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GKN Driveline Birmingham Limited

Strategic Report for the year ended 31 December 2018
The. Directors present the Straieglc. Report for the year ended 31 December 2018.

_ Business Review ' :
The principal activities of GKN Birmingham Dnvellne lelted (Company) is to manufacture automotive parts and accessories
~ for motor vehicles.

On 19 April 2018, there was a changé to the ultimate parent as Mélroée Industries Pld acquiréd GKN plc (GKN plc was a
British multinational company which produces automotive and aerospace components).

" The company recorded sales of £195,637,000 in 2018 (2017: £211,878,000) whlch was Iower than 2017 by £16,241 000
This was primarily due to lower sales volumes from major customers but mc!udes currency benefits resultmg from sterlmg
weakening versus the euro during the year. _

Owing to the anticipated volume drop by ma]or customeérs, the company Incurred a redundancy and restructunng cost of
£1,337, 266 {2017: £nil) during the year. . ‘ .

The company invested £3, 684 ,000in 2018 to accommodate new vehicle launches in 2019 and to Improve production
capabllmes .

’

The likely future development for the company ié to continue to manufactun_e and develop par'ts‘for'the automotive industry.

" The strategic outlook for the business over the next five years reflects a reduction of sales which Is largely due to lower
customer volumes, changes in customer product mix and new vehicle introduciion. This outlook follows anticipated trends in
the global automotive markets as they affect the sales volumes of vehicles for which.the company supplies components. The
business continues to look at its operational costs with the aim of mitigating the Impact of reducing sales and ultimately
improving its trading resuits. The business continues to Invest in capital equipment to drive the reduction in Its operatlonal
costs.

Prlnclpal Risks and Uncertainties :

From the perspective of the Company, the principal risks and uncertainties are integrated with the pnnclpal risks of the

. Melrose Group and are not managed separately. Accordingly, the principal risks and uncertainties of the Group, which
include those of the Company, are dlscussed on pages-52-58 of the Group'’s annual report-which does not form part of this

report. .

" Key Performance Indlcators

The Company’s operations are managed on a divisional basis. For this reason, the Company’s Directors believe that
analysis using key performance indicators for the Company is not necessary or appropriate for an understanding of the -

" development, performance or position of the business of the Company. The development, performarnce and position of GKN'
Driveline, which includes this Company, Is discussed on pages 18-17 of the Me!rose Industries PLC annual report which
does not form part of this report.

Approved by the Board on 30 September 2019 and signed on its behalf by:

Director .
Registration number: 00121799
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GKN Driveline Birmingham-Lirhited

Directors’ Report for the year ended 31 December 2018
The Directors present the Dlrectors' Report and the audited Financial Statements for the year ended 31 December 201 8

Directors of the Company v
The Directors who held office dunng the year and up to the date of signing the Financial Statements are as follows:

Mark Jeremy Gabriel
Rlchard Thomas Heath (Resigned 8 February 2018)
Steven Allen Westwood (Resigned 3 December 2018)
" lan Michael Brindley (Resigned 20 May 2019) .
Simon Nicholas Meadows (Resigned 28 September 2018)
John Hickman (Resigned 8 February 2019)
Andrej Poklic (Resigned 24 May 2018)
" Jonathon Crawford (Appointed as a director on 4 July 2018)
Gamy Barnes
Matthew Richards
Geoffrey Morgan
Wilson Ng Chin Heng (Appomted 8 February 2019, resigned 16 August 2019) ..
John Robert Harland (Appointed 20 May 2019) -

Financial Results : '
The Income statement of the Company shows a loss for. the f' nanclal year of £3 567,000 (201 7. loss.of £17,873 000)

Dividends
No interim dnvxdend was paid for the year ended 31 December 2018 (2017: £nil). The Dlrectors have not proposed a
- final dividend for the year ended 31 December 2018 (2017: £nil).. )

Likely Future Developments
The Company's future development | posutlon is set out in the Business Revnew sectron of the Strateg|c Report on

Page 3.

Research and Development -

The Company undertakes research and: development work in support of its pnncnpal manufactunng activities.

Financial risk management : '

The Company’s operations expose it to a vanety of financial risks mcludmg the effects of credit risk. As part of Melrose
Industries PLC, all the Company's funding is provided through a current account. The overarching policies in relation to
-axternal-risks, including interest rate risk, price risk, credit risk, cash flow risk, foreign exchange risk and liquidity risk, all
of which are managed centrally by Melrose Industries PLC pic Group Treasury function, are set out in the annual report _
of Melrose plc. The Company does not use derivative fi nancial instruments to manage interest rate costs.

Where the Company enters into transacllons wuth Inherent external counter-party risk, exposures are assessed in line
with Melrose plic policies and guidance.

Employees : '

Consultation with employees or their representatlves has contmued atall Ievels with the aim of ensuring that their views
are considsred when decisions are made that are likely to affect their interests and that all employees are aware of the .
financial and economic performance of their business units and of the company as a whole. Communication with
employees is promoted through a variety of means including in-house newsletters, briefing mestings and the GKN
mtranet which provides access to GKN information, news, policies and procedures

. Dlsabled Persons.

The Company's policy in relation to the employment of disabled persons is to give full consideration to job applications .
received from disabled persons. Candidates are selected and appointed on the basis of thsir ability to perform the dutiés
of the job. Where appropriate, special training is given to facilitate engagement of the disabled and madifications to the
job will be considered. Where an employee becomes disabled whilst employed by the Company, arrangements will be
made wherever possible for re-traInIng In order that a different jOb may be performed. ConS|derat|on for modifying jobs
will be given.: )

. Going Concem

Despite the net liability posmon of the entity, the Directors belleve that the Company wull continue as a gonng concern and
continue to receive support from GKN Industries Ltd, thus they continue to adopt the going concern basis-in prepanng
the annual financial statements.

Page 4 of 32
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'GKN Driveline Birmingham Limited

Directors’ Report for the year ended 31 December 2018 (continued)

Directors’ ‘Responsibilities Statement as per audltor s report . i
The Directors are responsible for preparing the Annual Report and the Flnanctal Statements in acoordance w1th
applicable law and regulatlons .

Company law requires the Directors to prepare Financial Statements for each financial year.- Under that law the

~ Directors have prepared the Financial Statements in accordance with applicable law and United Kingdom Accounting:
Standards (United Kingdom Generally Accepted Accountlng Practice), Includlng Financial Reportmg Standard 101
Reduced Disclosure Framework (FRS 101).-

Under company law the Dlrectors must not approve the Financial Statements unless they are satlsﬁed that they give a
true and fair view of the state of affairs of the Company and of the profit or loss.of the Company for-that penod In
preparing these Financial Statements, the Directors are reqmred to:

* sélect suitable accounting policies and then apply them consistently; v
make judgements and accounting estimates that are reasonable and prudent;
state whether applicable United Kingdom Accounting Standards, including FRS 101 have been followed,
subject to any material depariures disclosed and explained in the financial statements; and
¢ ‘prepare the Financial Statements on the going concern basis unless it is inappropriate to presume that the
) Company will contmue in business.

The Dlrectors are responsmle for keeping adequate accounting records that are suff cient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the Financial Statements comply with the Companies Act 2006. They are also responsible
for safeguarding the assets of the Company and.hence for taking reasonable steps for the prevention and. detection of
. fraud and other irregularities. .

The auditors’ responsibilities In relahon to the accounts are set out in their report on page 6

" Disclosure of Information to Auditor
In the case of each of the persons who were Directors of the Company at lhe date when this report was approved

o sofaras each of the Directors Is aware, there is no relevant audit mformatlon of whlch the Company's
audltors are unaware; and

" o eachof the Dlrectors has taken all the steps that he/she ought to have taken as a Dlrector to make. ,
himself/herself aware of any relevant audit mformanon and to establish that the Company s auditors are
“aware of that information. .
This confirmation is glven and should be mterpreted in aocordance with the provision of $148 of the 2006 Compames Act

Auditors
Delonte LLP are deemed tobe reapponnted as the Company's audltors under sectlon 487(2) of the Companles Act2008.

ApproVed by the Board on 30 September 2019 and signed On its bena!f by: B . B

John Harland : B '
Director - : ) o “h
Registration number: 00121799 :
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GKN Driveline Birmingham Limited - ‘ N

- tndepe_nde.nt Auditors’ Report to the members of GKN Driveline Birmingham Limited
Report on the audit of the financlal statements | '

Oplnlon '
in our opinion the financial statements of GKN Driveline Blrmlngham Limited (the, ‘Company)

* give a trus and fair view of the state of the company’s effalrs for the year ended 31 December 2018 and of its
loss for the year then ended;

* have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practlce
including Financial Reporting Standard 101 "Reduced Disclosure Framework”; and

. have been prepared in accordance with the requirements of the Companies Act. 2006.

We have audlted the fi nencral statements which compnse

the Income statement

the statement of comprehensive i mcome,
the statement of changes in equity;

the balance sheet; and .

the related notes 1 10 21.

The financial reporting framework that has been applled in their preparation is applicable law and United Kingdom
Accounting Standards, including Financial Reportlng Standard 101 “Reduced Disclosure Framework"

Basis for oplnlon )

We conducted our audit in accordance with Internatlonal Standards on Audmng (UK) (ISAs (UK)) and appllcable law. Our
responsibilities under those standards are further descnbed in the auditor's responsibilities for the audit of the financial
statements section of our report, : . .

We dre |ndependent of the company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the FRC's Ethical Standard, and we have fulfilled our other ethical
responsibilities in accordance with these reqwrements We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Conclusions relatlng to going concern
We are required by ISAs (UK) to report in respec! of the following matters where:

¢ the directors’ use of the going concern basis of accounting in preparation of the fi nanmal statements is not

. appropriate; or

» the directors have not disclosed In the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.

We have nothtng to report in respect of these matters.

Other information c

The directors are responsmle for the other mformatlon The other information comprises the information mcluded in the
annual report, other than the financial statements and our auditor’s report thereon. Our opinion on the financial
statements does not cover the other information and, except to the extent otherwise explicitly stated i inour report, we do
not express any form of assurance conclusion thereon. , .

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

We have nothing to report in respect of these matters. o - -

’
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GKN Driveline Birmingham Limited

Indepondent Auditors’ zouo_» to the members of GKN Driveline Birmingham | LUimited
(continued)

Responsibilities of divectors .

As mora fully in the iliies the are lo fof ho preparation of the
ga§n=n§§3§nﬂ§3§sgs§s§5..8.9&.535&8328?.
directors determine Is necessary to enable the i Sa._eﬁs_ a.u_caauegaiai_
misstatement, whéther dua to fraud or emror.

" tn propariig the findncial sta for ing the company’s abilly to ase

ogéaﬂsc:. disclosing, E%&szs%a a!&sua.agaa&é?ngsgsga
accounting unless the directors elther intend to liquidate the y or to coase 2:93.5 reslistic
.aitemative but to do so.

>§=3\- responsibilities for the audit of the financlal statements
Our are to oblain about whether the financla! statements as a wticlo are free from

L 3»8%_3553:9__ whether duo to fraud or error, arid to lssue an auditor's report that includss our opinion.
. mﬂgggrnzm:icm_ﬂwmncaaomvsa:ﬂnaﬁissmsaﬂ_mc&.%ﬂw&:ugsis

1SAs (UK) will always dotect a material misstatement when it exists. Misstatements can arise from fraud or error and are
materiai If, o in the epgregate, they could be to the
. ._wnw_gw of users taken on the basis of thess financia) statements.

>E§R§v§gg§=n§§-ﬂ=§g.SSm?EiEugamr_gS?gg
Council's website at: www.frc.ong.ul ilites. This iption forms part of our auditer’s report.

Report on other legal and regulatory requirements

Opinlons on other matters proscribed by the Companies Act 2008
tn our oplnion, based on the work undertaken In the coures of the audit:

« theinfor aﬁ:::.a t ave:aaaSa auoaancsnzngga«szgea?gna
wiih the financiat statements; and
e the mﬁmenavgni:ﬁnxano& repont have been prepared in wilh applt legal
requirements. .
in the light of the know and Ing of the andits nt obtained In the course of the audit,
we hava not Identified any material In the strategic report and the report.

Mattors on which we are required to repoit by exception
Under the Companias Act 2006 we are required to report in respect of the following malters If, tn our opinlon:
« . adequate accounting records have not been kept, or retums adequale for our audit have not been recelved from
branches not visited by us;.or

. Eom:m:nb. are not In ag with the \o records and retums; or
o certain di of directars’ rer cified by law are not made; or

o we have not received all ths inf and expl wa require for our audit,

iogogess@o:samvwn&gaawa.

Use of our roport

This report is made solely lo the company’s membérs, as a body, sgisogguq-vgame-?n

- Companles Act 2008: OE;:&_«B?ggEnEnﬂ.ﬁEw—ioé_ugﬁsmsguaaagsﬂm
gsmﬂinagqﬂsugsg_agéasvg!&_is&ﬁgg.qo_:oqsggﬂzgﬁong
law, we do ot accept or assume rasponsibilty to anyone other than the and the 5 asa
body, §o§§§ta??=.u33.. or for the opinions we have formed.

Lee Welham FCA aa_s. Statutory Aiftitar)
For and on behalf of Deloitte LLP
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GKN Driveline Birm'inghafn Limited

Income Statement
For the year ended 31 December 2018 . : .
' Note 2018 . 12017

£'000 £'000
Revenue: . . : L .2 195837 . 211878
Cost of sales i — ‘ © . (188,885)  (197,761)
. Gross profit A o ' o ' 6752 14117
Other operating income ‘ ) . ) : 22,884 -
" Administrative expenses : c ' : N {(26,838) - (29,602)
Other operating expenses . ) _ . ] ~ (5,148) (4,248)
Trading loss - i o 3. (2,350) (19,733)
Change in value of derivative and other financial mstruments i _14 761 _ 1312
- Operating profit/ (Joss) v .o ) (1,5889) (18,421)
Tnierestpayable _ 4 ~(208) @7)
Interest receivable S -4 . 85 89 |
Other net financing charges ) . . 4 (2,120) - (3,594)
Net financing (costs) : ‘ (2,240) (3,776)
Profit / {Loss) before takét(on ) - : (3,829) (22,197)
Taxation - o - ~ 5 262 4,324"
Loss for the financial year : : i 3,567) (17,873)

All the results presented are derived from continued operations.

. Page 8 of 32




' GKN Driveline Birmingham Limited

Statement of Co'mprehensivel Income

" For the year ended 31 December 2018

N 2018 2017

. . - £°000 £'000

Loss for the financial year (3.567) . (17.873)
Items that will not be reclassified to profit or loss :

Remeasurement of defined benefit plans- 17 3,683 30,350]

" |Taxation 5 (626) (5,160)

L 3,057 25,190

Total comprehensive income / (expense) for the year (510) . 7,317

Page 9 of 32




GKN Driveline Birmingham Limited

. Statement of Changes in ‘Equity

For the year ended 31 December 2018

C . Share 2 :
Share ~ premium Retalned Other Total
capital account earnings ‘reserves equity
i Note £'000 £'000 £'000 £000. £'000
‘At 1 January 2018 166,600 75,900 "(243,513) 73 (940)

 Loss for the year - - {3,667) . {3,567)

Other comprehensive ~
Income ] - - 3,057 - 3,057

Total comprehensive

income - - (510) - {610)

. Share-based payments . - - - - .-
At 31 December 2018 ~ 166,600 75,900 (244,023) 73 (1,450)
At 1 January 2017 166,600 75,800 (250,832) . 73 (8,259)
Loss for the year - - (17,873) - (17,873)
Other comprehensive: o ’

Loss - - 25,190 . - 25190
Total comprehensive loss - - 7,317 - 7,317

~ Share-based payments = - 2 - 2

" At 31 December 2017 166,600 75,900 73 (940)

Page 16 of 32
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GKN Driveline Birmingham Limited

Balance Sheet
As at 31 December 2018 ' : I
Notes - 2018 2017

£'000 £'000
Assets o

. Non-current assets : : :

. Deferred tax assets . . . 6d- . 26195 - . 26489
Property, plant and equipment : . .9 - 23,217 . 23,837
Intangibles . A ' . , 8 - 1,902 154 .
Derlvative financial instruments 14 .- 68 -85

. - ) L 51,382 50,295
Current assets . : - ,
Current tax assets . : . . 56 - 284 9,176

. Inventories ' . . : _ 10 . 10,084 11,987
Trade and ather receivables : i . o 11 41,567 24,379
Cash and cash equivalents - ’ ) ' 13 . 16,414 28,591
Derivative financial instruments ’ 14 - 104 196

B ) 68,453 - - 74,328

Total assets . : ¢ ) . 119,835 124,623
Liabilities
Current llabilities S : : . . , ' R : o
Trade and other payables ‘ : . 12 . (33,327) (38,112)
Derivative financial instruments v . 14 {154) - - (861)

. . : s ; - . ~ (33,481) - (38,973)
Non-current liabilities - ' i
Trade and other payables ‘ t . 12 © (969) (1,035)
Derivative financial instruments : ) 14 (56) . (138)

- Provislons ’ o R . 16 (9,010) (670)
Post-employment obligations . . ; .17 - (77,769) (84,747)

: : : ' __(87,804) (86,590)

" Total liabilitles - < : ) (121,285) (125,563) -
Net assets : , S , E (1,450) (940)
Shareholders' equity ' . . C ,- ) .
Share capital . . 16 - 166,600 166,600
Share premium account : ‘ ' . : 75,900 = 75,900
Retained earnings - © . ‘ . {244,023) - - (243,513)
Other reserves ) - ’ , .73 73
Total equity : - - {1,450) (940)

The financial statements on pages 8 to 11 were apprbved by the Board of Directors and authorised for issue on 30
" September 2019. They were signed on its behalf by . ' : .

John Harland
Director - )
Registration number: 00121799
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GKN Driveline Birmingham Limited

Notes to the Financial Statements
For the year ended 31 December 2018

1 Accounting policies and presentation

~ GKN Driveline Birmingham Limited is a private company limited by shares and is incorporated and domiciled in the UK
and registered in England and Wales with the registered number 00121799. its registered office is Chester Road,
Erdington, Birmingham, B24 ORB. The Company’s significant accounting policies, which have been consistently
applled are summarised below.,

e

) Basrs of preparatlon .
The financlal statements (the “statements”) of the Company have been prepared.in accordance wrth Intemational
Financial Reporting Standards (IFRS) under Financial Reporting Standard. 101, "Reduced Disclosure Framework”
(FRS 101).. These statements have been prepared on a going concern.basls under the historical cost convention as
modified by financial instruments recognrsed at fair value except where other measurement bases are required to be
applied under IFRS as'set out below, and in accordance with the Companies Act 2008. -

These accounts have been prepared on a going concern basis.

These statements have been prepared using all standards and interpretatlons required for financial periods beginning '“ .

"1 January 2018. No standards or interpretations have been adopted before the required Implementation date.

Exemptrons from the requrrements of IFRS have been applied In the preparation of these financial statements, in
" . accordance with FRS 101. .

The following exemptions have been applied in accordance with FRS 101, as the relevant disclosure Is contained in
the Group Financial Statements of Melrose Industries Plc (details can be obtalned as disclosed in note 21)

e Paragraphs 45(b) and 48 to 52 of IFRS 2, ‘Share-based payment’ (details of the number and weighted-
average exercrse prices of share options, and how the fair value of goods or services received was
determined)

« IFRS 7, ‘Financial Instruments: Disclosures’

o Paragraphs 91 to 99 of IFRS 13, ‘Fair value measurement’ (disclosure of valuation techniques and inputs
used for fair value measurement of assets-and liabilities)

The following exemptions have been applied in accordance with FRS 101:
» Paragraph 38 of IAS 1, ‘Presentation of financlal statements’ comparative mformatron requlrements in
respect of: .
()] paragraph 79(a)(iv) of IAS 1;
(i paragraph 73(e) of IAS 16 Property. plant and equrpment
(i)  paragraph 118(e) of IAS 38 Intangible assets
_* The following paragraphs of IAS 1, ‘Presentation of financial statements
. 10(d), (statement of cash flows)
.- 10(f) (a statement of financial position as at the beginning of the preceding period when an entity -
.applies an accounting policy retrospectively or makes a retrospective restatéement of items in ifs -
financlal statements, or when it reclassifies items in its financial statements), !
16 (statement of compliance with all IFRS),
38A (requirement for a minimum of two primary statements, including cash ﬂow statements)
38B-D (additional comparative information),
40A-D (requirements for a third balance sheet)
111 (cash flow statement information), and
e 134-136 (capital management drsclosures)
» |AS 7, ‘Statement of cash flows"
¢ Paragraph 30 and 31 of IAS 8 'Accounting pollcles changes in accounting estimates and errors’
‘(requirement for the disclosure of information when an entity has not applied a new IFRS that has been
issued but is not yet effective)
o Paragraph 17 of IAS 24, ‘Related party disclosures’ (key management compensatlon)
The requirements in IAS 24, ‘Related party disclosures’ to disclose related party transactions entered into
between two or more members of a group. X

" Page 12 of 32




GKN Driveline Birmingham Limited

Notes to the Financial Statements (contlnued)
For the year ended 31 December 2018

1 Accountmg poIIcIes and presentatlon (contlnued)

Forelgn currencles ’

items included in the financial statements of the Company are measured using the currency of the prlmary economtc
environment of operatlon determined having regard to the currency which mainly influences sales and input costs.
The financial statement is presented in “Pounds Sterling” (£), whichis also the Company’s functional currency.

Transactions are translated at exchange rates approximating to the rate ruling on the date of the transaction except in
the case of material transactions when actual spot rate may be used where it more eccurately reflects the underlying
substance of the fransaction. Where practlcable transactions Involvmg foreign currencies are protected by forward
contracts. Assets and liabilities denominated in foreign currencies are translated at the exchange rates ruling at the
balance sheet date. Such transactional exchange dlifferences are taken into account in determining profit before tax.

Presentatlon of the Income statement ‘
- IFRS is not fully prescriptive as to the format of the income statement. L|ne rtems and subtotals have been. presented
on the face of the income statement in addition to those required under IFRS .

’In the prior period the cost categones before Trading Loss were not dlsclosed in the Income Statement. The Income -
Statement has been restated for FY17 to disclose Cost of Sales of £197,761,000, Administrative Expenses of
- £29,6802,000 and Other Operatmg Expenses of £4,248,000.

_ Operating loss is loss before discontinued operations, taxation and fi inance costs. [n order to achieve consrstency and

* comparabiiity between reporting periods, operating loss is analysed to show separately the results of normal tradmg
performance and lndlvldually srgmﬁcant charges and credits. Such items anse because of their size or nature and -

~ comprise: .

o asset |mparrment and restructuring charges which arise from events that are significant to the Company;
« changes in the fair value of derivative ﬁnancral lnstruments and material currency translation movements ensrng on
) intra-group funding;
the impact of annual impairment review of investments
significant pension scheme curtallments and settlements

‘Net fi inancing costs are analysed to show separately mterest payable |nterest receivable and other net financing
charges. Other net financing charges rnclude the Interest charge on net defined bensfit plans and specrf c changes in
fair value on cash flow hedges.

Revenue recognition s

Sales ' i

Revenue from the sale of goods and services is measured at the fair value of the consideration receivable whrch
generally equates to the invoiced amount, excluding sales taxes and net of allowances for retumns, éarly settlement
discounts and rebates.

- Invoices for goods are raised when the nsI(s and rewards of ownership have passed which, dependent upon
'contractual terms, may be-at the'point of despatch, acceptance by the customer or certification by the customer

‘In some mstances an element of revenue is recognised via a surcharge or sImIIar raw material cost recovery
mechanism. ‘The surcharge invoiced or credited is generally based on prior period movement in raw material price
indices applied to-current period deliveries. Other cost recoveries are recorded according to the customer agreement.
In those instances where recovery of such increases is guaranteed, imespective of the level of future deliveries,

“revenue Is recogmsed or due allowance made, in the same period as the cost movement takes place.

Orhenncome
Interest income is recognised uslng the effectlve interest rate method..

Due to the immaterial Impact of IFRS 15 for the year ended 31 December 2018 no further disclosure is prowded
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' GKN Driveline Birmingham Limited

Notes to the Financial Statements (continued)’
For the year ended 31 December 2018

1 Accounting policles and presentation (60ntlnued)

Property, plant and equlpment ‘
Property, plant and equnpment is stated at cost less accumulated depreciatlon and impairment charges.

" Cost .
Cost comprises the purchase price plus costs directly incurred in bringing the asset into use. Where freehold and long
leasehold properties were carried at valuation on 23 March 2000, the date of implementation of FRS 15, these values
have been retained as book values in accordance with the transitional arrangements of that standard withno -;
subsequent impact of transition to FRS 101 on 1 January 2014, .

- Where assets are in the course of constructton at the balance sheet date they are classified as capital work in
progress. Transfers are made to other asset categories when they are available for use.

Depreciation -

Depreciation is not provided on freehold land or capltal work in progress. In the case of all other categories of
property, plant and equipment, depreciation is provided on a stralght -ine basis over the course of the fi nancual year
from the date the asset Is available for use.

Depreciation is applied to specific classes of asset so as to reduce them to their residual values over thelr estimated
useful lives, which are reviewed annually.

The range of depreciation lives are:

. Years
-Freehold bulldings ' ' ..+ . Upto50
General plant, machinery, fixtures and fi ttmgs . ‘ 6to 15
Computers . . : . . : -3tos
Commercial vehicles and cars ' 4t05

Property, plant and equipment is reviewed at least annually for indications of impairment. Impairments are charged to
the income statement. Similarly, where property, plant and equipment has been impaired and subsequent reviews
demonstrate the recoverable value is in excess of the impaired value an impalrment reversal is recorded. The amount
of the reversal cannot exceed the theoretical net book amount at the date of the reversal had the item not been
impalred. -Impairment reversals are credited to the income statement against the same line |tem to which the
Impalrment was prewously charged.

Financlal assets and liabilities :
Financial liabilities are recorded In arrangements where payments or sumllar transfers of financial resources, are
unavoidable or guaranteed.

Borrowings are measured initially at fair value which usually equates to proceeds received and includes transaction
costs. Borrowings.are subsequently measured at amortised cost using effective interest rate method.

Cash and cash equivalents comprise cash on hand and demand deposits. and overdrafts together with highly liquid
Investments of less than S0 days maturity. Other financial assets comprise invesiments with more than 80 days until

_malurity. Uniess an enforceable right of set-off exists and there is an intention to net settle, the components of cash
and cash equivalents are reﬂected on a gross basls in the balance sheet. .

Other financial assets and habnlltles including short term recewables and payables, are initiafly recognised at fair value.

and subsequently measured atiamortised cost less any impairment provision unless the impact of the time value of
money is considered to be material.
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'GKN Driveline Birmingham Limited

Notes to the Financial Siatements (contmued)
" For the year ended 31 December 2018

1 Accounttng pollclea and presentatlon (contlnued)

Derlvatlve financial mstruments :

The Company does not trade in derivative financial instruments. Derivative ﬁnancral mstruments including forward
foreign currency contracts are used by the Company to manage its exposure o risk associated with the variability in
cash flows In relation to both recognised assets or liabilities or forecast transactions. All derivative financial
»lnstruments are measured at the balance sheet date at their fair value.

Where derlvative financial mstruments are not desrgnated as or not determined to be effective hedges, any gain or loss
on remeasurement is taken to the income statement. Where derivative financial instruments are designated as and
are effective as cash flow hedges, any gain or loss on remeasurement is held In equity and recycled through the
income statement when the desrgnated item is transacted unless related to the purchase of a business, when recycled
"against consideration.

Gains or losses on derivative financial instruments no Ionger desrgnated as effective hedges are taken direclly to the
income statement.

Derivatives embedded in non-derivative host contracts are recognised at their fair value when the nature,
characteristics and risks of the derivative are not closely related to the host contract. Gains and losses arlsing on the
remeasurement of these embedded derivatives at each balance sheet date are.taken to the income statement.

. Intanglble assets
Intangible assets are stated at cost less accumulated amortlsatlon and |mpa|rment charges

None of the mtanglble assets are internally generated
Where computer software is not integral to an |tem of property, plant or equipment its costs are capttallsed and
categorised as intangible assets. Cost comprises the purchase price plus costs directly incurred in brmglng the asset
into use. Amortisation for computer software is provrded on a straight-line basis over Its useful economic life which is
in the range of 3-5 years.
Research expendlture and development expendlture not qualifying for capltallsatlon is written off as mcurred
“The amortisation of participation fees is recorded as a reduction of revenue over the life of the contract to which it

_ relates. Amortisation is charged from the date that the product commences manufacture and sale. The amortisation for
participation fees is charged over the life of the praduct up to a maximum of seven years.

L ) -
‘The range of amortisations are;

. . . . Year
“Computer software , v - ' .35
Participation fees - ' ) - ’ Upto7

Inventorles ) :
Inventories are valued at the lower of cost and estlmated net reallsabte value with due allowance being made for
obsolete or slow-moving items. Cost is determined on a first in, first out or weighted average cost basis. Cost includes
raw materials, direct labour, other direct costs and the relevant proportion of works overheads assuming normal levels
of activily. Net realisable value is the estimated selling price less estimated selling costs and costs to complete.

Taxation
Current tax and deferred tax are recognised in the Income statement unless they relate o items recognised dlrectly in
other comprehensive income when the related tax is also recognlsed In‘other oomprehenstve income. . .

Full'provision is made for deferred tax on all temporary differences resultmg from the difference between the carrying

~ value of an asset or liability in the financial statements and its tax base. The amount of deferred tax reflects the
expacted manner of realisation or settlement of the carrying amount of the assets and hablhttes uslng tax rates enacted
or substantively enacted at the balance sheet date.

Deferred tax assets are revrewed at each balance sheet date and are only recogmsed to the extent that it is probabte
that they will be recovered against future taxable proﬂts
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" GKN Driveline Birmingham Limited

Notes to the Fmancral Statements (continued)
For the year ended 31 December 2018

1

Accountlng policles and presentation (continued)

Penslons and post-employment benefits

The Group's pension amangements comprise various deflned benefit and defined contribution schemes throughout the
world. In the UK and in certain overseas companies, pension arrangements are made through externally funded
defined benefit schemes, the contributions to which are based on the advice of independent actuaries or in accordance
with the rules of the schemes. In other overseas companies, funds are retained within the business to provide for
retirement obligations. .

The Group also operates a number of defined conlnbutlon and defined benefit- arrangements whrch provide certam
employees wrth def ned post-employment healthcare benefits.

The Group accounts for all posl—employment defined benefit schemes through reoognmon of the schemes' surpluses
or deficits on the balance sheet at the end of each year. Remeasurement of defined benefit plans is included in other
lcomprehensive income. Current and past service costs, curtaliments and settlements are recognised within operating
profit. Interest charges on net defined benefit plans are recognised in other net ﬁnancing charges.

For defined contribution arrangements the cost charged to the income statement represents the.Group's contnl:;utrons
to the relevant schemes in the year in which they fall due, .

Share-based payments

Share options granted to employees and share-based arrangements put in place since 7 November 2002 are valued at
the date of grant or award using an appropriate option pricing model and are charged to operating profit over.the
performance or vesting perlod of the scheme. The annual charge is modified to take account of shares forfeited by
employees who leave during the performance or vesting period and, In the case of non-market related performance
conditions, where it becomes unlikely the option will vest.

Provisions

Provisions for onerous or foss-making contracts, warranty exposures envrronmental matters, restructuring, employee
obligations and legal claims are recognised when: the Company has a present legal or constructive obligation as a
result of past events; it is probable that an outflow of resources will be required to settle the obligation; and the amount
can be reliably estimated. Restructuring provisions comprise lease termination penalties and employee termrnatron
payments, Provislons are not recognised for future operating losses.

Provislons are measured at the present'value of the expenditures expected to be required' to settle the obligation using
a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the
obligation. Any increase in provlsrons due to discounting, only recorded where matenal Is recognlsed as interest
expense within other net financing charges .

New Standards and interpretations affecting amounts, presentatlon or disclosure reported In the current year
in the current financial year, the company has adopted the following new and revised Standards and Interpretations.
Their adoption has not had a significant impact on the comparative amounts reported in these Financial Statements:

* IFRS 9: Financial Instruments (from 1 January 2018) which relates to: -
a) classification and measurement of financial assets and liabilities
b) hedge accounting

<IFRS 15; Revenue from Contracts with Customers (from January 2018) wh|ch required contracts fo be revrewed to
identify each performance obligation and the assaclated consideration.

New. St}endards and Interpretations in issue but not yet effectlve
At 31 December 2018, the following Standard was in issue but not yet effectlve {and in some cases have not been

- adopted by the EU):

_+IFRS 16: Leases which requires all leases to be recognised on the Balance Sheet.
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Notes to the Financial Statements (contmued)
For the year ended 31 December 2018 - '

1 Accounting pollclee and presentatlon (contlnued)
Significant ]udgemente key assumptlons and estrmates ’
The Company'’s significant accounting policies are set out above. The preparatron of fi nancial statements, in
conformity with FRS 101, requires the use of estimates, subjective judgement and assumplrons lhat may affect the
amounts of assets and liabilities at the balance shest date and reported profit and earnings for the year. The Directors
- base these estimates, Judgemenls and assumptions on a combination of past experlence professronal expert advloe
and other evldence that is relevant to the particular circumstance. . .

The accountmg policies where the Directors consider the more complex ]udgements and assumptions have tobe -
made are those in respect of post-employment obligations. Estimates are made in relation to the provision for warranty
claims and inventory obsolescence. Additional details of the prlncupal estimates, judgements and assumptions made
are set out in the related notes.

Returns / Refunds .
Thee company operates a returns/refunds policy which recognises the expendllure when they can be reliably
calculated/estimated, and their receipt is reasonably assured. Returns/refunds receivable are not be recognised and or
anticlpated until the relevant expenditure to which they relate has been mcurred The return/rebate is reported as

. deductions of the ongmal expendnture mcurred
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GKN Driveline Birmingham Limited®

Notes to the Financial Statements (continued)
For the year ended 31 December 2018

2 Revenue

The Company derives its sales from the provision of goods which fall within the Company s ordinary acnvnly, that of
£195 637 000. An anaIySIs of sales by geographlcal location by destination is given below:

, United Other
Kingdom  Europe countries Total’
v : £'000 - £600__ - £°000 £000
2018 . — - . 164,764 13,182 - 17,691 195,637
Revenue : E - - : .
2017 ’ . 184,340 16,755 10,783 211,878
Revenus ° ' < . o '
3 Operating loss :
The analysns of the addmonal components of operating loss Is shown beIow: ’
(a) Trading profit o
2018 2017
£000 -  £000
Sales 195,637 211,878
Operating costs . :
Cost of inventory recognised as an expense ‘ v (151,683)  (167,017)
Staff costs (note 7) , / ’ (36,359) (39,055)
Share-based payments’ : : - )
Warranty cost Do (8,986) (592)
Depreciation of property, plant and equipment’ (note 9) (3,661) (3,294)
: lmpalrment of fixed assets (note 10) " (478) -
Operating lease rentals payable . .
Plant and equipment “(397) (416)
Property (1,730) (1.631)
Net exchange differences on foreign currency transactions (350) (2,946)
Audit fees payable to the Company s audltor (n) (47) - (41)
'Olher income and costs (jii) 5,714 (16,617)
Trading Loss (2,350) (19,733)

() EBITDAIs subsldlary trading gam or loss before depreciation, impairment and amortisation charges included in

trading gain or loss. EBITDA was (£1,789,000) (2017: (£16,439,000)).

(i) Al fees payable to the Company's auditors mclude amounts in respect of expenses. Services provided by the
' auditors were for the audit of financial services. All fees payable has been charged to the income statement and

relates to the auditing of the ﬁnancial statements.

(i) Research and development expendllure Included in other costs above was £2 649,000 (2017: £2,868 000)
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GKN Driveline Birmingham Limited

Notes to the Financial Statements (contmued)
For the year ended 31 Decerhber 2018

(b) Change in value of derivative and other financlal instruments-

(a)

(b)

5
@

Operating loss (continued) .

" 2018 2017

: . £'000 ~__£'000
Forward currency contracts (not hedge accounted) . 761 1,312
. i S ' . 761 _ 1,312

IFRS 9 requires derivative financial instruments to be valued at the balance sheet date and any difference between
that value and the intrinsic value of the instrument to be reflected in the balance sheet as an asset or liability. Any’
subsequent change in value is reflected in the income statement unless. hedge accounting is achieved. Such
movements do not affect cash flow or the economic substance of the underlying transaction. .

Net ﬂnaﬁclng costs .
) 2018 12017

. £'000 £'000
Interest payable and fee expense B oo R

Other loans < - : : . ._{205) (271)

. - - . . (205) (271) - .
Interest receivable — bank interest ) ] - 85 89
Net interest payable and receivable S . . S (120) . (182)

2018 2017 -
£000 . £000 -
Other net flnancing charges SR :

‘Interest charge on net defined benefit plans : {2,120) . (3.594)

, » . ) : (2,120) (3.584)
Taxation
Tax expense ' :

. i . . . . : T 2018 . 2017
Analysis of credit in year ' £'000 ' £000
Current tax (charge) / credit i o . L. :

Current year charge - ' . : ' : . © 4,702

Adjustments in respect of prior years ) : : {60) (30)

Deferred tax (charge)lcredlt )
_ Origination and reversal of temporary differences

(60) 4,672

e  Current year - ' 320 - (400)

o Adjustments In respect of pnor years : : 2 52
g ] ] - 322 (348)
Total tax (charge) / credit for the year : . 262 4,324
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GKN Driveline Birmingham Limited

Notes to the Financial Statements (contmued)
For the year ended 31 December 2018 .

: .

- ®

©

Taxation (continued)
(a) .Tax expense

Signlflcant]udgements and estimates

The tax assessed for the year is different to the standard rate of corporatlon tax in the UK of 19. 00% (201 7 19. 25%)

. . : . _ ‘ 2018 C 2017
Tax reconciliation - - £'000 £000
Loss onordinary activities before'tax . o {(3,829) ©(22,197)
- Loss on ordinary activities multiplied by the standard UK corporatlon rate of B o
19.00% (2017: 19.25%) : 728 4,273
Tax effect of expenditure not deductlble/(lncome not taxable) In determlmng )
laxable profits- . 4 " s 64 (24) -
- Group relief at nil rate ' , - (452 -
Effect of changs in corporation tax rate on deferred tax recognltlon S (200 - 53
Adjustment to current tax charge in respect of prior perlods . - ’ o ‘ (60) ' (30)
- Adjustment to deferred tax charge in respect of prior periods 2 .52
Total tax credit for the year - . 262 4,324

The maln rate of UK corporatlon tax reduced to 19.00% with effect from 1 April 2018 and will reduce to 17 00% with effect
from 1 April 2020. As the future tax rate reduction was substantially enacted at the balance shest date; the reduction has

- been reflected in the financial statements. At the balance sheet date deferred tax assets and liabitities have been

measured at the rate at which they are expected to reverse.

lnterdompany balance

' ' ' ' 2018 . . 2017
- . o £'000 - . £000
Tax (payable)/ receivable ‘ . . ’ (284) . 9,176

The Company accounts for its share of the GKN2 def ned benefit scheme on its balance sheet and also accounts for
derivatives on a fair value basis. v . .
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'GKN Driveline Birmingham Limited

" Notes to the Fmanclal Statements (contmued)

For the year ended 31 Decernber 2018

5. 'I‘exatiqn (conﬁnyed)

(d) Recognised deferred tax

The movements in deferred tax assets and liabilities during the year are shown below: .
. o ’

' Fixed
Post- asset
) o
employmerit timing . o
obligation  difference = Other Total
: £'000. £000  £000 - .
At1 January 2018 14,407 8,249 3,843 26,499
Included in the income statement (560) 648 234 322
. Included in other comprehensive income (626) - . - - (626) .-
" At 31 December 2018 ' 13,221 8,897 4,077 26,195
At 1 January 2017 24,011 7,637 359 32,007
Included in the income statement (4,444) 612° . 3,484 (348)
Included in other comprehensive income ~(5,160) - - (5,160)
At 31 Daecember 201 7 14,407 8,249 3, 843 - 26,499

Deferred tax assets are reoognlsed where management pro;ectnons indicate the future avallablluly of taxeble profitsto

absorb the deducllons

~ 'Other deferred tax arises mainly in refation to iieme that are taxable or tax deductible in a different'period than the
income or expense is accrued in the accounts.

() Statement of comprehensive Income

2018 2017
s . £'000 . £000 - - .
Taxatlon on actuarial perision movement 626

" 6 Dividends

5,160

No dividend was pa:d for the year ended 31 December 2018 (2017 £nil) as mentioned on page 4 within the Dlrectors

Report
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f

Notes to the Financial Statements (contrnued) '
For the year ended 31 December 2018

7 Employees Including Directors

Employee benefit expense ) :
: ) 2018 2017

) £'QQO £'000
Wages and selaries _ S o ' L . - 27,155 29;463
Social security costs l - o 2,892 3,079
Other pension costs (note 17) . , ' 4,649 4,725

Post-employment costs (note 17) . : o 1,063 1,788
: : . ’ - 36,359 39,055

The 'Other pension costs line relates to the Defined Contribution pension scheme expense and the ‘Post-employment
costs' line relates to the Deﬁned Benefit pension scheme expense

' Averege monthly number of employees (including Executive Directors)

2018 2017
Number Number
By activity '

. Production g B : .- 491 543
Non-production and apprentrces : ’ ' ) 217 . 228
Administration ) C - ’ 78 ‘86

) 786 858

Directors’ emoluments
' ‘ 2018 2017
£'000 £'000
Aggregate remuneration . . _ : ‘ 274 198
Aggregate Company contributions to pension schemes - 21 21

295 - 219

The Directors emoluments for the year are disclosed in accordance with the Companies Act 2008. Emoluments are
apportioned for the services provided by the Directors to.the Company.

* includes an aggregate amount of £80,640 pald in respect of loss of office.

Number of Directors receiving beneflts and share"lncentlves

2018 2017

Number Number
Exercised share options ' ' . . .
Accruing benefits under defined benef t penslon schemes i in respect of quallfying servlces - . -1
Accruing benefils under money purchase pension schemes in respect of qualifying services . .2

Received/entitied to receive shares under long term incentive schemes in respect of - Coe
qualifying services
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" GKN Driveline Birmingham Limited

- Notes to the Financial Statements (contmued)
For the year ended 31 December 2018 :

7 Employees Includlng Dlrectors (contmued)

Pension benefits are provided to Directors through the GKN Group Pension Scheme 2012 (the Scheme). Dlrectors
are entitled to receive bénefits under the defined beneéfit or defined contribution sections of the Scheme depending on
when they joined the Group and/or they may choose to take a cash allowance.

* GKN. makes oomrlbullbns to the defined contribution section of the Scheme in respect of Directors’ qualifying

services. GKN pays a multiple of an individual's oontrlbutlon depending on the individual’s grade subject toa
maximum % of the individual's salary ’

In-respect of the highest Apaid Director

' 2018 . 2017
o £000 £'000
Remuneration : ) . : 191* - 117
Company. contributions to pension schemes : I . 12 A2
Defined beneflt accrued pension entitlement at the end of the year . : - : -
) ' ' - 203 129
* includes an aggregate amount of £80,640 paid in respect of Ioss of office. o
8 Intangible assets ‘ :
. ' Participation ~ Computer -
fee software . Total
£000 £000 £000
Cost R . . - o :
At1 January 2018 , : 154 23 177
Additions ' ' : » - 1,748 - . 1,748
Disposals - - - - - - ) (5)
At 31. December 2018 . ‘ 1,902 18 1,920
Accumulated amortisation ' ‘ , o _ 4
. At 1 January 2018 , . : ' o - .23 - . 23
Charge for the year L o S L'S) . {5)
At 31 December 2018 . o ) ) - 18
. Net book value at 31 December 2018 ) 1 902' ' - 1,902
154 - 154

. _Net book value at 31 Decemiber 2017
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Notes to the Financial Statements (continued)
For the year ended 31 December. 2018 .

‘9 Property, plant and equipment
. S General
plant,

_ machinery,
- Land and fixture and

" Commerclal
. vehicles

- Capital work

buildings * - fitting Computers and.cars. in progress - Total
. . £'000 - £000 £'000 - . £000 £'000 £000
. Cost . . . \ . _ .
At 1 January 2018 o 85 74,958 564 164 7922 . 83,673
Additions - 5,304 106 - 3,477 8,887
Disposals o - {1,999) (233) - - (2,232)
Transfers . - - - 1,325 - - (5304)  (3,979)

. -At 31 Decembeor 2018 ) . : 65 79,588 437 164 8,095 86,349
Accumulated depreciation and impairment ' :
At 1 January 2018 - T 15 §9,466 ' 503 52 - 60,036
Charge for the year o R

‘Depreciation - s - 3,577 46 38 . 3,661
Disposals o - (2,135) (233) - - (2,368)
Impairment - = 269 - - 209 478
Transfers : - 1,325 - . - - 1,325
At 31 December 2018 : 156~ 62,502 316 80 209 63,132 -
Net book value at 31 December 2018 ° 50 17,086 121 74 5,886 - 23,217

81 112 7,922 23,637

Net book value at 31 December 2017 50 15,492
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Notes to the Financial Statements (contmued)
For the year ended 31 December 2018 '

10 Inventoﬁes

2018 2017

- . ) I - : . £'000 £000

Raw materials ' . 6,072 8,583
Work in progress - ‘ . 4 S 2131 - 1,948
Finished goods . : . : 1,881 _ 1,458
n . - 10,084 11,987

Inventories of £10, 084 000 (2017: £11 987 000) are carried at net realisable vaIue An obsolescence provuslon of
£2, 204 000 is included within Inventorles (2017 £1,048,000).

11 Trade and other receivables

2018 2017

: - £'000 - £000
Extemal trade and other receivables I 4 18,449 24,025
Amounts owed by group undenaklngs . . 23,070 316
Prepayments : 48 38
- 41,567 . 24,379
Agalng analysis of external trade recelvables and amounts owed by jomt ventures past due _ 2018
but not impalred . i - £000
Up to 30 days overdue ‘ o ‘ ' 1,691
31 - 60 days overdue ' ’ o ‘ o~ 183
.61 —90 days overdue : ‘ ’ 84
More than 90 days overdue 410

. Amounts owed by subsidiaries are unsecured, interest free have no fixed date of repayment and are payable on -’

: demand

12 Trade and other payables o , ’ S
_ i 2018 2017

Current Non-current Current  Non-current
v . . -£'000 £'000 £'000 £000 .

Amounts owed 1o suppliers ) - 13,653 . 969 15,408 1,035
Amounts owed to group undertakings : - - 9,728 - 9,537 -
Other taxes and social security . " 6,460 - . 11,274 -
Accruals ’ . : 3,479 - 1,883 -
Other payables . : -9 - 12 -
: 33, 327 : 969 - 38, 1.12 1,035

Amounts owed to subsldlanes are unsecured interest free have no f xed date of repayment and are repayable on
demand .

13 Cashand cash equivalents - i o
e - 2018 2017

Current : . .Current’

- : ’ £'000 ' . £'000
Bank balances and cash ] i B 16,414 I ) 28,591
Cash and cash equivalents 16,414 . . 28,591

Page 25 of 32




GKN Driveline Birmingham Limited

Notes to the Financial Statements (continued)
For the year ended 31 December 2018 -

A4 Derivative financial instruments

15

16

12018 : < ’ 2017

Significant estimates and judgement
Whilst estimating. provisions requires judgement, the range of reasonably possible outcomes is narrow. After

Assets Liabllities Total " Assets Liabilities Total
Non- Current ~ Non- Current Non- Current Non- Curent
/ current ) current ; current currént
£'000 £000 £000 £’000_ £000 £'000 - £000 £000 £'000°
Forward currency contracfs - 68 (66) . (154) (38) 5 195 (138) (861) (799)i
Significant jJudgement and estimates
Forward forelgn currency contracts, cross currency mlerest rate swaps and embedded derivatives are marked to
market using market observable rates and publlshed prices together with forecast cash flow mformatlon where
applicable. .
" Provisions
Warranty Total
. ' £000 ._£'000
At 1 January 2018 - 670 " 870 -
Net charge for the year: ) i
Additions 8,988 8,986
Amounts utilised dunn@e year (646) {646)
At 31 December 2018 9,010 ° 9,010
Due within one year . ‘ 3,950 3,950
Due Ih more than one year ; . 5,060 5,060
: { : . 9,010 9,010
, - y;

consideration of sensitivity analysis, amounts stated represent management's best estimate of the likely outcome.

It is the Melrose group, policy to hold 100% of the last five years warranty charges The provisions which are due more
than one-year total £5, 060,000 and which will be released in 2020 (£3,558,000) 2021 (£443,000) 2022 (£487,000) and

2023 (£572,000).

Share capltal

Issued and Fully Paid
2018 - . 2017
. : __£000 . __£'000
Ordinary shares of £1 each 166,600 166,600
2018 2017
" Number Number
000s 000s
Ordinary shares of £1 each .
At 1 January and 31 December - - 166,600 166,600
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Notes to the Financial Statements (contmued)
For the year ended 31 December 2018

17

(@

Post-employment obllgatlons

- 2018 . 2017
Post-employment obligations as at the year—end compnse £'000 £'000

Pensions -funded : . - 77,769 . 84,747 -

The Company’s pension arrangements Comprisea defined benefit and defi ned contribution scheme.

The Company s defined benefit pension scheme is fuinded, albeit in deficitin common with many other UK pension
schemes with the scheme assets held in trustee administered funds. - ) . .

The Company’s defined benefit pension arrangements provide benefits to members in the form of an aesured level of

- pension payable for life, The level of benefits provided typically depends on length of service and salary levels in the

years leading up to retirement. Pansrons In payment are generally updated in line with inflation. The schemes are also

. closed to new entrants. -

GKN UK 2012 Pension Plan

The GKN UK 2012 Pension Plan Is a funded plan, closed to new members and was closed to future accrual In 2017.
The valuation of the. plan was based on a full actuarial valuation asof 5 April 2016, updated at 31 December 2018'by
independent actuanes '

GKN UK 2016 Penslon Plan ‘ )
The GKN UK 2016 Pension Plan Is a funded plan, closed to new members with no actlve members, containing assets
and liabilitles in respect of the pension schemes from various legacy GKN businesses. The valuation of the plan was

- based on a full actuarial valuation as of 5 Apnl 2016, updated to 31 December 2018 by independent actuaries

Independent actuanal valuations of the defined benefit scheme assets and liabilities were carried out at 31 December .
2018. The present value of the defined benefit obligation and the related service cost elements were measured using’

. 'the projected unit credit method.

'Deﬂned benefit schemes — signiﬁcant judgements, assumptions and estimates

Key assumptions: o B o
e N . _ 2018 L2017

- . ) ) % %
Rate of increase in pensionable salaries (past service) - - L 3.10 nfa’
Rate of Increase in payment and deferred pensions ) : 2.10 3.00
Discount rate (past service) . - . T 280 2.60
Inflation assumptlon (past service) ) A . 2.10 320
Rate of increase in medical costs : . i

Initlal/long term . . ) i 5.4/6.4 5.4/5.4

In prior years. there were separate assumptions for past and future service in relation to the UK pension scheme
However following the closure of GKN2 to future accrual from 1 July 2017, this is no longer relevant,

The UK schemes each use a duration-specific dlscount rate derived from the LCP: Treasury Model whloh is based on
corporate bonds with two or more AA-ratings.

Mortality assumptrons for all UK pensron plans as at 31 December 2018 were based on the Self-Administered Pension
Scheme ("SAPS") “S2" base tables. The GKN UK 2012 scheme (and the small post-retirement medical plan) use
scaling factors of 96% for male and 85% for females. The GKN UK 2016 scheme uses scallng factors of 100% for
male and 91% for females.

. Future improvements for all UK plans are in line with the 2017 Continuous Mortalrty Investigation ("CMI") improvement -

model with a long-term rate of |mprovement of 1.25% p.a. for both males and females
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17

Post-employment obligations (contlmied)

Assumption sensitivity analysis

The base liability is the Defined Benefit Obligation-(DBO) as at 31 December 2018 caleulated usmg the assumptlons
selected by Melrose PLC as at 31 December 2018 for its year end 2018 IAS19 accounting disclosures. The
sensitlvities show the impact on the DBO of changing the discount rate and inflatlon assumptions by +/- 10 basis
points and the life expsctancy assumption by +/- 1 year.

Liabilities

: ) £'000

Discount rate +0.1% : : : (5.9)
Discount rate -0.1% ’ 64
Rate of inflation +0.1% . : : ) 5.2
Rate of Inflation -0.1% : . . , (5.1)
Life expsctancy +1 year : i . . 144
Life expectancy -1 year : ‘ (14.2)

Defined benefit schemes - significant judgements, assumptions and estimates

The above sensitivity analyses are based on isolated changes in each assumption, whilst holding al! other
assumptions constant. In practice, this is unlikely to occur, and there is likely to be some level-of correlation between
movements in different assumptions. In addition, these sensitivities relate only to potentlal movement in the defined
benefit obligations. The assets, including derivatives held by the schemes, have been designed to mitigate the impact
of these movements to some extent, such that the movements in the defined benefit obligations shown above would,
in practice be partly offset by movements in asset valuatlons However, the above sensitivities are shown to llluslrate
at a high level the scale of sensmwly of the defined benefit obligations to key actuarial assumptlons

The same actuarial methods have been used to calculate these senS|t|vmes as are used to calculate lhe relevant

- balance sheet values and have not changed compared to the prewous period.

Significant jJudgements and estimates

The Company's defined benefit pension scheme obllgatlon arises as a result of its pamCIpatlon in the externally funded
defined benefit Group pension arrangements of Melrose pic. The share of the obligation recognised by the Company
is based on the benefits accrumg to current and historic members of the scheme that have been employed by the

Company.

. Durlng the year, GKN 2, the UK defined beneﬁl pension scheme in which the Company participates, completed its

triennial fundmg valuation as at 5 April 2016

The outcome of these discussions resulted in a lump sum contribution of £250 million paid in October 2017 to Gsz, '

of which the-Company's share was £32,523,702. These confributions along with investment outperformance is

expected to close the defi cn on the Trustee’s funding basis by June 2031 for GKN2

A decislon was also taken to close GKN2 to future accrual and followmg a consultation p'rocess'\'mth the scheme

. members, the closure took place effective 30 June 2017. UK pensnon benefits are now provided on a defined

contrlbutlon basis.
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17 Post-employmerit obllgéﬂons (continued)

(b) Defined benefit schemes — reporting (continued)
The amounts included in operating losses are:

Total
. £'000
2018
Current service cost . E .-
Administrative expenses . - -~~~ . : : : ' (1,063)
] . ' . v {1,063)
2017 . . ' .
Current serwce cost ) ) C : ) (4,142)
Administratlve expenses . ’ e . __(62)
) ] : ' ) - (4,194)
The amounts recognised in the balance sheet are: :
: ' ) 2018 - 2017
' ' - : _ : £'000 . £'000
- Present value of funded obligations o _ .~ (330,602) (347,214)
Fair value of plan assets ] 252,833 262,467
Net obLgatlons recognised in the balance sheet ) . L {77,769) (84,747)
Cumulative remeasurement of deﬂned beneﬂt plan differences recognlsed in equlty are as follows:
. 2018 2017
. ) ' ~ . £'000 __£000
At1 January ’ : . . (3,283) (33,633)
Remeasurement of defined benefit plans - . : 3,683 . 30,350
At 31 December - ) ‘ . 400 - (3,283)
Movement in schemes' assets and unfunded liabillitles during the year:
Assets . Llabilities - Total
- ) - £'000 . £'000 £'000 .
At 1 January 2018 : ) - 262,467 . (347,214) (84,747)
Current service cost o ' o - . - .
Administrative expenses : . - (1,063) - (1,063)
Interest : ' 8,736 (8,856) ) (2,120)
Remeasurement of defined benefit plans . . (10,197) - 13,880 3,683
Contributions by Group ' ' . - © . -
Benefits and administration expense paxd . - : (6,173) 12,651 L 6,478
- At 31 December 2018 . ' 252,833 . (330,802) (77,769)
At1 January 2017 . ’ 222,671 (363,910) o (141,239) -
Current service cost : ' - (4142) . (4,142)
Administrative expenses ' _ ’ R (52) - (62)
{nterest . . 5,762 _ . (8,356) - (3,594) -
- Remeasurement of defined benefit plans . : 12337 = 18,013 30,350
Contributions by Group . X 2354 . . - 2,354
Benefits and administration expense paid © 19,343 - 12,233 31,576
At 31 December 2017 - o 262,467 : (347,214) (84,747) .
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17 Post-em'ployme'n»tbbl!gatlons (continued) .

Total

£'000
. 2018 . .
Experlence gains and losses (1,392).
" Changes in financial assumptions 14,336
Change in demographic assumptions 936
- : 13,880
2017 _ '
Experience gains and [osses -
".Changes in financlal assumptions 7,032
Change in demographic assumptions ° 10,981
18,013
The fair values of the assets in the scheme were:
' C Total
£'000
At 31. December 2018 ;
Equities (inc. hedge funds) . 57,912
Diversified growth funds 85,267
Bonds — govemment - 62,230
Bonds - corporate 27,412
Property 16,980
Cash,.derlvatives and net current assets -
Other assets 3,032
. 252,833
At 31 December 2017
Equities (inc. hedge funds) 55,572
Diversified growth funds 87,121
Bonds — government 45,273
Bonds - corporate 27,911
Property ’ 15,931
Cash, derivatives and net current assets 27,472
~ Other assets : 3,187

262,467 -
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17 Post-employment obllgailens (continued)

(©) Defined benefi t scheme — risk factors

Through its post-employment pension plans, the Company is exposed toa number of rigks, the most significant of
which are detailed below. ‘The Company's focus Is on managlng the cash demands which the varlous pension plans
i place on the Company, rather than balance sheet volatility in its own right. For funded schemes cash requirements
. are generally determined by funding valuations which are performed on a different basis from accounting valuations.

Asset volatility: Plan liabiilties are calculated usrng discount rates set with reference to bond yields (although the
discount rate methodology differs for aocountmg and funding purposes). If plan assets deliver a return which is lower
than the discount rate, this will create or increase a plan deficit. The Company’s various pension plans hold a :

- significant proportion of equities and similar ‘growth assets’, which are expected to out-perform bonds inthe Iong-term
: albert at the risk of short term volatility.

As the plans mature, with a shorter time horlzon to cope with volatility, the Company will gradually reduce holdings of
‘growth assels in favour of increased matching assets (bonds and slmllar) In the meantime, the Company considers

that equities and similar assets are an appropriate means of managing pension funding requirements, given the Iong
term nature of the Ilabrllties and the strength of the Company to wuthstand volatility.

Changes in bond yields: A decrease in bond yields will typically i increase plan liabilities (and vi,ce-versa), although this
will be offset partially by an increase in the value of bonds held in the asset portfolios of the various plans. The effect
of changes in bond yields is more pronounced in unfunded schemes where there is no potential for an offsettlng
movement in asset values.

. Inflation risk: As pension obligations are linked to inflation, higher inflation expectations will lead to higher liabilities,
although caps are in pface to protect against unusually high levels of inflation. The asset portfolio includes some
inflation linked bonds to prowde an element of protection against this risk, whilst addmonal protectlon Is provnded by
inflation derivatives. i

Member longevity: As the Company's post—employment obllgauons are generally to provrde benefits for the life of lhe
member, increases in life expectancy will generally result in anincrease in plan Irabllmes (and vice versa)

The following table shows the future life expectancy of mdwrduals age 65 at the year-end and the future life expectancy
“of. mdlwduals aged 65 In 20 years' time.

GKN UK 201¢

GKN UK 2012 .
Penslon Plan Pension Plan
. years years
" Male today 223 22.0
Female today : 2541 246
Male in 20 years' time 23.7 23.4
26.6 26.1

Female In 20 years’ time

(d) Defined contnbutlon schemes

The charge o the income stalement in the year from the definad contnbuhon scheme was £4,849,000 (2017

£4,725 000)
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18 Operating leases'

(a) Commitments minimum lease payments

19

20

21

“11th Floor, The Colmore Bullding, 20 Colmore Circus, Queensway, Birmingham, B4 6AT.

The minimum lease payments which the Compény Is committed to make at 31 December 2018 are:

2018 _ 2017
Vehicles, ) Vehicles,
‘ . : _plant and - " plant and
. Propérty equipment Property - equipment

‘ _£000 £000 £'000 _£000

Payments under non-cancellable operatmg leases o , ‘ S ‘
" Within one year . 886 246 - 877, . 262

Later than one year and less than five years A 3,633 - 339 - 3,597 584
After five years » » : g 11,023 - 11,945 -

15,542 585 16,419 846

Capltal oxpanditure

Contracts placed against capital expendlture sanctioned at 31 December 2018 which are not provnded amounted to .

£930,000 property, plant and equipment (2017 £967 131) property, plant and equipment). .

Related party transactions

In accordance with FRS 101 the Company has taken advantage of the exemptlon not to disclose the transactions with
other Group undertakings. There were no other related party transactions during the year.

Controlling parties

The parent of the smallest and largest group in which these Financial Statements are consolidated is Melrose
Industries PLC. Consolidated financial statements of Melrose Industries PLC are available from its registered office:

-
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