
Chairman’s letter
Strategic report continued

The scale of disruption 
from Covid-19 to our 
normal ways of working 
has been immense but I 
can report that the Group, 
particularly its people, have 
risen magnificently to the 
challenges and continue  
to do so”
Kieran Murphy 
Chairman

Introduction 
As with all businesses in the UK, the past year at 
Mears has been dominated by the Covid-19 
pandemic and our response to the complex 
operational and financial challenges it 
presented to our business, our staff and our 
customers. The scale of disruption to our normal 
ways of working has been immense and there 
will be no-one within the group who has been 
unaffected. I can report that your company, 
particularly its people, have risen magnificently 
to the challenges and continue to do so.

The prior investment in client relationships, our 
people and infrastructure within Mears over many 
years has been much in evidence in the past 
12 months. The quality of our relationships with our 
clients has ensured that almost all of them have 
continued to support the company financially 
through the pandemic, ensuring that our 
infrastructure has remained intact and our financial 
future has not at any time been in question. 
Similarly, the focus which we have placed on 
employee welfare, safety and training has been 
repaid by immense hard work from our staff and, 
on many occasions, extraordinary efforts by team 
members. Our past investment in our IT systems 

£805.8m
(2019: £881.5m) – Continuing revenue 

£56.9m
(2019: net debt £51.0m) –  
Net cash at 31 December 

has allowed our teams to move the company 
efficiently and effectively onto a remote working 
footing with effective controls and functionality.

That spirit of support has also been in evidence 
among our stakeholders. In the spring, our 
lending banks put in place additional facilities 
and later accepted revised financing covenants 
to ensure that the group had the financial 
flexibility to weather a reduced trading 
performance. Similarly, our shareholders have 
accepted that the company could not make any 
dividend distributions to them during the 
course of the year. 

All that said, and despite the difficulties, the 
company made very significant strategic 
progress this year. We have completed our 
transition to a low capital-intensity housing 
specialist. We have significantly strengthened 
the balance sheet, the order book remains 
robust and high quality and we are in the 
process of identifying new areas for future 
growth. As the political roadmap out of 
lockdown unfolds, we can look forward to the 
future with confidence.
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People
I said in my letter last year that it was the culture 
of our business and the quality and 
commitment of our staff which has enabled 
Mears to quickly, responsibly and effectively 
respond to the Covid crisis. Twelve months on, 
I can add the quality of resilience. Both for those 
who have been able to work throughout the 
year and for those who spent some time on 
furlough (at one point over 2,200 or c.40% of 
our colleagues) it has been a difficult year and 
required personal sacrifices and resolve. I hope 
that by the time this report is published we will 
have brought all staff back from furlough and 
that we will be reverting to more or less normal 
working patterns across the UK.

I have now seen many notes of thanks from 
grateful recipients of the services which Mears 
provide. They illustrate how so many members 
of the Mears workforce are not just professional 
and committed but are prepared to go that 
extra mile to provide something outstanding to 
the people whose lives we support.

On behalf of the Board, I offer my respect, 
admiration and gratitude for all that has been 
achieved by our staff during the course of this 
difficult year.

One of the pleasures of my role during my first 
year in office in 2019 was being able to visit 
teams up and down the country and talk to 
them about their work. Clearly, that has been 
impossible these past 12 months. I would very 
much hope to resume those visits after the 
summer, all being well. 

Results
The financial results for the year were inevitably 
impacted by the pandemic but the strengths of 
our business model have underpinned our 
response. Maintenance-led work volumes were 
reduced by lockdown restrictions, and we 
agreed with most clients to defer non-
emergency works in people’s homes and 
deliver a service more focused on emergency 
works. In the majority of cases, our long-term 
relationships with our clients facilitated a swift 
transition to interim trading arrangements, 
reflecting these reduced activity levels, which 
broadly allowed us to recover direct labour and 
local overhead costs, but typically not central 
overhead or a profit contribution. 
These arrangements were in line with 

government guidance to support public sector 
supply chains. This eliminated the risk of 
significant loss in this part of our business and 
also allowed us to retain our operational 
infrastructure for the recovery in work volumes 
which we expect this year. By contrast, our 
central government contracts, including AASC 
and Key Worker, saw increasing numbers of 
users and service requirements during the 
pandemic and have performed strongly. 

Taken together, on a continuing basis, full year 
revenue fell by 9% to £806m (2019: £881m) and 
the Group recorded a small normalised loss1 
before tax of £(3.4)m (2019: £32.4m profit). 
However, this loss was concentrated in the first 
half of the year. The second half of the year 
showed a profit from continuing operations of 
£4.8m. This more robust performance is 
continuing into 2021. The business is well-
placed to return to its pre-Covid financial 
metrics once all operating restrictions are 
eased. The statutory loss on continuing 
activities before tax after deducting 
amortisation of acquired intangibles and 
exceptional items was £15.2m (2019: £20.3m 
profit). The statutory profit, including 
discontinued operations, on the same basis was 
£41.7m (2019: loss £62.0m).

The Group ended 2020 with a strong net cash 
balance of £56.9m (2019: £51.0m net debt). 
This number was driven in large part by disposal 
proceeds and by lower than usual working 
capital demands from a maintenance business 
where activity was reduced. It was also flattered 
by a number of Covid-19 related deferrals and 
payments received on account which will 
unwind in the first half of FY2021. Adjusting for 
all of these, our underlying average net debt 
position for the year is in the region of £65m (Q4 
2019: £126.1m). This represents a material 
strengthening of the position relative to the end 
of 2019. The Board expects further debt 
reduction progress to be made in 2021, despite 
the fact that some of the one-off effects 
discussed above will unwind or not be repeated.

The adoption in 2019 of IFRS 16, the new 
standard for leases accounting, was complex 
and challenging given the number of leases 
held by the Group. During the year, the Group 
revisited the assessments made in the previous 
year when initially recognising a right of use 
asset and the associated lease obligations. 

This has resulted in a reduction in both the asset 
and liability and a restatement to the prior year. 
This is detailed further within the Financial 
Review and the supporting notes to the 
Financial Statements. Reported profit before tax 
and earnings are not impacted by this change.

Strategy
Despite the difficult market conditions created by 
the pandemic, we made excellent progress 
during the year in pursuing and, in large measure, 
achieving the strategic objectives which we set 
ourselves back in 2019. These were to refocus on 
housing activities, significantly to reduce 
indebtedness and to improve the returns which 
we obtain on our invested capital. 

The sale in two tranches of our domiciliary care 
businesses was a key step. It allowed us to exit a 
business which we had improved operationally 
but which had underperformed financially for a 
number of years and was likely to continue to do 
so. It also significantly reduced the operational 
scale and complexity of the group, allowing us 
to streamline our central functions. The terms on 
which we did so ensured that service users’ 
interests were preserved throughout the 
process. We will continue to develop our 
‘housing with care’ solutions for clients and were 
pleased to have been selected by Cornwall 
Council to be its partner for a number of such 
projects over the coming years.

We have continued to run down our housing 
development activities, selling properties 
where we can do so for value and strictly 
limiting the build-up of working capital in the 
division. There remains some £25m of working 
capital to be released from this activity over the 
course of the next couple of years. As the 
properties are gradually converted to cash, that 
will contribute to our continuing objective of 
reducing the indebtedness of the Group. 

The disposal of Terraquest, which was 
completed shortly before the year end, also 
significantly contributed to the achievement of 
our strategic objectives. Mears is to be 
congratulated for having nurtured the 
development of Terraquest from a small start-up 
to a thriving profitable enterprise. But it became 
increasingly clear that this business was very 
different in kind from our other activities and that 
its continuing prosperity might be optimised by a 
different owner. We decided that we should run a 
structured process to find such a buyer and were 

1 Adjusted profit/(loss) before tax stated on continuing activities before exceptional items and before the amortisation of acquired intangibles. See Financial Review for 
reconciliation of alternative performance measure.
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From its creation in 1988, Mears has sought to 
differentiate itself with a consistent and long-term focus 
on the wider societal value, as well as financial value, 
which it can and should generate.”

Much work has been done in the last six months 
on Mears’ growth strategy for the next few 
years. We will remain focused on providing a 
range of housing solutions, mostly to public 
sector clients, which are capital-light and 
address key societal issues where demand can 
be expected to continue into the medium term. 
There remains a significant shortage of decent 
affordable housing in the UK and the 
developing green agenda will require very 
significant investment in the existing stock if the 
country is to achieve its overall carbon 
reduction targets. Mears is well placed to 
continue to develop the range of its services, 
growing its revenue line through new business 
wins in its core business, expanding the range 
of its capabilities in housing management and 
responding to clients’ needs for solutions for 
homelessness and new ways of heating homes. 
There are opportunities for growth in both the 
Local Authority and Housing Association 
segments as well as with Central Government. 
The business will continue to work to improve 
operating efficiencies, and deliver an increasing 
operating margin over time.

From a financial perspective, Mears will 
continue to use cash generated from 
operations, as well as from the unwind of 
development, to make significant further 
reductions in its indebtedness. 
Some investment may be required in the 
business to mobilise new business wins and to 
develop new activities in homelessness and 
the greening of social housing, but the 
objective will remain that new activities be light 

in capital intensity and fundamentally cash 
generative. The board is also conscious that 
shareholders have not received a dividend for 
over a year and will seek to return to the 
dividend list once it is prudent to do so. 
Taken together, and with a return toward more 
normal day to day trading, the Board would 
expect all these developments to drive 
significant shareholder returns.

Board developments
The pandemic changed the manner in which the 
Board worked, especially during the central part of 
the year. From March 2020 onwards, all meetings 
were (and they remain) virtual and for a period 
during the spring and early summer, meetings 
took place at weekly intervals so as to ensure that 
the Board was abreast of the developing situation 
caused by the pandemic and could effectively 
oversee the work of the executive team. I am 
grateful to all of my Board colleagues both for their 
willingness to make time available to participate in 
all of those discussions and for the constructive 
way in which they contributed their advice and 
counsel during that period.

During 2020 and early 2021, much work has 
been done on succession planning by the 
management team, at Nominations Committee 
and Board level, addressing both the senior 
executive team and the non-executive 
directors. There is a succession plan in place 
for all of the posts in the senior executive team.

As foreshadowed in my report last year, Jason Burt 
stood down from the Board in March 2020 and 
took up a new role in the Group coordinating and 
advising on health and safety and environmental 
matters. In that role, he continues to attend the 
Audit Committee by invitation and participates in 
Board discussions from time to time. 

As a result of the disposal of our domiciliary care 
business, we needed to recruit a new Employee 
Director this year. A process was run to 
encourage applicants from within the Group 
and two candidates were shortlisted and 
interviewed by non-executive Board directors. 
We were pleased to appoint Claire Gibbard with 
effect from 28 July 2020. This position is an 
important part of how the Board interacts with 
the workforce and we wish Claire well in helping 
us to improve the quality of our decision making. 

pleased to conclude a transaction with Apse 
Capital. The Ministry of Housing and Local 
Government, who have been our partners in 
Terraquest since the start, will remain partners in 
the business for the future. The terms of the 
transaction provide for Mears to have a 
continuing modest economic interest but the 
disposal was substantially satisfied in cash, 
£52.5m of which was received in 2020 (net of 
transaction costs). Those cash proceeds were 
used to reduce our indebtedness, thus making 
substantial inroads into our debt reduction target. 

The pandemic required us to institute 
widespread changes in our trading terms. 
These are discussed in the Chief Executive 
Officer’s Review and Financial Review but were 
only possible because of the close and effective 
working relationships built up with many clients 
over a number of years, and the constructive 
approach which those clients took to the need 
for Mears to retain its operating infrastructure for 
the future. The changes nevertheless resulted 
in a reduction in our profitability in 2020. 
We took the opportunity during the course of 
the year to exit certain contractual 
arrangements which were providing a drag on 
our financial performance. By contrast, the 
pandemic resulted in a significant increase in 
the number of service users in our asylum 
contracts. We had to make some difficult 
operational decisions and dealt with a serious 
incident in Glasgow which resulted in a fatality. 
We did so with a clear focus on staff and service 
user safety and this approach will guide us in the 
future. We look forward to moving to more 
normal trading arrangements and with a more 
optimised portfolio of contracts.

Chairman’s letter continued
Strategic report continued
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Roy Irwin and Geraint Davies have indicated their 
intention to retire from the Board and will not offer 
themselves for re-election at the 2021 AGM. 

Roy joined the Board in 2017, bringing over 30 
years of experience gained in a variety of senior 
roles in public sector housing. Geraint joined the 
Board in 2015, having been in professional 
practice as a chartered accountant for over 25 
years. Both have offered their considerable 
knowledge and wisdom which has been 
invaluable at the Board table and also in many 
other discussions within the company. 
Geraint has chaired the audit committee since 
appointment while Roy has served on the 
Remuneration Committee, and for the last two 
years has been its chairman. Much Board-level 
work is now done at committee level and both 
Roy and Geraint have provided exceptional 
service to the company in these roles during their 
tenure. I take this opportunity to thank them on 
behalf of the company for all of their work and 
input to the company over the last four and six 
years respectively.

Post the AGM, Jim Clarke, having been a member 
of the Audit Committee since his appointment to 
the Board in July 2019, will become its chairman. 
Julia Unwin will become a member of that 
committee. Chris Loughlin, who has been a 
member of the Remuneration Committee since 
his appointment to the board in September 2019, 
will become its chairman. Jim Clarke will become 
a member of that committee. Julia Unwin has 
indicated her wish to stand down as Senior 
Independent Director after three years in the role 
and Chris Loughlin has also agreed to take on 
that responsibility. The Board would like to thank 
Julia for her work as SID over the last three years.

In line with the overall streamlining of the Group 
which has occurred over the last couple of years, 
these decisions collectively provide an 
opportunity to modestly reduce the overall size 
of the Board, keeping in mind the need to remain 
compliant with the Code. Accordingly, it is 
intended to add one new non-executive director 
to the Board and a search will be commenced 
shortly to identify to identify a suitable candidate. 

Relationships with shareholders
I maintained contact with shareholders 
throughout 2020, although face-to-face 
meetings were not possible, and have continued 
dialogue into 2021, including with a number of 
new holders who have joined the register in the 
last 12 months. It remains my view that, while the 
executive team should lead dialogue with 
shareholders about company performance, the 
chairman should be available to hear their views. 
I intend to continue dialogue into the year.

ESG
From its creation in 1988, Mears has sought to 
differentiate itself with a consistent and 
long-term focus on the wider societal value, as 
well as financial value, which it can and should 
generate. This is reflected by a commitment 
which can be seen throughout the Group to the 
lives of the people we support and the 
communities in which they live, the quality of 
the staff experience itself and, increasingly, a 
commitment to change in the environmental 
agenda. This is a core purpose for the company 
and, accordingly, for those who work within it.

The strength of the commitment is evidence by 
the company’s continued success over many 
years in a number of areas, whether it be the 
FTSE4Good accreditation programme, the 
Sunday Times’ Top 25 Best Big companies to 
work for or the Royal Society for the 
Preventions of Accidents Order of Distinction 
Award. In 2020, we have refocused the work of 
the Mears Foundation, our staff charity based 
on give-as-you-earn with employer matching, 
where we now have an independent chair and, 
for the first time, a General Manager. Similarly, 
the Mears Customer Scrutiny board, chaired by 
Terrie Alafat, has started its work to help us to 
improve the way we work with tenants to help 
them receive the best service from us. The ESG 
section of the Strategic Report later in this 
document gives more details of the very wide 
range of initiatives which the company has in 
place to generate value.

During 2020, we appointed our first Head of 
Carbon Reduction. This individual will help to 
develop our efforts in two areas. First, as 
discussed above and in the Strategic Report, 
the Company believes that the country’s need 
to change the way in which we heat residential 
housing will open up revenue generating 
opportunities for us. But, in addition, Mears 
must make its own contribution to the country’s 
net zero target and it will be a priority for the 
Board this year to develop a programme to 
‘green’ Mears.

Summary
2020 was a challenging year, and for many of 
our people a difficult one. The success of the 
vaccination programme is opening up hope 
that the economy, Mears’ position within it and 
our lives generally, can progressively move 
back towards normality. The actions which the 
Company has taken during the pandemic will 
stand it in very good stead for the recovery. 
I would like to give my thanks to the senior 
management team for the unstinting efforts 
which they have made during 2020 and 
subsequently which have left the company in a 
much better condition than it was at the start of 
last year. Finally, I would like to thank again the 
Mears workforce whose commitment to the 
company and the people who we serve is such 
an important reason why the Group will 
continue to prosper into 2021 and beyond.

K Murphy
Chairman
kieran.murphy@mearsgroup.co.uk

I would like to thank again the Mears workforce whose 
commitment to the company and the people who we 
serve is such an important reason why the Group will 
continue to prosper into 2021 and beyond.”
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