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The Trading Update from building systems specialist Eleco warned
investors to expect a loss for the half year to end-December and a
‘moderate’ improvement in the second, January — July half. We
believe the second half might still not be good enough to tip the
group into profit for the year as a whole, but there are some
reassuring points in the statement also.

Key points are:

e Net debt of £2.2m is modest compared to £9m of
shareholders’ funds net of goodwill.

e A good part of our expected red ink is in non-recurring
items or items that are not part of normal trading.
Redundancy and reorganization costs amounted to
£0.3m in H1 for example and there will be more in H2.
Also a legal case in Germany has soaked up costs.

e £0.6m of this year’s ‘interest charge’ is an accounting
adjustment concerning the pension fund deficit, and is a
non-cash item.

On trading:

e Pre-cast concrete, which accounts for c. 40% of sales, is
still running well below capacity, and this is impacting
margins. £9.3m of orders for new prison units have been
received, and while there is no firm start date, these
should start to benefit the group in H2 and fill part of the
hole in the order book.

e Both Pre-cast Concrete and other Building Systems work
was affected by delays in start dates for work already
contracted, as customers had difficulty securing bank
finance. This situation is endemic in the construction
industry at the moment.

e Of course the weather hasn'’t helped.

e The Software Division has shown a
improvement’.

‘significant

For the Interim Announcement due on March 5 we expect a fall in
sales of 10% to c. £30m and an adjusted pre-tax loss, before
exceptionals, of £1m. We have assumed, very approximately,
breakeven on an adjusted basis in H2. We also think it possible
that Eleco may decide not to pay an interim dividend.

Declared Adjusted . .. .
Y/E (;:::s Pre-tax Prje-tax Adél:,ssted r:gso el Bk
Profit Profit

June £m £m £m p. p. %
2008A 84.9 8.2 9.1 12.1 3.1 3.0 8.1
2009A 70.6 -1.4 0.9 14 26.4 0.8 2.0
2010E 66.2 -2.0 -1.0 -1.6 - 0.4 1.1
2011E No Forecast
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Management Major Shareholders
Executive Chairman: John Ketteley John Ketteley 12.5%
Delta Lloyd Funds 10.1%
Chief Operating Officer: Craig Slater H A Allen 9.3%
Lowland Investment Trust 5.2%
Finance Director: David Dannhauser Rights & Issues Investment Trust 5.1%
Other director holdings 3.2%
Key Dates Key Milestones

2008: Purchase of Milbury Systems, greatly expanding
March/April 2010: Interim Results Precast concrete capacity, and purchase of a third
Precast concrete site.

2009: Appointment of Craig Slater as Chief Operating
Officer.
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Disclaimer

The conclusions and opinions expressed in the investment research accurately reflect the views of the first named analyst. Hardman & Co provides
professional independent research services and the companies researched pay a set fee in order for this research to be made available. While the
information in the research is believed to be correct, this cannot be guaranteed. There are no other conflicts of interest.

Neither Hardman & Co nor the analysts responsible for this research own shares in the companies analysed in this research note. Neither do they hold
any other securities or derivatives (including options and warrants) in the companies concerned. Hardman & Co does not transact corporate finance and
therefore does not earn corporate finance fees. It does not buy or sell shares, and does not undertake investment business either in the UK or
elsewhere.

Hardman & Co does not make recommendations. Accordingly we do not publish records of our past recommendations. Where a Fair Value price is
given in a research note this is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.

Our research is issued in good faith but without legal responsibility and is subject to change or withdrawal without notice. Members of the professional
investment community are encouraged to contact the analyst concerned.

This research is provided for the use of the professional investment community, market counterparties and sophisticated and high net worth investors as
defined in the rules of the regulatory bodies. It is not intended to be made available to unsophisticated individuals. In the UK, any such individual who
comes into possession of this research should consult their properly authorized professional adviser, or undertake one of the ‘self certified’ sophisticated
investor tests that are available.

This research is not an offer to buy or sell any security.

Past performance is not necessarily a guide to the future and the price of shares, and the income derived from them, may fall as well as rise and the
amount realised may be less than the original sum invested. For AIM and PLUS shares, it is the opinion of the regulator that risks are higher.
Furthermore the marketability of these shares is often restricted.

This document must not be accessed or used in any way that would be illegal in any jurisdiction.

In some cases research is only issued electronically and in some cases printed research will be received by those on our distribution lists later than
those receiving research electronically.

The report may be reproduced either whole or in part on condition that attribution is given to Hardman & Co, and on condition that Hardman & Co
accepts no liability whatsoever for the actions of third parties in this respect.

Hardman & Co is not regulated by the Financial Services Authority (FSA).
© Hardman & Co.
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