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Huawei Technologies (UK) Co. Limited -

Annual report for the year ended 31 December 2019

Strategic xeporf

The directors, in preparing this stratcgic report, have complied with Section 414C of the Companies Act 2006.

Principal activities and review of the business

- Huawei Technologies (UK) Co., Ltd. (the “Company™} is a major telecommunications product and services provider. It

focusses upon providing Jeading telecommunications products and services to, UK telecommunications operators and’
consumers. The Company’s products and services includc a wide range of network and transmission products and
solutions, and the installation of telecommunications products and related services. Throughout 2019 the Company
continued to deliver 4G products to UK telecommunications operators, expandéd its delivery of 5G products and
services, and the Company's smartphones retained their strong reputation and pesition within the UK market.

The Company’s principal activities were as follows:
*  Import of producis such as wireless equipment, fixed network equipment and devices including smartphones
¢ . Sale of telecommunications products and services.
*  Purchase and sale ofcomp.onems and spare parts
o . Provision of research and development semces to group companies*
e Provision of locai sales and marketing support ser\nc&s to group companies*

*Group companies meaning Huawei Investment & Holding Co., Lid. and its subsidiary companies.

The Company delivered a good performance throughout 2019, in a challenging and competitive economic envirenment.
Gross profit decreased by 10% in connection with the expansion of delivery of 5G products and services. Profit after
tax decreased by 21% in connection with the expansion of delivery of 5G related products and services, and because
the Company received a distribution dividend from a subsidiary in 2018, which was not received in 2019. Shareholder
funds dccreased by 17% as a result of the payment of dividend. The directors believe the Company is wetl positioned
to continue sales growth and increase profitability in 2020.

The Company’s key financial performance indicators during the year were as foltows:

2019 2018 % change

X £m fm -
‘Tumover ' ©1,2602 12428 1.4%
Gross profit ' S 2253 250.5 -10.1%
) Opcratmg profit before interest and tax . - 48.9 548 -10.8%
Profit after tax , . 375 477 204%

Sharcholders’ funds : . 879  1056-  -16.8%

Fixed assets have increased by £11.69M, mainly due to capitalisation of right-of-use assets by applying IFRS 16. The
value of other fixed assets has increased as a result of the purchase of equipment, including electronic equipment, for
‘the purpose of supporting busincss operations. The Company has continued to optimise inventory management by
reinforcing warehouse and logistics supplier management. The total inventory balance has slightly decreased to £72M.
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Strategic report (continued) |

Debtors have slightly increascd by £2.5M. Creditors have increased sharply as a result of the application of IFRS 16,
and the balance sheet recognition of lease liabilities. Administrative expenses decreased by £17.8M, as a result of a
reduction in employee expenses and changes in markel promotion strategy.

The dircctors acknowledge their responsibility for the Company’s internal control and risk management systems, and
for monitoring their effectiveness. The purpose of these systems is to manage, rather than climinate, the risk of failure
to achicve business objectives, to provide reasonable assurance as to the quality of management information, and to

" maintain proper control over the income, expenditure, asscts and liabilitics of the Company.

No system of control can, hbwevgr, provide absolute assurance against material misstatement or loss. The
directors have regard to what controls, in their judgement, are appropriate to the Company’s business and to the
relative costs and benefits of implementing speclﬁc controls.

o The dlrectors consider the pnncxpal nsks and uncertainties faced by the Company are as follows: Brexit Risks —
On 23 June 2016, UK voted to leave the Europcan Union (“Brexit™). Brexit completed on 31 January 2020,
however a Brexit “deal” is not yet in place with the European Union. Complcxity and uncertainty remain
regarding the nature of any final agreement. The Eurcpean Union and UK have agreed upon an eleven month
transition period. The Company will monitor the transition period and manage any associated changes and risks.
The Company will navigate through the challenges of Brexit, maintaining a stable business with continuing
success, Currcncy risk is limited as the majority of customer contracts utilise GBP.

¢  Competitive risks — The Company operates ina competitive industry and in a commually evolving commercial
environment. The Company places great cmphams on distributing new and innovative solunons to meet ever-
changing customer requirements.

o Customer consolidation risks — The Company may face uncertainty if key customers merge or acqunre new
subsidiaries, and such mergers or acquisition may affect the Company’s annual business plan.

L Crcdlt risks — The Company is exposed to the risk of slow payment by certain customers. The Company monitors
its exposure to credit losses by carrying out appropriate proccdures mcludmg a credit check process before sales
are made.

*  Economic risks — Although there have been positivé indicators of a recovery, as in iarevious ycars the economic .
climate remains challenging and unpredictable for the near future. Any deterioration in the cconomy may have
an impact on the Company’s financial position. .

¢ Other risks — On 19 August 2019, the Bureau of Industry and Secunty (BIS) added thc Company to the Entity
List. Upon the Company being added to the Entity List, expon re-export or in-country transfcr of items subject
to the US Export Administration Regulations (EAR} to the Company shalt be subject to BIS license requirement
(the “Event”). As a result, the Company's supplies and sales of certain products have been affected. The
Company has takcn positive measures to mitigate the impact of the Event. The Company will continuously assess
if any subsequent adjustment to relevant estimates are required arising from developments relating to the Event,
Commercial and economic activities in China and other countries of the world were disrupted from January 2020
as a résult of novel coronavirus Covid-19. The Group has taken robust measures to protect the health of its
employees. Timely and orderly manufacture of cquipment is ongoing, and no substantial impact upon production
is anticipated. The Company will continue to maintain close oversight of developments in respect of Covid-19
in respect of its supply chain, and also in respect of opcrations in the UK. .

‘e Business environment risks — Telecommunications is a changeable and complicated business environment in

which' to operate, and the current geopolitical environment creates a level of uncertainty in respect of the future
impact upon the Company’s operation. The Company’s practice is to continue to recognize and manage risk.
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Strategic report (continued)

Future prospects

The Company has set its financial targets for 2020 in anticipation of both risks and opportunities typical of the
telecommunications sector. At the beginning of the year, the global and UK business environment has been -

negatively impacted due to the outbreak of Covid-19. This has resulted ir a knock-on effect on the Company’s
business operations in UK at varying levels, most notably the remote working of key certain staff and many retail

P

" shops being closed. Even though online sales continue in CBG and CNBG engineers can, where safe to do so, still

work at customer sites there is a risk that revenue targets for 2020 may be impacted. Although the situation is not
confirmed, it may be the case that whether the lost revenue (if any) can be recouped in the lauter part of 2020 will
depend on the duration of the outbreak of Covid-19. However, the Company will take extra precautions to continue
the execution of its business plan with a renewed focus on its customers’ requirements, underpinned by the
underlying financial and operating strength of the Company, and will sim to achieve the best possible financiat
performance in a challenging economic climate. .

Section 172 Statement

The Company’s directors (“the Directors”) were selected on the basis of their integrity, their kﬁowlcdgc of
telecommunications industry and market, their relevant qualifications and experience, and their ability to guide and
advise the Company. ’

The Directors are aware of their responéibilities under scction 172 of the Cpmpanics Act 2003, and ensurc thai their
responsibilities under section 172 are fulfilled in the course of their work.

The Directors participatc in regular ‘board meetings in the UK and in China to acquire understanding of challenges-
facing the company, to discuss key decisions, and to revicw the consequences of those decisions against the Company’s
long term strategies. )

The Dircctors have appointed an Audit & Risk Committee to revicw and make recommendations to the Board in respect
of the internal end external audit process, the Company’s risk management aind adherence to its legal and regulatory
requirements, and the integrity of its financial statements. The Directors receive regular reports from the Company's
compliance team, and routinely invite reports upon matters they deem to be of interest. The Audit & Risk Committee

-have advised the board in respect of topics including Cyber Security, Privacy, Taxation, EH&S, Human Resources,

Business Conduct and Brexit. To secure fusther assurance, the Directors on the commiltee request reports on specific
risks. Huawei corporate declared Cyber Security and Privacy as its top priority and the Directors of Huawei UK sought

. to ensure that this priority flowed down to the UK operation. The Directors also reviewed the introduction of 5G, the ’

changes to Huawei’s solutions, the importance of 5G to telecoms operators and the impact on 5G on society.

In the course of their decision making, and in accordance with their oi)ligations and the requirements of section 172,
the Directors have regard to the interests of the company’s employees and its business relationships with suppliers,
customers and others. For example the Directors have regular contact with employees at all levels of the company
during visits (o its UK locations and during regular engagements in China. The Directors have key roles in both
customer and supplicr forums where they seek to ecnhance and develop the business relationships with both groups. In
addition the Directors have regard for the impact of the company’s operations on the community.and the ' ‘
environment, the desirability of the company to maintain a reputation for high standards of business conduct,( as
monitored by the Board’s Audit & Risk Commiittee) , and the interests of its sole shareholder, Huawei Technologics
Cooperatief U.A. Most notably this is achieved via discussions with other members of the board based in Shenzhen,

The Directors work closely with Huawei UK Public Affairs and Communications Department, influencing the
strategy and are.active contributors to the PACD communications plan. The Directors support Huawei community
initiatives such as the Winter Concert charity event and engage directly with the charity partners of Huawei UK.
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In live with best practios, Huawe conducts pariodic ussessment of fndividusl Directors performance and tho
performance of tho Board as 8 governing body. -

On behalf of the board

Boi B 31-Nowch-2e20

Wei Zhang
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Directors’ report

'fhe directors present their annual report and the sudited financial statements for the year ended 31 December 2019.

Dividends .
The Company paid out a dividend of £55:23million in 2019 (2018: £nil). )

Going concern

The Company has continued to grow its sales, making an operating profit in 2019 and has net current assets, net assets
and substantial cash at year end. According to the 2020 business plan, the Company has set its financial targets for 2020
in anticipation of both risks and opportunities typical for the telecommunications sector. The directors believe that
business will continue to grow and achieve another impressive year in accordance with the 2020 business ptan, kecp
strong financial performance and continue to be profitable.

The Company’s management has prepared cash flow forecasts for the period ending on 30 June 2021, based on an
asscssment of expected revenue under existing customer orders and expected future orders from existing and new

- customers. The Company expects to have sufficient cash resources available to continue as a going concern for a period
of at least 12 months from the date the financial statements are signed.

Pollt!gal donations
The Company made no political donations during the year (2019: £nil).

Directors

The directors who held office during the year and up to the date of signing the financial statements were as follows:

Edmund John Philip Lord Browne
Sir Andrew Thomas Cahn

Sir Kenneth Aphunezi Olisa
Houkun Hu

Lifang Chen

Wei Zhang

Kang Liu

Employees

The Company is committed to the recruitment and retention of first-rate people, and offers a competitive package to
achieve this objective. It believes in rewarding performance and encouraging employees to contribute to and share in
the success and growth of the business.

Employees undcrtake an induction programme upon joining the Company and are provided with access to all HR
policies and any updates that occur. Any other information relevant to employees is communicated when necessary.
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Directors’ report (continued)

Equal opportunities

The Company believes that diversity is at the heart of its aim end mission end confirms its commitment to a
comprehensive policy of equal oppormities in employment. Individuals aro selected and treated on the basis of their
relevant qualifications and abilities and are given equal opportunities in the recruitment process and upan employment.
The aim of the policy is to ensure that oo job applicanm ar employee should receive less favourable treatent on any
grounds which are not refevant to good employment and selection practice. The Company is comniitted to a programme
of ectica to make the poticy fully effective.

The Company monitors equality and diversity across all aspects of its busuwss, mctudmg
a) The admission and recmmnm of staff and candidates

b) The progression and achievement of steff .

¢) The number and nature of formal harassment eomplamts. grievances and dlsclplmes
d) The attrition of staff

Monitoring aims to idcntify whether any group experieaces a disadvantage. Should any unfair practices be identified -
through the monitoring process, action will be taken immediately to remedy the situation and mmthed:sadvanmged
group receives fair and equitable treatment in relation to their recruitment.or employment.

Disclosure of information to the auditor

) The directors who held office at the daze of approval of this directors® repoﬂeonﬂmmagsomasmeymmhawm,
_ there is no relevant gudit information of which the Company"s auditor is unaware; and each director has taken all the
steps that they cught to have teken as a director to make themselves aware of any relevant audit mfmaﬂonmdto
emblishdwﬂchmpanyaaudxmuamof&mmfomaum

.

Auditor

PmsuamtoSudonds’lofmeCompmiesAam.ﬂleMmrwmu.dumedmbéreappoinwdandKPMGLLP
will therefore continus in office.

Approved by tho Board of Directors
And signed on behalf of the Board

%/\'ff 3| ~Mareh - D020
éoinsb::*oa%, | | .

Reading
RG2 6UF
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| Amiuai report for the year ended 31 December 2019

. Statement of Directors’ responsnbllmes in respect of the Strategic Report the -
Directors’ Report and the financial statements

The directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial statements in
accordance with applicable law and regulations. .

The Companies Act 2006 requires the directors to prepare financial statements for each financial year: They have
clected to prepare the financial statements in accordance with UK accounting standards and applicable law (UK
Gcnemlly Accepted Accounting Practice), including FRS 101 Reduced Disclosure Framework. .

Under the Companies Act 2006 the directors must not approve the financial statements unless they are sausf ed 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
- peried. In preparing these financial statements, the directors are required to:

e select suitable accounting policies and then apply them consistently;
¢ make judgements and estimates that are reasonable and prudent;

e  state whether applicable UK accounting standards have been fo!lowed subject to any material departures disclosed
and explained in the financial statements;

A3
-*  assess the Company’s ability to continue &s a going concem, dlsclosmg, as applicable, matters related to going
concern; and -

o use the going concern basis of accounting unless they either intend to liquidate the company or to cease Operatxons
or have no realistic altematlve but to do so.

The directors arc responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with rcasonable 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 responsible for
such intcrnal control as they determine is necessary to enable the preparation of financial statements that are free from
matcrial misstatement, whether due to fraud or error, and have generat responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the Company and to prevent and detect fraud and other irregularities.



KPMG LLP

15 Canada Square,
Canzgry Wharf,
London

E14 5GL

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF Huawei Technologies (UK) Co., Ltd.

Opinion . ‘
We have audited the financial statements of Huawei Technologies (UK) Co., Ltd. (“the company”) for the year ended

31 December 2019 which comprise the Profit and Loss Account and Other Comprehensive Income, Balance Sheet.
Statement of Changes in Equity and related notes, including the accounting policies in note 2.

In our opinion the financial statemenis: _

* give atrue and fair view of the state of the company's affalrs as at 31 December 2019 and of its proﬁl for the year * .
then ended;

* have been properly prepareil in accordance with UK accdunting standards, including FRS 10| Reduced Disclosure
Framework, and_

¢ " have been prepared in accordance with the’ requm:mems of the Compames Act 2006

'Basns for opinion

We conducted our audit in accordance with International Slandnrds on Auditing (UK) (“ISAs (UK)”) and applicable
law. Our responsibilities are described below. We have fulfilled our ethical responsibilities under, and are independent
of the company in accordance with, UK ethical requirements including the FRC Ethicat Standard.” We believe that the
audit evidence we have obtained is a sufficient and appropriate basis for our opinion.

Going concern !

The directors have prepared the financial statements on the going concern basis as they do not intend to liquidate the
company or o cease its operations,”and as they have concluded that the company’s financial position means that this is
realistic. They have also concluded that there are no material uncertainties that could have cast significant doubt over
its ability to continue as a going concern for at least a year from the date of approval of the financial statements (“the
going concern period”).

We are required to report 10 you if we have concluded that the use of the going concern basis of accounting is
inappropriate or there is an undisclosed material uncertainty that may cast significant doubt over the use of that basis
for a period of at least a year from the date of approval of the financial statements. [n our evaluation of the directors’
conclusions, we considered the inherent risks to the company’s business model and analysed how those risks might’
affect.the company’s financial resources or ability to continue operations over the going concern period. We have
nothing to repon in these respects.” : : .

However, as we cannot predict all future events or conditions and as subsequent events may resull in oulcomes that are
inconsistent with judgements that were reasonable at the time they were made, the absence of reference to a material
uncertainty in 1l'ns auditor’s report is not a guarantee that the company will continue in operation.



Strategic report and directors’ report .

The directors are responsible for the sirategic report and the directors’ report. Qur opinion on the financial statements
does not cover those reports and we do not express an audit opinion thereon. -

Our responsibility is to read the strategic report and the directors’ report and, in doing so, consider whether, based on
our financial statements audit work, the information therein is matenally misstated or inconsistent with the financial
statements or our audit knowledge. Based solely on that work:

. we have not identified material missiatements in the strategic report zmd the directors’ report;

. in our opnmon the information given in those reports for the ﬁnancml year is consnslem WIlh the financial
stalements; and

. in.our opinion those reports have been prepared in accordance with the Companies Act 2006.

.

Matters on which we are required to report by exception
Under, the Companies Act 2006 we are required to report to you if, in our opinion':'

+ adequate accounting records have not been kept, or retumns adequate for our audit have not been received from
branches rot visited by us; or

e the financial statements are not in agreemerit with the accouming records and rems; or

e certain disclosures of-directors’ remuneration specified by law are not made; or

¢ we have not received all the information and explanations we require for our audit.

We have nothing to report in these respects.

Directors’ responsibilities _

As explained more fully in their statement set out on page 8, the directors are responsible for: the preparation of the
financial statements and for being satisfied (hat they give a true and fair view; sich intemal control as they determine .
is necessary 1o enable the preparation of financial statements that are free from material misstatement, whether due 10
fraud or error; assessing the company’s ability to continue as a going concern, disclosing,.as applicable, matters related

to going concern; and using the going concern basis of accounting unless they either intend to liquidate the company
or to cease operations, or have no realistic alternative but 10 do so.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole-are free from
material misstatement, whether due to fraud or ervor, and (o issue our opinion in an auditor’s repori. Reasonable
assurance is a high level of assurance, but does not guarantee that an audit coaducted in accordance with 1ISAs (UK)
will always detect a material misstatement when it exists. Misstatemems can arise from fraud or error and are

. considered material if, individually or in aggregate, they could reasonably be expected 10 infleence the economic
decisions of users taken on the basis of the financial statements. :

A fuller déscription of our résponsibilities is provided on the FRC's website at www.frc.org.uk/auditorsresmnéibilities.



The purpose of our audit work and to whom we owe our responsibilities

This report is made solely to the company’s members, as a.body, in accordance with Chapter 3 of Part 16 of the’
Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s members thase
matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted
by law, we do not accept or assume responsibility to anyone other than the company and the company's members, as a
bedy, for our audn work, for this report, or for the opinions we have formed.

Kevin Wllhnms (Senior Statutory Audltor)

for and on behalf of KPMG LLP. Statutory Audllor
Chartered Accountants

15 Canada Square,

A ..Canary Wharf,

London e

E145GL

United Kingdom

31 March 2020



Huawei Technologies (UK) Co. Limited
Profit and Loss account and Other Comprehenswe Income
As at 31 December 2019 . :

Notes

Tumover . 4
Cost of sales

Gross profit
Distribution costs

. Administrative expenses
Impairment gain on trade and other
receivables
Other operating income
Operating profit
Income from shares in group undertakings _
Interest receivable and similar income - 9
Interest payable and similar expense 10
Profit before tax
Tax on profit 3
Profit after tax .5

Other comprehensive income for the year

Total comprehensive income

All amounts are derived from continuing operations.

The notes on page 15 to 34 form an integral part of these financizl statemnents.

2018

37,529

-2019
£'000 £'000
1,260,237 1,242,771
(1,034,976) (992,265)
225261 250,506
(4,136) {4,699)
(173,876) (191,633)
130 447
1,481 148
48,860 54,769
. . 5456
1,735 593
@.519) (3,031)
48,077 57,787
(10,607) (10,103)
17,470 47,684
59 159
47,843

12



Huawej Technologies (UK) Co. Limihed

.Balance sheet

As at 31 December 2019

Tangible &ssets

Current assets
Stacks
Contract assets
Debtors

th‘mmmmma'

Creditors: Amounts fallmgdue wnhmonoyeu
Contract liabilities .

Net carreat assety

Tuini axsvis fesy corveni fisbiiiiios
Creditors: Amounts [alllng due aller more (han
MPW

vaisnonforllabiluy

Ned wxsetn

Cnpmitudm

Called up share capital -

Profit and loss account

Other reserves

Total shureholders’ fuods

Mnotesonpago lSmemwh&yﬂMof&ﬁeﬁm&i&lmum.

the Board of Directors oo 31 March 2020.

sigmopbenalromenom‘ofnm k

Notes

12

13

‘S X

18
17

19

2018

2019
£'000 £000 -
36,187 24,493
36,187 24,493
21,640 76,026
67,841 38,549
278820 21289
191,164 190,689
606,465 578,553
(365618)  (307.162)
(158,138)  (167,497)
82,709 103,894
116,556 128,387
(9,1%4) .
(21.856) (22,830)
87,856 108,557
2905 . 2,905
84931 102,69
0 - (9
87,856 105,557

The financial mmeu!sot‘ﬂuawl'l‘echnologm (UK)Co Limited, registered number 4295981, were approved by

13



Huawei Technologies (UK) Co. Limited
Statement of changes in equity

Balance.at 1 January 2018 N
Adjustment on IFRS 15 Revenue from contracts with
customers - pretax ‘
Adjustment on IFRS 9 Finaacial instruments - pretax

Restated Balance

Profit and total comprehensive income for the pcn'od
Balance at 31 December 2018

Profit and total comprehensive income for the period
Dividends paid

Batance at 31 December 2019

The notes on page 15 to 34 form an integral part of these financial staterents.

Other
Share Profit and loss reserve
capitsl account s Total
£'000 £000  £000 £'000
2,905 105,948 - " 108,853
- (50,905) . (50,905)..
- (36) (198) (234)
2,905 55,007 (198) - 57,714
- 47,684 159 47843
2,905 102,691 39) 105,557
. 37,470 59 37,529
- (55, 230) - (55, 230)
2,905 84,931 20 87,856
§

14



—— . lamr  aeenon -

Huawei Technologies (UK) Co. Limited
Notes to the financial statements (continued)
Year ended 31 December 2019

General information

The Company is incorporated in England & Wales under the Companies Act 2006. The address of the
registered office is given on page 1. The nature of the Company's operations and its principal activities are
sct out in the strategic report on pages 2 10 4. .

These financial statements are presented-in pounds sterling because that is the currency of the primary
economic environment in which the Company operates.

These financial statements are separate financial statemnents. The Company is exempt from the preparation of
consolidated financial statements because it is included in the group accounts of Huawei Technologies
Codperatief U.A. whose consolidated accounts are available to the public and can be obtained from
www.kvk.nt.

Significant accounting policies

" Basis of accountmg

The Company meets the definition of a qualifying entity under FRS 101 (Financial Reporting Standard 101)
issued by the Financia} Reporting Council. These financial statements' were prepared in accordance with FRS
101 ‘Reduced Disclosure Framework® as issued by the Financial Reponting Council. In preparing these
financial statements, the Company applies the recognition, measurement and disclosusre requircments of
International Financial Reporting Standards as edopted by the EU (“Adopled IFRSs”), but makm amendments
where necessary in order to comply with Companics Act 2006.

As permitted by FRS 101, the Company has taken advantage of the disclosure exemptions ava:lable under
that standard in relation to presentation of comparative information in respect of certain assets, presentation
of a cash-flow statement, standards not yet effective, impairment of assets, capital mnnagemem, financial
instruments, and related party transactions.

Where relevant, equivalent disclosures have been given in the Group eccounts of Huawei Technologies -

* Codperatief U.A. whose consolidated accounts are availablc to the public and can be obtained at www.kvk.nt

On 1 January of 2019, the Company has adopted IFRS 16 Lcases. The Company has decided to adopt [FRS
16 using the cumulative effect method, without resiatement of the prior period comparatives.

The financial statements have been prepared on a historical cost basis. Historical cost is generally based on
the fair value of the consideration given in exchange for the goods and services.

The principal accounting policies adopted are set out below. -
Going concern

The Company’s business activities, together with the factors likely to affect its future developmem and
position, has been considered by the management team. -

The Company is expected to contmue to generate positive cash flows on its own account for the foresceable
future. - .

The Company madc an operating profit in 2019 and has net current assets, net assets and substantial cash at
the year end. The Company has set its financial targets for 2020 in anticipation of both risks and opportunities
typical of the telecommunications sector.

' Management have produced cash flow forecasts for the period to 30 June 202! The forecasts take mto accoum

revenues from existing customer orders as well as expected future orders from both existing and new
customers. At the beginning of 2020, the global and UK business environment has been negatively impacted
due to the outbreak of Covid-19.This has resulted in a knock-on effect on the Coriipany’s business opcrations.
However, due to the minimal disruption expected in the supply chain and the industry the revised forecasts

+ demonstrate that the Company cxpects to have sufficient financial resources available for a period of at lcast

12 months from the date the financial statements are 31gned

15



Huawei Technologies (UK) Co. Limited
Notes to the financial statements (continued) .
Year ended 31 December 2019

2.

Significant accounting policies (continued)

On the basis of their assessment of the Company’s financial position, the Company’s directors have a

reasonable expectation that the Company will be able to continue in operational existence for the foreseeable
future. Thus they continue to adopt the going concern basis of accounting in preparing the annual financial
statements. . : ) ' .

Investments in subsidiaries )
Investments in subsidiaries are stated at cost léss, where appropriate, provisions for impairment.
Revenue recognition '

Revenue is measured based on the consideration specified in the contract with- the customer and excludes
variable consideration and amounts collected on behalf of third parties. The Company recognises revenue
when it transfers control over a product or service (or bundle) to a customer.

i. Contract combinations and modifications

Within the Carricr Network Business Group (CNBG) and Enterprise Business Group (EBG), the company
combines separate customer comiracts with the same customer if those contracts are priced together, are
significantly interdependent or have a single commcrcial objective. Contract modifications are typically
deemed to be new contracts if they result in a prospective change to an existing contract.-

ii. P&fommce Obligations (PO)

In the Consumer Business Group (CBG) POs arc typically terminal devices, accessories and services. In the
CNBG there are significantly more POs due to the nature of the contracts which typically involve sales of
nctworking hardware, software and a wide range of services. In the EBG where Huawel is delivering bespoke
cnd-to-end solutions, there may in some cases only be a few POs.

In the CNBG and EBG customer warranties are recognised as a distinct service and arc allocated revenue,
The consumer group warranty on terminal devices and accessories is generally standard in nature and is
accounted for as an assurance warranty at the time of the sale.

iii. Tirhing revenue recognition

Most CNBG contracts include multiple POs for which revenue is recognised when the company transfers
control of éach obligation, either at a point in time such as delivery or acceptance, or overtime as the obligation
is being fulfilled or the customer obtains control of the goods and/or services. Some CNBG construction

contracts represcnt a single or a few POs for which revenue is recognised proportionately over the delivery
period. ‘

Within the EBG most of its customer construction contracts constitutc a single or a small number of POs for
which revenue is rccognised proportionately over the delivery period. Revenue is recognised for the
remaining contracts with multiple POs when each obligation transfers coatrol, either at a point in time, such
as delivery or acceptance, or overtime as the obligation is being fulfilled and the customer abtains control of
the goods and/or services.

Sales of terminal devices and accessories by the CBG to its distribution channels is recognised when control
of the goods has transferred, which is upon sell-in most cases. .

iv. Variable consideration

Revenue is measured at the fair value of the consideration received or receivable, adjusted at contract inception

for retumms, trade discounts, volume rebates and other sales incentives, such as vouchers or coupons, provided
that the level of expected return of goods, volume rebatcs and other incentives given can be estimated reliably.

The Company considers several factors, including but not limited to, contract commitments, business practices,
historical experience, customer take-up rates, and expected purchase volumes:
o .

.
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" Significant accounting policies (continued)

v. Stand-alone selling prices (SSP)

The transaction price of a contract with a customer is allocated to each PO in proportion 1o its stand-alone
selling price. The CNBG and EBG primarily use estimated SSP and the CBG uses directly observable SSP.

Within CNBG and EBG, the Company establishes the SSP using an average price approach by category.
Average prices are established based on several factors, including but not limited to customer, geography,
competition, company growth stratcgy, market share, market penetration objcctives, product family, costs and
company profit objectives {including by Business Group, Product Family and Product Line).

When a significant discount is granted and is specifically attributable to one or more PQOs that discount is
gllocated to the identified PO(s). In all other cases the discount is allocated 1o the contract overall:

vi. Contract assets and liabilities

When revenue is recognised under a contract with a customer before consideration is received or the right to
consideration is unconditional, a contract asseti is recognised. When consideration is received (or the right 1o
consideration is unconditional) before revenue is recognised, a contract liability is recognised.

Trade receivables are recognised when ‘the right to consideration under a revenue contract becomes
unconditional, regardless of the billing date.

vii. Refund liabilities ‘
A refund liability, such as the accrued rebates o customers and other sales-based incentives granted, is

rccognised when the Company receives consideration from the customer and expects to refund some or all of
that consideration to the customer.

Financial Instruments ) .

(i) Recbgnilion and de - recognition

Financial instruments, comprising financial assets and financial liabilities, are recognised in the statement of
financial position when the Company becomes a party to the contractual provisions of the instrument.

The Company derecognises a financial asset when the contractual rights to the cash flows from the asset expire,
or it transfers the rights to receive the contractual cash flows in a transaction in which substantially afl of the
risks and rewards of owncrship of the financial asset are transferred or where it neither transfers nor retains
substantally all of the risks and rewards of ownership and loses control. When contro) is retained, the cnuty
continues to recognise the financial asset to the extent of its continuing involvement.

The Company derecognises a financial liability when its contractual obligations are dlscharged canccllcd or
expire.

(ii) Classification and u'xeasurcmem

All financial assets and ligbilities are initially recognised at fair value, which is usually the transaction price
including, where appropriate, transaction that are direcily attributable to the acquisition or issue of" the
financial assct or financial liability, with thc exception of trade receivables without a significant financing
component, which are measured at transaction price, determined in accordance with the entity’s accounting
policies for revenue.

- Financial assets 'measurc(_l at fair value through other comprehensive income (1:'VOCl)

Financial assets are classificd at fair value through other comprehensive income where they erise from
contracts which give rise to cash flows which are solely principal and interest and which are held in a business
mode] which realises some through sale and some by holding them to maturity are recognised initially at fair
value plus any directly attributable transaction costs, of in the case of trade receivables, at the transaction price. -
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2. Significant accounting policies (continued)

At the end of each reporting pcnod they are re-measured to fair value, and the cumulative gain or loss
compared to their-amortised cost is recognised in other comprehensive income and in the fair value reserve.

" Intercst income, and foreign exchange gains or losses on these :assets are included in finance income or
expenses in profit or loss. These assets are also subject to |mpamnent

When these assets are derecognised, the cumulative gain or loss is reclassified from equity to profit or loss.
- Financial assets measured at amortised cost (AC)

Financial assets are held at amortised cost when they arise from contracts which give rise to contractual cash
flows which are held in a business model which mainly -holds the assets to collect contractual cash flows.
These are measured at amortised cost using the effective intérest method and are subject to impairment losscs.

~ Leases .

The Company has adopted IFRS 16 from | January 2019. As permil'téd by the standard, comparau've .
figures have not been restated and these are presented in accordance with the Company’s previous pollcles
Both the new and the previous accounting policies are described below wherc appropriate.

Policy applied from 1 January 2019

A contract is, or tontains, a lease if the contract conveys the right to contro) the use of an identified asset for
a period of time, the Jease term, {n exchange for consideration. The Company assesses whether a contract
is, or contains, a lcase on inception.

The lease term is either the non-cancellable period of the lease and any additional periods when there is an
enforceable option to extend the lease and it is reasonably certain that the Company will extend the term, or
a lease period in which it is reasonably certain that the Company will not exercise a right to terminate. The
lease term is reassessed if there is a significant change in circumstances.

This policy is applied to contracts entered into or modified, on or after 1 January 2019.
() . As a lessee ’

At commencement or on modification of a contract that contains a lease componcnt, the Company allocatcs
the considerntion in the contract to each lease component on the basis of its relative stand-alone prices.

The Company recognises a right-of-use asset and a lease liability at the ieasc commencement date. The
right-of-use asset is initially measured at cost, which comprises the initial amount of the lease liability
adjusted for any lcase payments made at or before the commencement date, plus any initial direct costs
incurred and an estimate of costs to dismantle and remove the underlying asset or to restore the underlying
assct or the site on which it is located, less any lease incentives received. .

The right-of-use asset is depreciated using the straight-line method from the commencement date to the end
of the lease term. If the lease transfers ownership of the underlying asset to the Company by the end of the
lease term or if the Company cxpects to exercise a purchase option, the right-of-use asset witl be depreciated
over the useful life of the underlying asset, which is determined on the same basis as the Company’s other
property, plant and equipment.

Right-of-use assets arc reduced by i unpanrmem losses, if any, and adjusted for certain remeasuremems of the
lease liability.

The lease liability is initially measured at the present value of the total [ease payments due on the
commencement date, discounted using either the intcrest rate implicit in the lease, if readily determinable, or
more usually, an estimaie of the Company 8 incremental borrowing rate on the inception date for a loan with
similar terms to the lease. .

The incremental borrowing rate is estimated by cbtaining interest rates from various extermnal financing
sources and makes certain adjustments to reflect the terms of the lease and type of the asset leased.

Lease payments included in the measurement of the lease liability oon;prise the following:

o . fixed payments, including payments which are substantivety fixed;
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. there is a revised in-substance fixed lease payment.

Significant accounting policies (continued) '

e variable lease payments that depend on an index or a rate, initially measured using the index or ratc
- as at the commencement date;

e amounts expected to be payable under a residual value guarantee; and

o the cxercise price under a purchase option that the Company is reasonably certain to exercise, lease
payments in an optional renewal period if the Company is reasonably certain to exercise an
extension option, and penalties for early termination of a lease untess the Company is reasonably
certain not to terminate early. :

The lease liability is measured at amortised cost using the effective intercst method. It is remeasured when

therc is a change in future lease payments arising from a change in an index or rate, if there is a change in

the Company’s estimate of the amount expected to be payable under a residual value guarentee, if the
Company changes its assessment of whether it will exercise a purchase, extension or termination option or if

When the lease liability is remeasured in this way, a conesponding.adjusunem is made (o the carrying

amount of the right-of-use asset, or is recorded in prof it or loss if the carrying amount of the right-of-use
asset has been reduced to zero. , .

As permmed by IFRS 16, the Company does not recognise right-of-use asscts and lease liabilities for teases
of low-valuc assets and short-term leases. Payments associated with these leases are recognised as an
expense on a straight-line basis over the lease term.

0] As a lessor

When the Company acts as a lessor, it determines at lease inception whether each lease is a finance lcase or
an operating lease.

To classify each lease, the Company makes an overal! assessment of whether the lease transfers
substantially al) of the risks and rewards incidental to ownership of the underlying assct. Most of the
Company’s leases are operating leases which do not transfer substantially all the risks and rewards of
ownership to the Group.

The Company recognises lease payments received under operating leases as income on a strmght-lme basis .
over the lease term as part of other operating income.

Policy applied before | January 2019

Rent payable under operating leases is charged to incomc on a straight-line basis over the term of the
relevant lease except where another systematic basis is more representative of the time pattern in which
economic benefits from the leased asset are consumed. Contingent rentals arising under operaung leascs are

_ recognised as an expense in the period in Wthh they are incurred.

In the event that lease incentives are received to enter into operating leases, such i mcemlvcs are recogmsed
as a liability. The aggregate benefit of incentives is recognised as a reduction of rental expense on a straight-
line basis over the lease term, except where another systematic basis is more representative of the time
pattern in which economic benefits frorr) the leased asset are consumed.

Foreign currencies

The finencia) statements are presented in pounds sterling, which is the currency of the primary economic
enviroament in which the Company operates (its functional currency)

Transactions in currencies other than the Company’s functional currency (foreign currencnes) are recognised
at the rates of exchange prevaiting on the dates of the transactions. At each balance sheet date, monetary assets
and liabilities that are denominated in foreign currencies are retranslated at the rates prevailing at that date.
Non-monetary items carried at fair value that are denominated in foreign currencies are translated at the rates
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Significant accounting policies (continued)

prevailing at the date when the fair valuc was determined. Non-monetary items that arc mcasured in lcrms of
histprical cost in a foreign currency arc not retranslated. :

Exchange differences are recogmsed in profit or loss in the pcnod in which they arise.

Employce benefit costs .
Payments to defined contribution retirement benefit schemes are chargcd as an expense ay they fall due

Employecs may be entitled to an annual bonrus and may be granted units of the Time-based Unit Plan, which
isa ﬁve-year bonus plan established by the ultimate parent company The estimated benefit is recognised as
an expense over the service period.

Taxation

+ The tax expense for the period comprises current and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the profit and loss account because it cxcludes items of income or expense thal are taxable or
deductible in other years and it further excludes items that are never taxable or deductible. The company's
liability for current tax is calculated using tax retes that have been cnacted or substantively enacted by the
balance sheet date.

Deferred 1ax

Deferred incomc tax is recognised on temporary differences arising between the tax bases of asscts and
liabilities and their carrying amounis in the financial statements. However, deferred tax liabilities are not
recognised if they arise from the initial recognition of goodwill; or arise from initial recognition of an asset or

liability in a transaction other than a business combination that at the time of the transaction affects neither . .

accounting nor taxable profit nor loss. Deferred income tax is determined using tax rates (and laws) that have
been cnacted or substantivcly enacted by the balance sheet date and are expected to apply when the g-claled
deferred income tax asset is realised or the deferred income tax liability is settled.

The carrymg amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow al! or part of the asset to
be recovered.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current
tax assets against current tax liabilities and when the deferred income taxes assets and liabilities relate to
income taxcs levied by the same taxation authority on cither the same taxable entity or different taxable entities
where there is an intention to scttle the balances on a net basis.

Tangible fixed assets

Tangible fixcd assets are stated in the balance sheet at cost less accumulated depreciation and any recognised
|mpam'ncnls

Depreciation is recognised so as to write off the cost or valuation of assets less lhmr rcsxdual values over their
useful lives, using the stralght -line method, on the following bases: .

Leaschold improvements  length of lease
Fixtures and fittings over a pcriod of 2 to 3 years

Elcctronic equipment over a period of 3 years
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2. . Significant acéogqting policies (continued)

A tangible fixed assct is derecognised upon disposal or when no future economic benefits are expected to
-arise from the continued use of the asset. The gain or loss arising on the disposal or scrap page of an asset is
determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised
in income. The cstimated useful lives, residual values and depreciation method are reviewed at the end of each
"reporting pericd, with the effect of any changes in estimate accounted for on a prospective basis

Stocks

Stocks are stated at the lower of cost and net realisable.value. Costs comprise direct materials and, where
applicable, direct labour costs and those overheads that have been incurred in bringing the stocks to their
present location and condition. Cost is calculated using the weighted average method. Net realisable value
represents the estimated selling price less all estimated costs of compietion and costs to be incurred in
marketing, selling and distribution. :

. Provls!ons

Provisions are recognised when the Company has a present obligation (tegal or constructive) as a result ofa
past evend, it is probable that the Company will be requu'ed to settle that obligation and a reliable estimate can .
be made of the amount of the obhganon :

The amount recognised as a provision is the best estimate of the consideration required to settle the present
obligation at the balance sheet date, taking into account the risks and uncertainties surrounding the obligation.
Where a provision is measured using the cash flows estimated to settle the present obligation, its carrying
amount is the present value of those cash flows (when the effect of the time value of money is material).

Warranties

Provisions for the .expected cost of warranty obligationé of the consumer group on consumer devices and
accessories under local sele of goods legislation are recognised at the date of sale of the relevant products, at
the directors’ best estimate of the expenditure required to scttlc the Company’s obligation.

3 Critical accounting jndgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies, which are described in note 2, the directors are
required to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sources. The estimates and associated assumptions are based on
historical experience and other facl.tm that are considered to be relevant. Actual results may differ from these
estimates.

The estimates and underl)}ing assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that period,
or in the period of the revision and future periods if the revision affects both current and future periods.
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3 Critical nccountlng judgements and key sources of estimation uncertainty (continued)
Critical accounting judgments in applying the Company's accounting policies
Revenue recognition

Revenue is.recognised when control of a good or service is transferred to a customer as disclosed in note 2 to
these financial statements. A number of judgements are inhcrent in revenuc recognition-and rcvenue may
" materially change if management's judgements were to change or to be found inaccurate.

To delermine the satisfaction of performance obligations the Company applies the following judgements:

Where revenie is recognised over time thc Company uses both input and output mcthods of measurement to
value revenue progress. Judgements applicd when using the input method include determining if consumption
of those resources faithfully depicts the value of goods and/or services provided to the customer and measuring
the consumption of internal resources relative to the totat cxpected contract. Judgements applied when using
the output method include assessing progress and milestones achieved and determining if tbat represents the
value of goods and/or services delivered to the customer.

Where revenue is recognised at a point in time the Company assesses the transfer of control by reference to
the conuactual terms and past business practice. These include having a legal right to payment, title has
passed, the customer has the risks and rewards of ownership or the customer is using the asset to generate
value for themselves.

To determinc the transaction price and the amounts allocated to performance oi:ligations the Company applies
the following judgements:

Variable consideration is estimated using the expected value / the most likely amount taking into consideration
historical, current and expected information. . s

Discount rates applied to significant financing in revenue contracts are -determined by reference to the
customer’s credit risk (financing income) or the Company’s credit risk (financing expense), the geographical
region and the duration of the contract.

Siandalone selling price is determined using observable evidence of sales prices. In a number of cascs
statistical analysis is used to identify the histoncal price a produc't / service has been sold for. Where
observable evidence is not available, standalone selling.pricc is estimated using multiple mputs Standalcne
selling prices are monitored regularly to ensure they remain appropriate.

Obligations for returns and refunds are judged bascd on estimates made from historical information associated
with similar products and anticipated rates of claims for the products.

The folléWing practical expedients have been applied as pcnnifted by IFRS1S:

i. Where the Company anticipates at corntract inception that the timing difference between the transfers of
contro! of a good or service to a customer, and the customer paymg for that good or service will be one year
or less, no financing element is accounted for.

" 'ii. Costs of obtaining s contract are expensed as incurred where the amorusanon period of the asset that would
have been recognised is one year or less.

iii. Contracts with a duration of one year or less and contracts where revenue equates exactly to performance,
have been excluded from lhe unsatisfied performance obligation disclosure.
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Critical accounting judgements and key sources of estimation uncertainty (contlnued)
Slgnlﬂcant Financing from revenue contracts with customers

Where a timing diffcrence of more than 12 months arising between the satisfaction of a performance
obligation for a customer, and receipt of payment from that customer then a significant financing transaction
is judged to have arisen. An estimate of an appropriate discount rate is applied to the transaction which
considers the customer’s credit risk or, where appropriate, the Company’s credit risk, amongst other factors.

Where payment is received more than one year in advance of satisfaction of a performance obligation an
interest expense is recognised reflecting a borrowing of cash from a customer, and is presented separatcly
from other expenses. The associated good or service revenue is increased by a correspondmg amount and is
included within revenue.

Where payment is reccived more than one year in arvears of satisfaction of a performance obligation interest.
income is recorded reflecting a lending of cash to a customer, and is presented in finance income. The revenue
attributable to other goods and scrvices in the contract is reduced by a corresponding amount and is included
within revenue. .

Key sources of estimation uncertainty

Whilst the company has recorded an estimate of provisions for inventory, doubtful receivables, warranty and ]
potential loss making contracts, it considers the likelihood of material impact on future results from changes
in assumptions in those to be low based upon the terms of how the company acts as a subsidiary for the group.

Provisions .

The key assumptions concemmg the future, and other key sources of estimation uncertainty at the balance
sheet date, that have a significant risk of causing a material adjustment to the carrymg amounts of assets and
Imb:hues within the next financial year, are discussed below.

Useful lives of property, plant and equnpment

As described above, the Company reviews the estimated useful lives of property, plant and equipment at, the
end of each reporting period. It considers the likelihocd of matenal lmpact on future results from changes in
estimated useful lives to be low.

Determining of incremental borrowing rate

As described in note 2, the lease liability is initially measured at the present value of the total lease payments
due on the commencement date, discounted using either the intercst rate implicit in the lease, if readily
determinable, or more usually, an estimate of the Company’s incremental borrowing rate on the inception date
for a loan with similar terms to the lease. The incremental borrowing rate estimation is detesmined on
reasonable basis by reference to borrowing rates announced by central bank or commercial banks plus the
Company’s credit rate.
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.Turnover from contracts with customers

An anﬂwis of the Company's turnover by geographical market is set out below:

UK .
Rest of Europe
Rest of world

An analysis of the Company's turnover and revenue is as follows:

Sales of goods

Rendering of services ]
Rendering of services to other group companies

Comraci balances

2018

2019
£'000 £'000
1,096,051 1,109,890
8,671 4,809
155,515 128,072 -
1,260,237 1,242,771 -
2019 2018
£000 £000
‘938,303 965,480
222,213 168,658
99,721 108,633
1,260,237 1,242,771

The following table provides information about opening and closmg receivables, contract assets and contract

habilities from contracts with customers.

Debtors
Contract assets
Contract liabilitics

2019
£000

275,820

67,841

(158,138)

2018
£'000
273,289
38,549
(167,497)

The contract assets primarily relate to the company's rights to consideration for work completed but not bitled .

‘a1 the reporting date on (mainly relates to CNBG and EBG contracts). Included in contract assets balance is

£31.9M (2018: £nil) expected to be realised in more than 12 months. The contract assets are transferred to
receivables when the rights become unconditional. The contract liabilities primarily relate to the advance
consideration received from customers for {includes ali contract types CBG, CNBG and EBG).

The amount of debtor in current period that was included in the contract asset balance a1 the beginning of

the period was £29.02M.

beginning of the period was £122.95M.

" The amount of revenue recognised in current period that was included in thc contract liability balance at the
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s. Profit for the year - .
Profit for the year has been arrived at afier charging: 2019 2018

£'000 £'000
Net foreign exchange gain (losses) - . - 1,822 (1,180) *
Depreciation of the year - 16,653, 9279
Loss on disposal of tangible fixed assets ' . ’ 24 35
Staff costs (see note 7} .o 134,710 152,100
6. Auditor's remuneration

" Fees paynble to KPMG LLP and its assocmtes for the audit of lhe Company’s annual accounts were
£115,000 (2018 £105 000) : .

7. Staff costs
The monthly average number of employees (including executive directors) was:

2019 2018

. . No. No.

Sales ' 420 - 298

Services T 278 202

Others . 187 397

- 885 . 897

Their eggregate remuneration comprised:
' 20019 - 2008 -

. £000 £'000

Wages and salasies g 117,693 132,030

Social security costs 14,319 17,356

Other pension costs ‘ L 2,698 . 2,74
§34,710 152,100 -

8.. Directors’ remuneration

2019 2018

. ' £°000 £'000

‘Aggregate remuneration - ‘ . 1,261 1,115

1,261. . L11S

The remuneration of the highest paid director was £526,773 (2018: £407,046) and there were no other
paymeats made to'that director during the year.

.
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9. Interest receivable and similsr income

2019 2018
] £'000 £'000
Interest on bank deposits . 1,718 563
. Interest receivable from customer ﬁpancing 17 30
“Total intérest receivable 1,735 593
10.  Interest payable and similar charges S '
’ - 2019 2018
) £'000 £'000
Interest payable on debtor factoring 2,001 3,031
Interest expenses on lease liabilities 517 -
Total interest payable 2518 30l
1. Tax ' : - ' !
' 2019 2018
) £°000 £000
Current tax:
UK corporation tax on profits for the year’ 10,498 10,014
Adjustments in respect of prior years . -
- UK corporation tax 1,927 (373)
Total current tax - 12,425 ‘9,64!
Deferred tax (note 18): '
Origi.nau'on and reversal of timing &ifl'erences 367 - 352
Adjustment in respect of prior years ‘ (1,665) 164
Impact of change in tax rate ' 214 (54)
Total deferred tax (1.818) 462"
Total ' 10,607 10,103

Corporation tax is calculated at 19% (2018: 19%) of the estimated taxable profit for the year.

The charge for the year can be reconciled to the profit in the profit and loss account as follows:

k4
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11.

Tax (continued)

Profit before tax on continuing operations

 Tex at the UK corporation tax rate of 19%

(2018: 19%)
Tax effect of
Expenses that are not deducub!c in determining taxable proﬁl
Tex exempt revenues
Re-measurement of deferred tax due to changcs in tax rate

“Adjustment to tax charge in mpect of pnor years

Cuyrent tax
Deferred tax ’ : s

Total tax charge

2019 2018
£000 . £000
48,077 57,787
9,135 10,980

996 424

. (1,037)

20 (54)
S Q)
o9 67

. (1,665) 164
10,607 10,103

A reduction in the UK corporation tax rate from 19% to 17% (effective from 1 April 2020) was substantively

enacted on 6 September 2016. This will reduce the company’s future current tax charge accordingly.

2?7
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12.  Tangible fixed assets
Leasehold Leasehold  Electronic

~ Total

improvements property equipment Others
: - £000 £000 £000 £'000 £'000

Cost ' : . . )

At | January 2019 o . 11,956 - 49,183 ' 444- 61,583

IFRS 16 impact . - 15,441 72 15,513

Additions i 3,189 6,581 3,816 79 13,765

Disposals . - (902) (914) ) (1,818)

At 3} December 2019 15,145 21,120 52,085 693 89,043

Accumulated depreciation and’ ‘

impairment : . .

At 1 January 2019 . 6,320 - 30,404 366 37,090

Charge for the year ' 2,461 6,800 7,329 63 16,653

Disposals ; . : - - (885), ) (887)

At 31 December 2019 ° 8,781 6,800 36,848 . 427 52,856

Carrying smount . . ) .

A131 December 2019 6,364 14,320 15,237 266 36,187
24,493

At 31 December 2018 - o ‘. 5,636 - 18,779 78

13,  Investments

The investmient was dissolved in 2019, the dividend of 5.5M GBP was paid in 2018 and the cost of
investment decreased from £858k to nil. ’

£'000
Cost o : '
At | January 2019 858
Disposals . ’ : - - ~ (B58)
At 31 December 2019 . -
Provisions for impairment ~
At | January 2019 ' . " 858
 Disposals : : : (858)

At31 December 2019 _ -

Net book value

At 31 December 2019 s .

* At 31 December 2018 ) ' .
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14.  Stocks .

2019 2018

. . A £°000 £°000
Work-in-progress : ' 15,964 6,540

Finished goods ) ) . 55,676 69,486
71,640 76,026

* 15. -Debtors

2019 2018

£°000 £°000

Trade debtors 4 . . 258,621 206,722
Amounts owed by group undertakings ) 1,993 42,757
Other debtors . 7,746 14,533
Deferred tax assets (see note 18) L 4,640 2,830
Prepaymenls . . : 2,820 ° 6,447
275,820 273,289

As of 31 December 2019, £408,000 (2018: nil) ofamoums owed by group undertakings is due after more
than" one year. . P .

16. Creditors
(i) Amounts falling due within one year

2019 2018
£'000 £°000
Trade créditors : - 16,236 15,645
Amounts owed to group undennkmgs ’ 95,293 26,513
Corponmon tax . ) 4,679 3,261
Social security and other taxes ) , 15,666 8,257
Other creditors : : i 135961 . 114,130
Accrual o 89,616 139,356
Lease liability within one year . 8,167 ’
365,618 307,162
(ii) Amounts falling due after more than one year

2019. 2018

£°000 £'000
Lease liabilities D A 9,184 .
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17.

18.

) General tax rate for deferred tax calcu!at_xon is 17%.

- Provisions for liabilities

2019 2018
. £'000 - £°000
Warranty provision ) ' 18,043 19,15])
Other Provision ) ) . 3813 3,679
Total . : : 21,856 22,830
) Wnrrmity
Movement in warranty provision is detailed below: . provision
o . £7000
At 1 Jariuary 2019 - . _ ' 19,151
New added provision during the year ) 12,061
Utilised / released during the year ’ (13,169}
At 3] December 2019 ) 18,043

The warranty pi'ovision is an estimatc of the expected future warranty cost. It is estimated at the time the

" revenue is recognised and is based on estimates of the historical data of cost incurred. It will be utilised over *

the warranty term.

Other provision is an estimate of the decommnss!omng provision related to improvements to leasehold
property. )

\

1Y

Deferred tax

The following are the major deferred tax lisbilities and assets recognised by the company and movements
thereon during the curvent and prior repomng period.

Accelerated . Otlier
Capital temporary
: . Allowances  differences Total
Deferred tax assets . ) £°000 £000 £°000
At I January 2018 2,176 1,108 3,284
Charge/(credit) to profit or loss 251 (713) © © (462)
Cl_largc to other comprehensive income - : 8 8
At 1 January 2019 : 2,427 403 2,830
Charge to profit or loss : 520 1,298 1,818 _
Credit to other comprehensive income - ) {8) 8
At31 December 2019 : ’ 2,947 1,693 4,640
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19.  Share capital

2019 2013
£000 £°000
Issued and (ully paid:
5,600,000 ordinary shares of $1each at the historic rate of US $1. 93
to £1 . ' 2,905 2,905
20. Leases
(i)Leases as a lessee (IFRS 16)
Right of Use Assets
Right-of-use assets rélated to lease properties that do not meel the definition of i mves!mem properties arc
presented as property, plant and equipment (see note)
Motor
vehicles and
. Buildings . others Total
£'000 £'000. £000
At | January 2019 T 15,441 72 - 15,513
Additions of Right of Use Assets : 6,581 2 6,583
Depreciation charge for the year . (6,800). " (39) (6.834)
Disposal of Right of Use Assels e (902) - (902)
At31 December 2019 - ‘ C 14,320 40 14,360
Amounts recognised in profit or loss:
The following amounts have been recognised in profit or loss for which the Company is a lessee:
R £000°
2019 - Leases under IFRS 16
Interest on lease lisbilities 517,
Expenses related to shon term leases 1,973
Expeascs related to leases of low valuc 33
Total 2,523
2018 - Operating leases under 1AS 17 ' £7000
Lease expense

8,160 .
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20.

21

22.

Lenges (condfn ued)

2018 - Leases uider 1AS 17 , ' 2000

Within one year ’ : ' 6,688

In the second to fifth years inclusive . ) 13,773
20,461

* (ii} Leases ss i lessor (IFRS is) o )

The following table sets out a maturity analysis of lease payments to be received, showing the undiscounted

lease payments to be received after the ceporting date: .
' ‘ £'0a0
Within one ycar ‘ . ' ‘ . . _ 492
After 1 year but wilhin 2 years 428
920 .

Retirement benefit schemes

The Company operates defined contribution retirement benefit schemes for all qualifying employees. The
tota! cost charged to income of £2,698,000 (2018: £2,714,000) represents contributions payable to these
schemes by the company at ralcs specified in the rules of the schemes. There was no outstanding or prepaid
contribution at either the beginning or end of the financial year.

Changes in significant accounting policies
The Company initially applicd IFRS 16 Leam from ) January 2019

The Company has applied IFRS 16 using the modified retmspecnve approach, under which the cumulative
effect of initial application is to be recognised in retained earnings at 1 January 2019. Accordingly the
comparative information presented for 2018 has not been restated — i.e. it is presented, as previously

- reported, under [AS 17 and related interpretations. Additionally, the disclosure requirements in IFRS 16

have not generally been applied to comparative information.
The main changes resulting from adoption of IFRS 16 are disclosed below.

The Commpany has made the following adjustments in the presentation of financiel statements as a result of
the adoption of fFRS 16 at 1 January 2019 right-of-use assets ace presented within tangible assets and lease
liabilities are presented within creditors in balance sheet. . .

As a lessor

IFRS 16 has not significantly changed nccountmg for lessors, in particular retaining the distinction between
finance leases and operating leases.

Impacts on transition
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22.

Changes in significant accounting policies (continued)

At transition, for opeﬂiting leases under IAS 17, lease liabilities are recognised and measured at the present
value of the remaining lease payments, discounted at the Company’s incremental borrowing rates as at |

. January 2019. The Company clected to measure the right-of-use assets under these operating leases at an

amount equal to the lease liability, adjusted by the amounts of any prepaid or accrued lease payments
relating to that lease. ’ ’

The Company has tested its right-of-use assets for impairment on the date of transition and has concluded
that there is no indication that the right-of-use assets are impaired.

The Company used the following practical expedients when applying IFRS 16 to leases classified as
operating leases under IAS 17 before 1 January 2019. [In particular, the Company:

-~ did not recognise right-of-use assets and liabilities for leases with less than 12 months remaining of
lease term from the date of initial application;

- did not re'cognise right-of-use assets and liabilities for leases of low value assets;
- excluded initial direct cost from measuring the right-of-usc assets at the date of initzal apptication; and

~  used hindsight when determining the lease term if thc coatract contains oplions to ¢xtend or terminate
the lease. :

The following table summarises the quantitative impact of adopting IFRS 16 on the Cbmpany‘s
finencial statements for the year ending 31 December 2019: ’

" Impact of adoption of IFRS 16

" Balonces
* without ~
- adoption
Asreported Adjustmeats - of IFRS 16
£'000 £°000 £°000
Balance sheet i

Tangible assets , . 36,187  (14,360) 21,827
Debtors-including due after more than one year 275,820 . (54) 275,766
Creditors — amounts fa]liﬁg within one year (365.618) 4,228 ' (361,390)
Creditors — amounts falling due after more than ©,184) : 9,184 )

one year :

Profit and loss accounts 84931 (1,002) 83,929

+

When measuring lease tiabilities for leases that were classificd as operating leases, the Company discounted
lcase payments using the increntental borrowing rates applicable at 1 January 2019. The weighted-average
of the incremental borrowing rates applied was 2.51%.

The following table summarises the difference between the operating lease commitments disclosed under
1AS 17 at 31 December 2018 in the Company’s financial statements and the lease liabilities recognised at 1
January 2019: ‘ .

’ R
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22.  Changes in significant accouating poiicies (conﬁnue&)

Operating lease commitments at 31 December 2018 as disclosed under 1AS 17

Recogﬁition exemption:

- Leases with renialning lease term of less than 12 months
Undiscounted lease liabilities .
Discounted using the incremental bo_rrowing rate at 1 Jonuary 2019
Other differences at transition date ‘

Lease liabilities recognised as at 1 January 2019

. 23.  Parent and ultimate controlling party

] janunry
2019

£000

20,461

7(379)
20,082
19,454
" 266

19,720

In the opinion of the directors, the Company’s ultimate parent company and ultimate controlling party is

! Huawei Investment & Holding Co., Ltd., a company incorporated in the People's Republic of China. The

parent undertaking of the largest group, which includes the Company and for which group accounts are
prepared, is Huawei Investment & Holding Co., Ltd.. The parent undertaking of the smallest such group is
Huawei Technologies Cooperatief U.A., a corporate legal entity incorporated in Netherlands, whose

consolidated accounts are available to the public and can be obtained from www kvi.ni

N

+

24. Subséqueut Event

The UK government is expected to legislate in respect of risk management in telecommunications
networks. The final terms of the expected legislation, and so its impact upon the customers and the
Company operations, is not yet known. The Company will continue to maintain close oversight of

developments.
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