in respect of which all conditions precedent 
had been met and which expire within one year were as follows:

2012
£000

2011
£000

drawn down 6,954 7,434
undrawn 4,546 4,566

11,500 12,000

the group’s borrowing profile is as follows:
2012
£000

2011
£000

unsecured – at amortised cost current bank overdrafts 954 1,434
unsecured – at amortised cost current bank loan 6,000 6,000
secured – at amortised cost current finance lease liabilities 126 233

Current borrowings 7,080 7,667
secured – at amortised cost non-current finance lease liabilities 33 159

total borrowings 7,113 7,826

the principal group borrowing facility of £11,000,000 is in place for the period to 28 February 2014. the group is currently in compliance with all 
conditions in relation to these borrowing facilities. 

gearing ratio
2012
£000

2011
£000

the gearing ratio at the year end is as follows:
total borrowings (as defined above) 7,113 7,826

equity 24,018 23,715

net debt to equity ratio 30% 33%
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15. trade and other payables
2012
£000

2011
£000

due within one year
trade payables 25,202 26,467
other taxation and social security 2,128 2,140
other creditors 88 167
accruals and deferred income 4,287 5,232

31,705 34,006
due after more than one year
other creditors 88 105

trade and other payables principally comprise amounts outstanding for trade purchases and ongoing costs.

no interest is charged on trade payables.

the directors consider that the carrying amounts for trade and other payables approximate to their fair value.

16. provisions
2012
£000

2011
£000

at 1 January and 31 december 582 582

due within one year – current liabilities 332 332
due between two and five years – non-current liabilities 250 250

582 582

the group has a number of vacant and partly sub-let leasehold properties, with the majority of the head leases expiring before 2020. the company 
reassesses the provision made for residual lease commitments together with other outgoings for dilapidations, after taking into account existing sub-tenant 
arrangements and assumptions relating to potential later periods of vacancy. as a result of this reassessment, the level of provision remained unchanged  
at 31 december 2012.

Further information on lease commitments is set out in note 23.

17. finanCe lease liabilities
2012
£000

2011
£000

amounts payable under finanCe leases
due within one year 126 233
due in the second to fifth years inclusive 33 159

present value of finanCe lease liabilities 159 392
due for settlement within 12 months (shown within current liabilities) (126) (233)

due for settlement after more than 12 months (shown as non-current liabilities) 33 159

the average lease term is five years and the average effective borrowing rate is 4.08% (2011 – 4.85%). interest rates are fixed at the contract date.  
all liabilities are on a fixed repayment basis. Finance lease liabilities are denominated in sterling.

the directors consider that the carrying amounts for finance lease liabilities approximate to their fair value.

the finance lease liabilities are secured over the assets to which the leases relate as disclosed in note 10.
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18. deferred tax

tax losses 
£000

held
over gains 

£000

other intangible
assets 

£000

retirement beneFit 
obligations 

£000
total 
£000

at 1 January 2011 1,753 (1,327) (628) 4,246 4,044
(charged)/credited in income statement (644) 841 161 (420) (62)
(charged)/credited in other comprehensive income 
deferred tax on actuarial loss – – – 1,608 1,608
long-term corporation tax rate change – – – (313) (313)

at 1 January 2012 1,109 (486) (467) 5,121 5,277
(charged)/credited in income statement (381) 318 86 (917) (894)
(charged)/credited in other comprehensive income
deferred tax on actuarial loss – – – 507 507
 deferred tax on pension related items – – – (365) (365)

at 31 deCember 2012 728 (168) (381) 4,346 4,525

2012
deferred tax asset
due outwith one year 728 (168) – 4,346 4,906
deferred tax liabilities
due outwith one year – – (381) – (381)

728 (168) (381) 4,346 4,525

2011
deFerred tax asset
due outwith one year 1,109 (486) – 5,121 5,744
deFerred tax liabilities
due outwith one year – – (467) – (467)

1,109 (486) (467) 5,121 5,277

the chancellor’s autumn statement on 5 december 2012 announced that the uk corporation tax rate will reduce to 21% by 2014. a reduction in the rate 
from 26% to 25% (effective from 1 april 2012) was substantively enacted on 5 July 2011, and further reductions to 24% (effective from 1 april 2012) and 
23% (effective from 1 april 2013) were substantively enacted on 26 march 2012 and 3 July 2012 respectively.

the changes to 22% and then to 21% will reduce the company’s future current tax charge accordingly. the deferred tax asset at 31 december 2012 has 
been calculated based on the rate of 23% substantively enacted at the balance sheet date.

the impact of the rate reductions, which will be reflected in the next reporting period, is estimated to reduce our uk deferred tax balances by a net value  
of £0.4 million, however the actual impact will be dependent on our deferred tax position at that time.

deferred tax has not been provided on revaluations of fixed assets. this tax will only become payable if the assets are sold and rollover relief is not obtained. 
the estimated tax that would become payable in these circumstances is £16,000 (2011 – £18,000).

19. share Capital
numBeR of 
25p shaRes

2012
£000

2011
£000

authorised 200,000,000 50,000 50,000

allotted, issued and fully paid:
at 1 January and 31 deCember 115,019,000 28,755 28,755

there have been no movements in share capital during the year.

the company has one class of ordinary shares, which carry no right to fixed income. each ordinary share carries one vote in any general meeting of the company.
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20. reserves
revaluation 

reserve 
£000

own shares 
£000

translation 
reserve 

£000

retained 
earnings 

£000
total 
£000

balance at 1 January 2011 70 (855) 316 (1,051) (1,520)
disposal of own shares – 45 – (24) 21
Foreign currency translation differences – foreign operations – – (70) – (70)
profit for the year – – – 3,419 3,419
dividends paid (see note 7) – – – (1,761) (1,761)
actuarial loss in pension scheme taken direct to equity – – – (6,432) (6,432)
deferred tax taken direct to equity 
  tax on actuarial loss – – – 1,608 1,608
  corporation tax rate change – – – (313) (313)
credit for share-based payments (see note 24) – – – 8 8

balance at 1 January 2012 70 (810) 246 (4,546) (5,040)
Foreign currency translation differences – foreign operations – – (63) – (63)
profit for the year – – – 4,190 4,190
dividends paid (see note 7) – – – (1,761) (1,761)
actuarial loss in pension scheme taken direct to equity – – – (2,205) (2,205)
deferred tax taken direct to equity 
  tax on actuarial loss – – – 507 507
  deferred tax on pension related items – – – (365) (365)

balanCe at 31 deCember 2012 70 (810) 183 (4,180) (4,737)

at the year-end, the company’s employee share ownership trust (“esot”) held 1,436,372 (2011 – 1,436,372) ordinary shares in macfarlane group plc 
with a market value of £402,000 (2011 – £269,000) in respect of the future exercise of share options. the esot has waived its right to receive dividends on 
these shares.

exchange differences arising in the consolidated accounts on the retranslation at closing rates of the group’s net investments in foreign subsidiary companies 
are recorded as movements on the group’s translation reserve. the translation reserve at 31 december 2012 relates wholly to continuing operations.

21. disposal of subsidiary undertaKings

the final retention monies of £25,000 relating to previous years’ disposals were received in 2012 (2011 – £24,000). these represent the only cash flows in 
2012 and 2011 from discontinued operations.

22. notes to the Cash flow statement
2012
£000

2011
£000

operating profit before exCeptional items 5,834 4,689
adjustments for:
  amortisation of intangible assets 306 390
  depreciation of property, plant and equipment 1,020 998
  loss on disposal of property, plant and equipment 1 11

operating Cash flows before movements in worKing Capital 7,161 6,088

  decrease in inventories 517 443
  decrease/(increase) in receivables 2,202 (3,155)
  (decrease)/increase in payables (2,572) 1,557
  pension scheme contributions (2,583) (2,169)

Cash generated by operations 4,725 2,764
  income taxes paid (917) (39)
  interest paid (450) (493)

net Cash inflow from operating aCtivities 3,358 2,232
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22. notes to the Cash flow statement (continued)
2012
£000

2011
£000

movement in net debt
increase in cash and cash equivalents in the year 90 61
decrease/(increase) in bank overdrafts 480 (26)

cash and cash equivalents in statement of cash flows 570 35
increase in bank loans – (1,000)
cash flows from payment of finance lease liabilities 233 288

movement in net debt in the year 803 (677)
opening net debt (7,627) (6,950)

Closing net debt (6,824) (7,627)

net debt Comprises:
cash and cash equivalents 289 199
bank overdrafts (954) (1,434)

cash and cash equivalents in statement of cash flows (665) (1,235)
bank loans (6,000) (6,000)

net banK debt (6,665) (7,235)
Finance lease liabilities
  due within one year (126) (233)
  due outwith one year (33) (159)

Closing net debt (6,824) (7,627)

cash and cash equivalents (which are presented as a single class of asset on the face of the balance sheet) comprise cash at bank and other short-term 
highly liquid investments with maturity of three months or less.

bank overdrafts and loans comprise £6.0m of loans repayable within one year, the remainder being bank overdrafts repayable on demand for which there 
is no right of offset against cash and cash equivalents on the balance sheet. For the purposes of the cash flow statement, overdrafts are included within cash 
and cash equivalents.

23. finanCial Commitments

during the year the group made minimum lease payments under non-cancellable operating leases as follows:

land & 
buildings 

2012 
£000

other
2012 
£000

land & 
buildings 

2011 
£000

other 
2011 
£000

charge for the year 4,595 1,884 4,626 2,137
recoveries against property leases (831) – (876) –

net charge for the year 3,764 1,884 3,750 2,137

at the balance sheet date the group had outstanding commitments for future minimum lease payments under non-cancellable operating leases which fall due 
for payment by the group as follows:

land & 
buildings 

2012 
£000

other
2012 
£000

land & 
buildings 

2011 
£000

other 
2011 
£000

within one year 4,484 1,884 4,538 1,271
within two to five years 16,015 4,382 16,504 1,636
after more than five years 10,868 388 13,463 –

31,367 6,654 34,505 2,907
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23. finanCial Commitments (continued)

the majority of the 27 (2011 – 27) leases of land and buildings summarised above are subject to rent reviews. 8 (2011 – 8) of these leases are subject to sub-let 
arrangements or assignations with third parties to reduce the property cost to macfarlane group albeit three of these properties are vacant. at the balance sheet 
date there were outstanding commitments for future annual minimum lease payments receivable under non-cancellable operating leases which fall due for payment 
to the group as follows:

land & 
buildings 

2012 
£000

land & 
buildings 

2011 
£000

within one year 487 876
within two to five years 1,894 2,299
after more than five years 1,179 1,680

3,560 4,855

in the event of tenants defaulting on future payments under non-cancellable operating leases for land and buildings, this would lead to increased property 
costs to the group until the leases were subsequently sub-let.

the tenant of our leased property in county wicklow, ireland exercised a break clause, with the property reverting to macfarlane group’s use in January 
2013. as a result the group will take the opportunity to use this higher quality and better-located site as the base from which to accelerate the development 
of our resealable labels business and expand our current activities in ireland. the impact of this change is that the current smaller manufacturing site in 
dublin will be closed and activities relocated to wicklow in 2013. the dublin property will be marketed for sale when vacated by the labels business.

Following the assignment of a property head lease at coventry in october 2011, the group entered into sub-leases for approximately 40% of that site to 
accommodate existing operations. as part of this arrangement, the group provided guarantees for the rentals under the head lease in the event of a default 
by the assignee. the assignee is the uk subsidiary of a multinational business listed on the new york stock exchange. as a result of the assignation, there is 
a contingent liability of £3.6 million, (2011 – £4.0 million) the difference between the head lease and sub-lease payments from 1 January 2013 until the 
conclusion of the head lease in november 2020.

contractual commitments for capital expenditure for which no provision has been made in the accounts amounted to £nil (2011 – £nil).

24. share-based payments

equity-settled share option schemes
the group share option plans provide for a grant price which equates to the closing quoted market price of the group shares on the day before the date  
of grant. the vesting period is generally three years and options are forfeited if the employee leaves the group before the options vest. if the options remain 
unexercised after a period of ten years from the date of grant, the options expire. 

share options 

the movements on share options during the year is as follows:

number 
oF shares

2012

number 
oF shares

2011

outstanding at 1 January 1,797,372 2,404,580
lapsed during the year (361,000) (607,208)

outstanding at 31 deCember 1,436,372 1,797,372

exerCisable at 31 deCember 1,436,372 1,436,372

the options in existence being valued have an average exercise price of 27.5p (2011 – 30.7p).

the share options granted to employees, including executive directors, and outstanding at 31 december under existing share option schemes together with 
exercise prices and dates of exercise are as set out below:-

exercise 
price 

per share exercise date

number 
oF shares 

2012

number 
oF shares 

2011

the macfarlane group company share option plan 2000 88.0p april 2005 – april 2012 – 76,698
the macfarlane group plc executive share option scheme 2000 88.0p april 2005 – april 2012 – 284,302
the macfarlane group company share option plan 2000 28.5p april 2006 – april 2013 393,490 393,490
the macfarlane group plc executive share option scheme 2000 28.5p april 2006 – april 2013 491,510 491,510
the macfarlane group plc executive share option scheme 2000 26.0p october 2007 – october 2014 551,372 551,372

total share options outstanding at 31 deCember 1,436,372 1,797,372

equity-settled long-term incentive plans
the group provided long-term incentive plans which provide for a base level share price for total shareholder return (“tsr”) equating to the closing quoted 
market price of the group shares on the day before the date of award. the vesting period is three years and incentive plans are forfeited if the employee 
leaves the group before they vest. no long-term incentive plan awards were made in 2011 or 2012. all awards have now lapsed.

the group recognised a charge of £nil (2011 – £8,000) relating to equity-settled share-based payment transactions and long-term incentive plans. 

macfarlane group all employee share ownership plan
shares held by the trustees of the all employee share ownership plan vest unconditionally in the employees on the normal maturity date and dividends  
on the shares are paid to employees. at 31 december 2012 the scheme held 35,186 ordinary shares of 25p each (2011 – 35,186), which had a market 
value of £10,000 (2011 – £7,000) on behalf of employees. no awards were made in either 2011 or 2012.
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25. pensions

the group operates a pension scheme based on final pensionable salary for its uk operations. active employees accrue benefits of 1/60 of pensionable 
salary for each completed year’s service on attainment of a normal retirement age of 65. the assets of the scheme are held separately from those of the 
group in managed funds under the overall supervision of the scheme trustees.

the pension scheme’s qualified actuary carries out triennial valuations using the projected unit method to determine the level of deficit. For the most recent 
triennial valuation at 1 may 2011, the principal assumptions adopted were that investment returns would average 6.15% per annum and that no further 
salary increases would apply for active members. the results of the valuation showed that the market value of the relevant assets of the scheme was 
£46,959,000 and the actuarial value of these assets represented 66% of the value of benefits that had accrued to members.

the final salary scheme was closed to new entrants during 2002.

during 2010, macfarlane group plc made the decision to amend benefits for active members in the scheme by freezing pensionable salaries at the levels 
current at 30 april 2009. Following a consultation process with the active members affected, the change took effect on 30 april 2010. as a result no further 
salary inflation applies for active members who elected to remain in the scheme. 

during the second half of 2010 the government announced its intention that statutory minimum increases should be based on the increase in the cpi 
measure of inflation rather than the rpi measure of inflation. as the macfarlane group final salary pension scheme rules define revaluation in deferment to 
be statutory, this change was effected in 2010 with a resultant reduction in liabilities.

during 2012, the group made the decision to amend benefits for pensioner, deferred and active members in the defined benefit pension scheme by making 
a pension increase exchange (“pie”) offer to pensioner members at 1 may 2012 and providing a pie option for deferred and active members after 1 may 
2012. details are set out in note 1c and as a result of both of these actions, a gain of £1.65 million was recorded in the first half of 2012 after charging 
attributable professional expenses of £0.20 million.

Following the completion of the 2011 actuarial valuation, the board has agreed to make additional payments to the scheme, which increase the scheme 
assets and therefore reduce the net pension deficit. the group expects to contribute approximately £2.5 million (2012 – £2.6 million) to its defined benefit 
scheme in 2013. 

the employer contribution rate is now 11.6% of pensionable salary, and the employee contribution rate is 7% of pensionable salary from 1 may 2012 
following actuarial advice.

the group will consider a number of further actions to reduce the deficit in 2013.

ias 19 (revised) will be adopted with effect from 1 January 2013.

balance sheet disclosures
the assets in the scheme, the net liability position for the scheme and the expected rates of return have been based on the results of the actuarial valuation as 
at 1 may 2011, updated to the year-end.

balance sheet disclosures

asset Class
Fair value

2012
£000

long-term 
expected rate 

oF return

Fair value 
2011
£000

long-term 
expected rate 

oF return

Fair value 
2010
£000

long-term 
expected rate 

oF return

equities 14,474 7.40% 12,782 7.50% 26,577 7.75%
bonds 23,544 3.40% 21,806 3.70% 18,436 4.90%
multi-asset diversified funds 13,026 7.40% 12,206 7.50% – –
other (cash) 305 1.00% 174 1.00% 280 1.00%

Fair value of assets 51,349 5.53% 46,968 5.71% 45,293 6.54%
present value of scheme liabilities (70,247) (67,452) (61,018)

defiCit in the sCheme (18,898) (20,484) (15,725)
related deferred tax asset (note 18) 4,346 5,121 4,246

net pension sCheme liability (14,552) (15,363) (11,479)
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25. pensions (continued)

the investment in equities of £14,474,000 (2011 – £12,782,000) includes a holding of 1,145,918 ordinary shares in macfarlane group plc  
(2011 – 1,145,918) held at a value of £321,000 (2011 – £215,000).

during 2011 the company transferred 80,000 ordinary shares held as own shares, at market value, to the macfarlane group plc pension & life assurance 
scheme (1974).

the long-term expected rate of return is based on equity returns, bond yields and cash balance returns. the overall expected rate of return on the scheme 
assets is a blended rate of the individual investment categories.

the scheme’s liabilities at 31 december 2012 were calculated on the following bases as required under ias19:

assumptions 2012 2011 2010

discount rate 4.40% 4.80% 5.50%
rate of increase in salaries 0.00% 0.00% 0.00%
rate of increase in pensions in payment 3% or 5% 

for fixed increases 
or 2.90% for lpi.

2.10% post 5 april 2006

3% or 5% 
for fixed increases
or 2.90% for lpi. 

2.10% post 5 april 2006

3% or 5%
for fixed increases
or 2.72% for lpi. 

2.02% post 5 april 2006
spouse’s pension assumption*
pensioner/deferred and active members 70%/80% 90%/90% 90%/90%

inflation assumption (rpi) 3.00% 3.00% 3.50%
inflation assumption (cpi) 2.30% 2.20% 2.70%
life expectancy beyond normal retirement age of 65
male 22.4 22.3 21.5
Female 24.6 24.6 24.0

* the actuarial assumption was changed following the pie exercise, giving an actuarial gain of £1.6 million.

movement in the sCheme defiCit in the year 
2012
£000

2011
£000

at 1 January (20,484) (15,725)
normal service costs (146) (150)
settlement loss – (13)
pension increase exchange gain (see note 1c) 1,855 –
contributions 2,583 2,169
net finance cost (501) (333)
actuarial loss in the year (2,205) (6,432)

at 31 deCember (18,898) (20,484)

analysis of amounts Credited/(Charged) to profit before tax
2012
£000

2011
£000

normal service costs (146) (150)
settlement losses – (13)
pension increase exchange gain 1,855 –
expected return on pension scheme assets 2,685 2,947
interest cost of pension scheme liabilities (3,186) (3,280)

amounts Credited/(Charged) to profit before tax 1,208 (496)
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25. pensions (continued)
analysis of the aCtuarial loss as inCluded in the statement  
of Comprehensive inCome/(expense) 

2012
£000

2011 
£000

actual return less expected return on scheme assets 1,622 (517)
changes in assumptions underlying the present value of scheme liabilities (3,827) (5,915)

aCtuarial loss (2,205) (6,432)

movement in the fair value of sCheme assets
at 1 January 46,968 45,293
expected return on scheme assets 2,685 2,947
actual return less expected return on scheme assets 1,622 (517)
contributions from sponsoring companies 2,583 2,169
contribution from scheme members 80 84
benefits paid (2,589) (3,008)

at 31 deCember 51,349 46,968

movement in the present value of defined benefit obligations
at 1 January (67,452) (61,018)
normal service costs (146) (150)
settlement losses – (13)
pension increase exchange gain 1,855 –
interest cost (3,186) (3,280)
contribution from scheme members (80) (84)
changes in assumptions underlying the defined benefit obligations (3,827) (5,915)
benefits paid 2,589 3,008

at 31 deCember (70,247) (67,452)

the cumulative amount of actuarial losses recognised in other comprehensive income since the date of transition to ias 19 on 1 January 2004 is 
£14,647,000 (2011 – £12,442,000).

the five-year history of experience adjustments and actual returns on scheme assets and scheme liabilities is as follows: 

2012 
£000

2011 
£000

2010
£000

2009
£000

2008
£000

present value of defined benefit obligations (70,247) (67,452) (61,018) (60,988) (53,420)
Fair value of scheme assets 51,349 46,968 45,293 40,622 35,943

defiCit in the sCheme (18,898) (20,484) (15,725) (20,366) (17,477)

aCtual return on sCheme assets
amount 4,307 2,430 4,788 5,630 (8,281)

percentage of scheme assets 8.4% 5.3% 10.6% 13.9% (23.0%)
experienCe adJustment on sCheme liabilities
amount (3,827) (5,915) (554) (7,587) 7,189

percentage of scheme liabilities (5.4%) (8.8%) (0.9%) (12.4%) 13.5%
experienCe adJustment on sCheme assets
amount 1,622 (517) 2,094 3,305 (11,356)

percentage of scheme assets (3.2%) (1.1%) 4.6% 8.1% (31.6%)

defined contribution schemes
the group also operates a number of defined contribution pension schemes, set up as group personal pension plans. the assets of these plans are held separately 
from those of the group in independently administered funds. the pension cost charge represents contributions paid by the group to these plans and amounted  
to £756,000 (2011 – £627,000). contributions from the company and employees amounting to £53,000 (2011 – £48,000) were payable to the schemes and 
are included in creditors at the balance sheet date.

macfarlane group has a stakeholder pension arrangement for those employees not eligible for membership of any of the group’s contributory pension schemes.
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26. related party transaCtions

the group has a related party relationship with its subsidiaries (see page 68), with its directors who comprise the group board and with macfarlane group 
plc sponsored pension schemes.

transactions between the company and its subsidiaries are eliminated on consolidation and are not disclosed.

key management personnel comprise the group board. their remuneration is set out below in aggregate for each of the categories specified in ias 24 
“related party disclosures”.

2012 
£000

2011 
£000

directors’ remuneration 743 699
employer’s national insurance contributions 100 92
cost charged in respect of share-based payments – 6

843 797

Further details of directors’ individual and collective remuneration are set out in the report on directors’ remuneration on page 20. details of directors’ 
shareholdings in the company are also shown on page 21. total dividends of £31,000 were paid in respect of these shareholdings in 2012 (2011 £32,000).

details of the disposal of own shares to the pension scheme in 2011 are set out in note 25. disclosures in relation to the pension schemes are set out in note 25.

the directors have considered the implications of ias24 “related party disclosures” and are satisfied that there are no other related party transactions 
occurring during the year, which require disclosure other than those already disclosed in these financial statements.
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Company balanCe sheet
at 31 december 2012

note
2012 
£000

2011 
£000

fixed assets
tangible fixed assets 28 41 42
investments 29 24,225 24,225

24,266 24,267
Current assets
debtors  – due within one year 30 3,893 7,130
 – due after more than one year 30 18,290 15,511

total Current assets 22,183 22,641

creditors – amounts falling due within one year 31 (9,810) (10,308)

net Current assets 12,373 12,333

total assets less Current liabilities 36,639 36,600

creditors – amounts falling due after more than one year 32 (601) (280)

net assets exCluding net pension liability 36,038 36,320
net pension liability 38 (5,966) (6,298)

net assets inCluding net pension liability 30,072 30,022

Capital and reserves
share capital 33 28,755 28,755
own shares 34 (810) (810)
profit and loss account 34 2,127 2,077

shareholders’ funds 36 30,072 30,022

the accompanying notes are an integral part of this company balance sheet.

the financial statements of macfarlane group plc, company registration number sc004221, were approved by the board of directors on 5 march 2013 
and signed on its behalf by

peter d. atkinson  John love
chief executive   Finance director
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27. signifiCant aCCounting poliCies

the company financial statements have been prepared on the historical cost basis and in accordance with united kingdom accounting standards.

the directors, in their consideration of going concern, have reviewed the company and group’s future cash forecasts and revenue projections, which they 
believe are based on prudent market data and past experience. additional details are set out on page 36. after making enquiries, the directors have a 
reasonable expectation that the company has adequate resources to continue in operational existence for the foreseeable future. For this reason they 
continue to adopt the going concern basis in preparing the financial statements.

the principal accounting policies adopted are as noted below: 

investments
investments held as fixed assets are stated in note 29 at cost less provision for any impairment.

tangible fixed assets
tangible fixed assets are stated at cost. no depreciation is provided on land. depreciation is calculated at fixed rates on a straight-line basis to write off the 
cost of the assets over the period of their expected useful lives. the rates of depreciation vary between 2% – 5% per annum on buildings and 0% – 33% per 
annum on plant and equipment.

pension schemes
For defined benefit retirement benefit schemes, the cost of providing benefits is determined using the projected unit credit method, with actuarial valuations 
being carried out triennially and updated at each balance sheet date. actuarial gains and losses are recognised in full, in the period in which they occur, 
directly in reserves.

past service cost is recognised immediately to the extent that benefits are already vested and otherwise is amortised on a straight-line basis over the average 
period until the benefits become vested.

settlement gains represent the excess of the current value of the retirement obligation extinguished over the transfer value paid to extinguish the liability. 
curtailment gains, which are recognised in the profit and loss account, represent the reduction in value of the retirement obligations achieved following  
a change in benefits put forward by the company but only after trustee approval to any necessary rule changes has been effected.

the retirement benefit obligation recognised in the balance sheet represents the present value of the defined benefit obligation as adjusted for unrecognised 
past service cost, and as reduced by the fair value of the scheme assets. the obligations are measured on an actuarial basis and discounted at a rate 
equivalent to the current rate of return on a high quality corporate bond of equivalent currency and term to the scheme’s liabilities.

payments made to defined contribution retirement benefit schemes are charged as an expense as they fall due.

financial instruments
(i) other receivables do not carry interest and are stated at their nominal value as reduced by appropriate allowances for estimated irrecoverable amounts.

(ii) interest-bearing bank overdrafts and loans are recorded at the proceeds received, net of direct issue costs.

(iii) trade creditors are not interest bearing and are stated at their nominal value.

Current taxation
provision is made for corporation tax on all profits and realised gains up to the balance sheet date, calculated using tax rates that have been enacted or 
substantively enacted by the balance sheet date.

deferred taxation
deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet date where transactions or events 
that result in an obligation to pay more tax in the future or a right to pay less tax in the future have occurred at the balance sheet date. timing differences are 
differences between the company’s taxable profits and its results as stated in the financial statements that arise from the inclusion of gains and losses in tax 
assessments in periods different from those in which they are recognised in the financial statements.

the deferred tax asset is regarded as recoverable and therefore recognised only to the extent that, on the basis of all available evidence, it can be regarded 
as more than likely than not that there will be suitable taxable profits from which the future reversal of the underlying timing differences can be deducted.

deferred tax is measured at the average tax rates that are expected to apply in the periods in which the timing differences are expected to reverse based on 
tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

deferred tax is measured on a non-discounted basis.
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27. signifiCant aCCounting poliCies (continued)

Cash flow statement
the company has not presented a company only cash flow statement. it has taken advantage of the exemption contained in Frs1 (revised 1996) “cash 
Flow statements” as macfarlane group plc has included a consolidated cash flow statement within its group accounts.

share-based payments
the company has adopted Frs 20 “share-based payments”. the company issues equity-settled share-based payments to certain employees, which are 
measured at fair value at the date of grant. the fair value, determined at the grant date, of the share-based payments issued to employees of this company 
are expensed on a straight-line basis over the vesting period, based on the company’s estimate of shares that will eventually vest. the expense relating to 
employees of subsidiary companies is fully recharged to those companies with the cost increasing the investment in subsidiaries and a corresponding credit 
to reserves.

the fair value is determined by the use of a binomial model. the expected life used in the model has been adjusted based on management’s best estimate, 
for the effects of non-transferability, exercise restrictions and behavioural considerations.

28. tangible fixed assets
land & 

buildings 
£000

plant, 
& equipment 

£000
total 
£000

Cost
at 1 January 2012 and 31 December 2012 15 305 320

depreCiation
at 1 January 2012 11 267 278
charge for year – 1 1

at 31 December 2012 11 268 279

net booK value  

at 31 December 2012 4 37 41

at 31 december 2011 4 38 42

the parent company had no assets held under finance leases in 2012 or in 2011.

29. investments  
2012 
£000

2011 
£000

investment in subsidiaries at Cost
at 1 January 24,225 25,810
group transfers – (1,585)

at 31 deCember 24,225 24,225

details of the principal operating subsidiaries are set out on page 68.

of the investment value shown above £114,000 (2011 – £114,000) relates to charges to investments in subsidiary companies in respect of equity-settled 
share-based payments, which will be settled by the parent company.

group transfers in 2011 represent the transfer of the investments in macfarlane packaging limited and mitchell packaging limited to a subsidiary company, 
macfarlane group uk limited.
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30. debtors
2012 
£000

2011 
£000

due within one year
amounts owed by subsidiaries 2,250 5,500
other receivables 581 669
prepayments and accrued income 432 434
deferred tax asset (see below) 630 527

3,893 7,130

deferred tax asset
corporation tax losses
at 1 January 527 100
credited through profit and loss account 103 427

at 31 deCember 630 527

recovery of the deferred tax asset for corporation tax losses is anticipated against future profits from trading.
due after more than one year  
amounts owed by subsidiaries 18,290 15,511

31. Creditors – amounts falling due within one year
2012 
£000

2011 
£000

bank overdrafts and loans 8,856 8,987
trade creditors 384 365
amounts owed to group companies 265 600
other taxation and social security 36 32
accruals and deferred income 269 324

9,810 10,308

all bank overdrafts and loans are unsecured and are repayable on demand.

the company and certain subsidiaries have given inter-company guarantees to secure their respective overdrafts and loans. the overall credit lines for these 
borrowing facilities total £11,000,000 (2011 – £11,500,000) and are in place for the period to 28 February 2014.

32. Creditors – amounts falling due after more than one year
2012 
£000

2011 
£000

amounts owed to group companies 601 280

33. share Capital 
number oF 
25p shares

2012 
£000

2011 
£000

authorised 200,000,000 50,000 50,000

allotted, issued and fully paid:
at 1 January and 31 december 115,019,000 28,755 28,755

there have been no movements in share capital during the year.

the company has one class of ordinary shares, which carry no right to fixed income. each ordinary share carries one vote in any general meeting of the company.
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34. reserves 

own shares 
£000

proFit and
loss account

£000
total 
£000

balance at 1 January 2011 (855) 2,574 1,719
disposal of own shares 45 (24) 21
profit for the year – 1,977 1,977
dividends paid (see note 7) – (1,761) (1,761)
post tax actuarial loss in pension scheme taken direct to reserves – (697) (697)
credit for share-based payments (see note 37) – 8 8

balance at 1 January 2012 (810) 2,077 1,267
profit for the year – 2,166 2,166
dividends paid (see note 7) – (1,761) (1,761)
post tax actuarial loss in pension scheme taken direct to reserves – (355) (355)

balanCe at 31 deCember 2012 (810) 2,127 1,317

at 31 december 2012, the company’s employee share ownership trust (“esot”) held 1,436,372 (2011 – 1,436,372) ordinary shares in macfarlane 
group plc with a market value of £402,000 (2011 – £269,000) against the future exercise of share options. the esot has waived its right to receive 
dividends on these shares.

during 2011 the company transferred 80,000 ordinary shares, previously held as own shares to its defined benefit pension scheme.

35. operating profit
2012 
£000

2011 
£000

operating profit for the parent Company has been arrived at after Charging: 
auditor’s remuneration
  audit services 16 17
  non-audit services 78 35

2012 
no.

2011
no.

staff Costs
the average monthly number of employees was:
administration 11 11

the Costs inCurred in respeCt of these employees were:
2012 
£000

2011 
£000

wages and salaries 1,011 798
social security costs 116 94
other pension costs 25 90

1,152 982

36. reConCiliation of movements in shareholders’ funds 
2012 
£000

2011 
£000

profit for the year 2,166 1,977
dividends to equity holders in the year (1,761) (1,761)
post tax actuarial loss in pension scheme taken direct to equity (355) (697)
transfer of own shares to pension scheme – 21
credit for share-based payments (see note 37) – 8

movements in shareholders’ funds in the year 50 (452)
opening shareholders’ funds 30,022 30,474

Closing shareholders’ funds 30,072 30,022
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37. share-based payments

equity-settled share option plans
share option plans of the parent company, macfarlane group plc provide for a grant price, which approximates to the average quoted market price of the 
group shares on the date of grant. the vesting period is generally three years and options are forfeited if the employee leaves the group before the options vest. 
if the options remain unexercised after a period of ten years from the date of grant, the options expire. the fair value at 31 december 2012 was £112,000 
(2011 – £112,000).

number 
oF shares 

2012

number 
oF shares 

2011

a summary of the movements on share options during the year is as follows:
outstanding at 1 January 803,372 975,930
lapsed during the year (172,000) (172,558)

outstanding at 31 deCember 631,372 803,372

exerCisable at 31 deCember 631,372 631,372

options outstanding as follows:
exercise price

per share

numBeR 
of shaRes 

2012

number 
oF shares 

2011

grant date
5 april 2002 88.0p – 172,000
16 april 2003 28.5p 80,000 80,000
29 october 2004 26.0p 551,372 551,372

631,372 803,372

equity-settled share option plans 2012 2011

inputs to the binomial model giving rise to a charge are as follows:
weighted average share price 42p 42p
weighted average exercise price 42p 42p
expected volatility 40% 40%
expected life 6.5 years 6.5 years
risk free rate 4.4% 4.4%
expected annual dividend yield 0.0% 0.0%

the options in existence, being valued, have an average exercise price of 27.5p (2011 – 30.0p).

equity-settled long-term incentive plans
the group provided long-term incentive plans which provide for a base level share price for total shareholder return (“tsr”) equating to the closing quoted 
market price of the group shares on the day before the date of award. the vesting period is three years and incentive plans are forfeited if the employee 
leaves the group before they vest. no long-term incentive plan awards were made in 2011 or 2012. all awards have now lapsed.

the company recognised a charge of £nil (2011 – £8,000) relating to equity-settled share-based payment transactions and long-term incentive plans. 

macfarlane group all employee share ownership plan
shares held by the trustees of the all employee share ownership plan vest unconditionally in the employees on the normal maturity date and dividends on 
the shares are paid to employees. at 31 december 2012 the scheme held 35,186 ordinary shares of 25p each (2011 – 35,186), which had a market 
value of £10,000 (2011 – £7,000) on behalf of employees. no awards were made in either 2011 or 2012.
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38. pensions

the company operates a pension scheme based on final pensionable salary for its uk operations. active employees accrue benefits of 1/60 of pensionable 
salary for each completed year’s service on attainment of a normal retirement age of 65. the assets of the scheme are held separately from those of the 
company in managed funds under the overall supervision of the scheme trustees.

the pension scheme’s qualified actuary carries out triennial valuations using the projected unit method to determine the level of deficit. For the most recent 
triennial valuation at 1 may 2011, the principal assumptions adopted were that investment returns would average 6.15% per annum and that no further 
salary increases would apply for active members. the results of the valuation showed that the market value of the relevant assets of the scheme was 
£46,959,000 and the actuarial value of these assets represented 66% of the value of benefits that had accrued to members.

the final salary scheme was closed to new entrants during 2002.

during 2010, macfarlane group plc made the decision to amend benefits for active members in the scheme by freezing pensionable salaries at the levels 
current at 30 april 2009. Following a consultation process with the active members affected, the change took effect on 30 april 2010. as a result no further 
salary inflation applies for active members who elected to remain in the scheme. 

during 2012, the group made the decision to amend benefits for pensioner, deferred and active members in the defined benefit pension scheme by making 
a pension increase exchange offer to pensioner members at 1 may 2012 and providing a pie option for deferred and active members after 1 may 2012.  
as a result of both of these actions, a gain of £677,000 was recorded by the company in the first half of 2012 after charging attributable professional 
expenses of £84,000.

Following the completion of the 2011 actuarial valuation, the board has agreed to make additional payments to the scheme, which increase the scheme 
assets and therefore reduce the net pension deficit. the employer contribution rate is now 11.6% of pensionable salary, and the employee contribution rate 
is 7% of pensionable salary from 1 may 2012 following actuarial advice.

the assets in the scheme, the net liability position for the scheme and the expected rates of return have been based on the results of the actuarial valuation as 
at 1 may 2011, updated to the year-end.

balance sheet disclosures

asset Class
Fair value 

2012 
£000

long-term 
expected rate 

oF return

Fair value 
2011 
£000

long-term 
expected rate 

oF return

Fair value 
2010 
£000

long-term 
expected rate 

oF return

equities 5,934 7.40% 5,241 7.50% 12,950 7.75%
bonds 9,653 3.40% 8,940 3.70% 8,983 4.90%
multi-asset diversified funds 5,341 7.40% 5,004 7.50% – –
other (cash) 125 1.00% 71 1.00% 136 1.00%

Fair value of assets 21,053 19,256 22,069
present value of scheme liabilities (28,801) (27,654) (29,731)

defiCit in the sCheme (7,748) (8,398) (7,662)
related deferred tax asset 1,782 2,100 2,069

net pension sCheme liability (5,966) (6,298) (5,593)

the investment in equities of £5,934,000 (2011 – £5,241,000) includes a holding of 1,145,918 ordinary shares in macfarlane group plc (2011 – 1,145,918) 
held at a value of £321,000 (2011 – £215,000).

related deferred tax asset
2012
£000

2011 
£000

2010 
£000

at 1 January 2,100 2,069 2,593
(charge)/credit to reserves (105) 28 (11)
(charge)/credit to profit and loss account (213) 3 (513)

at 31 deCember 1,782 2,100 2,069



66

notes to the Company finanCial statements
For the year ended 31 december 2012

38. pensions (continued)

the scheme’s liabilities at 31 december 2012 were calculated on the following bases as required under Frs17:

assumptions 2012 2011 2010

discount rate 4.40% 4.80% 5.50%
rate of increase in salaries 0.00% 0.00% 0.00%
rate of increase in pensions in payment 3% or 5% 

for fixed increases 
or 2.90% for lpi. 

2.10% post 5 april 2006

3% or 5% 
for fixed increases 
or 2.90% for lpi. 

2.10% post 5 april 2006

3% or 5% 
for fixed increases 
or 2.72% for lpi. 

2.02% post 5 april 2006

spouse’s pension assumption
pensioner/deferred and active members 70%/80% 90%/90% 90%/90%

inflation assumption (rpi) 3.00% 3.00% 3.50%
inflation assumption (cpi) 2.30% 2.20% 2.70%
life expectancy beyond normal retirement age of 65
male 22.4 22.3 21.5
Female 24.6 24.6 24.0

movement in the sCheme defiCit in the year
2012 
£000

2011 
£000

at 1 January (8,398) (7,662)
normal service cost (21) (11)
pension increase exchange gain 761 –
contributions 365 137
net finance cost (205) (137)
actuarial loss in the year (250) (725)

at 31 deCember (7,748) (8,398)

analysis of amounts Credited/(Charged) to operating profit
normal service cost (21) (11)
pension increase exchange gain 761 –

amounts Credited/(Charged) to operating profit 740 (11)

analysis of amounts Charged to net finanCe Costs
expected return on pension scheme assets 1,101 1,208
interest cost of pension scheme liabilities (1,306) (1,345)

net finanCe Costs (205) (137)

analysis of the aCtuarial loss inCluded in the statement  
of total reCognised gains and losses
actual return less expected return on scheme assets 1,380 (2,930)
changes in assumptions underlying present value of scheme liabilities (1,630) 2,205

aCtuarial loss (250) (725)
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38. pensions (continued)
2012 
£000

2011 
£000

movement in the fair value of sCheme assets 
at 1 January 19,256 22,069
expected return on scheme assets 1,101 1,208
actual return less expected return on scheme assets 1,380 (2,930)
contributions from sponsoring companies 365 137
contribution from scheme members 11 6
benefits paid (1,060) (1,234)

at 31 deCember 21,053 19,256

movement in the present value of defined benefit obligations
at 1 January (27,654) (29,731)
current service cost (21) (11)
interest cost (1,306) (1,345)
pension increase exchange gain 761 –
contribution from scheme members (11) (6)
actuarial (loss)/gain (1,630) 2,205
benefits paid 1,060 1,234

at 31 deCember (28,801) (27,654)

the cumulative actuarial gains on the pension scheme applied against reserves since the transition to Frs 17 on 1 January 2004 is £2,130,000  
(2011 – £2,380,000).

2012
£000

2011 
£000

2010 
£000

2009
£000

2008 
£000

present value of defined benefit obligations (28,801) (27,654) (29,731) (27,726) (24,732)
Fair value of scheme assets 21,053 19,256 22,069 18,466 16,640

defiCit in the sCheme (7,748) (8,398) (7,662) (9,260) (8,092)

return on sCheme assets 2,481 (1,722) 4,832 3,197 (8,746)

percentage of scheme assets 11.8% (8.9%) 21.9% 17.3% (52.6%)

experienCe adJustment on sCheme assets 1,380 (2,930) 3,519 2,140 (10,170)

percentage of scheme assets 6.6% (15.2%) 15.9% 11.6% (61.1%)

experienCe gains and losses on sCheme liabilities (1,630) 2,205 (1,962) (3,114) 10,575

percentage of scheme’s liabilities (5.7%) 8.0% (6.6%) (11.2%) 42.8%

defined contribution schemes
the company also participated in a defined contribution scheme, the macfarlane group personal pension plan. contributions to the plan for the year were £4,000 
(2011 – £79,000). there were no contributions from the company and employees payable to the schemes included in creditors at the balance sheet date.

39. related party transaCtions

transactions between the company and its subsidiaries, which are related parties, have been eliminated on consolidation and are not disclosed. the directors 
have considered the implications of Frs 8 “related party transactions” and are satisfied that there are no other related party transactions occurring during the 
year, which require disclosure, other than those already disclosed in these financial statements.
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prinCipal operating subsidiaries

company name principal activities
country oF 
registration

maCfarlane group uK limited

coventry  tel: 02476 511511

grantham  tel: 01476 574747
westbury  tel: 01373 858555

supply and distribution of all forms of packaging materials and equipment.

design and manufacture of specialist packaging. 

england

maCfarlane labels limited

kilmarnock  tel: 01563 525151

manufacture of high quality printed self-adhesive labels and resealable 
labelling solutions.

scotland

maCfarlane labels (ireland) limited

wicklow  tel: 00 353 1281 0234

manufacture of high quality printed self-adhesive labels and resealable 
labelling solutions.

ireland

maCfarlane group sweden ab

helsingborg tel: 00 46 42 13 75 55

manufacture of high quality printed self-adhesive labels and resealable 
labelling solutions.

sweden

all the above subsidiaries are wholly owned either by macfarlane group plc or one of its subsidiary companies and operate within their country  
of registration. a full list of trading and non-trading subsidiaries is available from the registered office, 21 newton place, glasgow g3 7py.
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HEadquarTErEd in glasgow, MacfarlanE 
group plc EMploYs 700 pEoplE aT 20 siTEs 
across THE uk, 1 siTE in irEland and 1 siTE  
in swEdEn and sErvicEs MorE THan 20,000 
cusToMErs in a widE rangE of sEcTors.
contents

our new 2013 product catalogue  
is now available.

our trading website 
www.macfarlanepackaging.com
enables customers to place orders at 
their convenience 24 hours each day.
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 BRistol 
T 0844 770 1401 
E bristol@macfarlanepackaging.com

 coventRy  
T 0844 770 1407 
E coventry@macfarlanepackaging.com

 enfield 
T 0844 770 1409 
E enfield@macfarlanepackaging.com

 exeteR 
T 0844 770 1411 
E exeter@macfarlanepackaging.com

 fARehAM 
T 0844 770 1413 
E fareham@macfarlanepackaging.com

 GlAsGow 
T 0844 770 1421 
E glasgow@macfarlanepackaging.com

 GloucesteR 
T 0145 255 5550 
E gloucester@macfarlanepackaging.com

 GRAnthAM 
T 0844 770 1415 
E grantham@macfarlanepackaging.com

 hAyes 
T 0208 813 5322 
E hayes@macfarlanepackaging.com

 hoRshAM 
T 0844 770 1419 
E horsham@macfarlanepackaging.com

 MAnchesteR 
T 0844 770 1423 
E manchester@macfarlanepackaging.com

 Milton Keynes 
T 0844 770 1425 
E miltonkeynes@macfarlanepackaging.com

 newcAstle 
T 0844 770 1427 
E newcastle@macfarlanepackaging.com

 sudBuRy 
T 0844 770 1429 
E sudbury@macfarlanepackaging.com

 wAKefield 
T 0844 770 1433 
E wakefield@macfarlanepackaging.com

 wiGAn 
T 0844 770 1437 
E wigan@macfarlanepackaging.com 

 GRAnthAM 
T 0844 770 1417 
E granthamsales@macfarlanepackaging.
com

 westBuRy 
T 0844 770 1435 
E westburysales@macfarlanepackaging.
com

 wicKlow 
T 00 353 1281 0234 
E sales@macfarlanelabels.com

 KilMARnocK 
T 01563 525151 
E sales@macfarlanelabels.com

 sweden 
T 0046 4213 7555 
E info@reseal-it.se

locAl diRectoRy

MacfarlanE group plc

Macfarlane Head office 
21 newton place 
glasgow g3 7pY
T: 0141 333 9666 
f: 0141 333 1988 
E: investorinfo@macfarlanegroup.net
www.macfarlanegroup.net

packaging disTribuTion 
packaging dEsign and ManufacTurE 
labEls


