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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STRATEGIC REPORT
FOR THE YEAR ENDED 31 DECEMBER 2021

The directors present the strategic report for the year ended 31 December 2021.

Business Review and Principal Activities

The principal activity of the company is to design, build, finance, operate and maintain a Hospital in accordance
with a thirty seven years and five months contract (the "Project Agreement” or "Contract") with Sherwood Forest
Hospitals NHS Foundation Trust (the “Trust”). Contract negotiations were successfully completed in November
2005 and construction commenced immediately. The project has been fully operational since 2011. The hospital
is fully operational, however as described more fully below, the level of self-reported service failure points
(“SFPs") have exceeded the thresholds for an Event of Default (‘EoD") under the terms of the Project Agreement
and the Collateral Deed. More information is described in the Service performance section below.

Principal risks and uncertainties

The company has exposure to a variety of financial risks which are managed with the purpose of minimising any
potential adverse effect on the company’s performance. The directors have policies for managing each of these
risks and they are summarised below: .

Major maintenance

The principal risk borne by the company is that maintenance costs exceed those forecast in the financial model
agreed at financial close. Increased lifecycle costs are therefore the greatest risk to breaching the ratio
covenants in the Collateral Deed. This risk is mitigated by regular management review of actual expenditure
against budget and technical evaluations of the physical condition of the facilities.

Availability under the Project Agreement

Investment in the project is funded primarily by the bonds and subordinated unsecured loan stock. During the
operational phase the principal source of funds available to meet its liabilities under the bonds will be the Unitary
Charge received from the Trust under the Project Agreement. Failure to achieve the forecast levels of availability
would result in lower than forecast revenues and this may adversely affect the company’s ability to make
payments to Bondholders. Deductions of £1,022,000 (2020: £1,171,000) were incurred in the year and fully
recovered from the service providers.

Service performance

Performance risk under the Project Agreement and related contracts are substantially passed on to the service
providers. The obligations of these subcontractors are underwritten by parent company guarantees. Ultimately,
poor performance may result in the Trust having the right to terminate the Project Agreement. It was identified in
2018 that certain practices of the service providers were not fully aligned with the contract. This has led to an
increased level of self-reported SFPs which exceeded the thresholds for an EoD under the terms of the
Collateral Deed and, at times, the Project Agreement. However, the company is continuing to work with the Trust
and the service providers to conclude an agreement to waive these points (the “Settlement Agreement”) and
therefore remedy the EoD.

The implications of an EoD under the Collateral Deed are that the Credit Provider has a number of rights/
remedies available to them, including requiring that the amounts owing under the Collateral Deed are
immediately repaid in full. The directors are in regular and continuing discussions with the Credit Provider who is
aware of the situation. Based on these discussions and given the processes currently in place the company's
directors are not aware of any indication that the Credit Provider intends to exercise any of their rights including
immediate repayment of the bond.

As part of the Settlement Agreement discussions an Operational Development Plan (“ODP”) has started to be
implemented to resolve any outstanding issues of contractual interpretation and bring SFPs -back within
contractual threshold levels. In order to support the Settlement Agreement, in May 2020 the company engaged
independent consultants to manage the ODP on their behalf. The company and the Trust entered into a
Standstill Agreement in December 2021 for 10months during which they will resolve the outstanding issues that
will be captured in the Settlement Agreement.

The directors are confident that the proposed Settlement Agreement will be finalised, historic SFPs will be
waived and the EoD remedied, and that the ODP will enable a sustainable service delivery and therefore reduce
future service failures.




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

Service provider failure

The likelihood of this risk is assessed through the review of service provider financial statements and through
discussions with the service providers. The company currently considers the likelihood of this risk for its two
major service providers as being low. However, as continuity of service delivery is of paramount importance, the
company has a Business Continuity Plan which details how the company would deal with a service provider
failure. This includes directly employing staff and sub-contractors until a replacement sub-contractor is in place.

Liquidity risk

The company manages its cash and borrowing requirements in order to maximise interest income and minimise
interest expense, whilst ensuring the company has sufficient liquid resources to meet the operating needs of the
business. At the start of the PFI contract, the company negotiated debt facilities with an external party to ensure
that the company has sufficient funds over the life of the PF| concession.

Credit risk

The company’s principal financial assets are cash, finance debtor and trade and other receivables. The
company’s credit risk is primarily attributable to its trade receivables which are with one counterparty, although in
the opinion of the board of directors this risk is limited as the receivables are with a NHS Trust backed by the UK
Government.

The Trust may make deductions from the Unitary Charge in addition to those self-reported by the Service
Providers. These will be passed down to the Service Providers to the fullest extent possible. As previously
discussed, the company is working with the Trust and the Service Providers to rectify the issues surrounding
service provision and minimise the risk of deductions and SFPs.

Interest risk

The company is exposed to interest rate risk on bank balances with floating interest rates, however the company
does not consider this exposure to be significant. The unsecured subordinated loan notes have a fixed rate until
2042, however the senior debt is indexed linked. The bonds are linked to RPI inflation, however, the unitary
charge income is also linked to RPI inflation, therefore mitigating the inflation risk on the bonds and other costs.

Going Concern

The directors have concluded that until the EoD described in the Service performance section above has been
formally waived or deemed remedied by the Credit Provider these issues represent a material uncertainty that
could (in the absence of a Settlement Agreement and in the event of Creditors then exercising their rights) cast
significant doubt on the company’s ability to continue as a going concern and therefore the company may be
unable to realise its assets and discharge its liabilities in the normal course of business. The directors have
reviewed cash flow forecasts covering a period of at least 12 months from the date of approval of these financial
statements which indicate that, taking account of severe but plausible downsides, the company will have
sufficient funds to meet its liabilities as they fall due. Therefore, notwithstanding the uncertainties described
above, the directors have a reasonable expectation that the company will continue in operational existence for
the foreseeable future. For these reasons, the directors consider that it is appropriate to prepare the accounts
on a going concern basis.

Further information of the directors’ assessment including the consideration of the impact of COVID-19 and the
EoD and related Settlement Agreement is contained within note 1.2.




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

Development and performance
Turnover in the year increased by £2,511,000 to £43,390,000 (2020: £40,879,000).

Gross profit has decreased slightly by £106,000 to £3,922,000 (2020: £4,028,000).

The company's loss before taxation increased in the year from a £108,000 loss to a £1,023,000 loss, a £915,000
deterioration. The movement in the Retail Prices Index impacts both the bond indexation expense and the
finance debtor interest income, however it has a greater impact on bond indexation because an element of the
finance debtor interest rate is fixed over the life of the project.

At the 31 December 2021 the company had net liabilities of £1,357,000 (2020: net liabilities of £696,000).

The finance debtor amortisation during the year was £7,424,000 (2020: £7,067,000). This is being amortised
over the life of the concession and the carrying value at the reporting date is £290,074,000 (2020:
£297,498,000).

The directors believe the finance debtor to be recoverable over the term of the Project Agreement.

During the year, the company has repaid £14,869,000 of the Index Linked Secured Guaranteed Bonds (the
“Bonds”). Scheduled loan repayment dates are 31 March and 30 September each year. in the previous financial
year, the company repaid a total of £15,115,000.

The company has not repaid any of the subordinated unsecured loan stock during the year as scheduled
repayments do not commence until 2042. Due to the situation described under the Service Performance section
above the company did not make any subordinated interest payments during the year, these will recommence
once the settlement agreement is signed.

Ratio covenants as set out in the Collateral Deed have not all been met during the year. The Projected Annual
Debt Service Cover Ratio and the Loan Life Cover Ratio both met the ratio requirements during the year,
however the Historic Annual Debt Service Cover Ratio was below the level required under the Collateral Deed
for distributions to be made (lock-up level). This was due to costs incurred in relation to the settlement process,
in addition to increased reserving being required for lifecycle expenditure under the contract. Whilst the
settlement process in ongoing, the Annual Debt Service Cover Ratio is expected to remain below the lock-up
level. Based on the most recent forecast, the directors anticipate that the ratios will return to meeting the
requirements in the Collateral Deed from 2023 onwards, and will continue to be met in future.

As there has been an EoD that had not been formally waived or deemed remedied by the Credit Provider, the
company’s borrowings have been classified as due within 1 year on the balance sheet.

Key performance indicators

Financial penalties are levied by the Trust in the event of performance not being achieved according to detailed
criteria set out in the Project Agreement. During the financial year deductions of £1,022,000 (2020: £1,171,000)
were levied by the Trust and passed onto the service providers.

The directors have modelled the anticipated financial outcome of the project across the term of the contract up
to the end of the concession. The directors monitor actual performance against this anticipated performance and
consider the company’s performance as at 31 December 2021 against this measure satisfactory.




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

Section 172 Companies Act 2006 Statement

The directors have a duty to promote the success of the company for the benefit of the shareholders as a whole
and to describe how this duty has been performed with regard to those matters set out in section 172 of the
Companies act 2006 (“section 172"),

The directors have identified the company’'s main stakeholders as the following:

The company’s shareholders, bondholders and Credit Provider

Principal considerations of the board are whether the investment objective of the company is meeting
shareholder and bondholder expectations and how the manager implements the objective. These are
discussed at all board meetings, which are held regularly throughout the year.

The Bonds are secured by an irrevocable financial guarantee policy issued by MBIA Assurance S.A
(succeeded by Assured Guaranty (London) Limited), the Credit Provider. The Board regularly discuss
the obligations under this policy and how the manager is fulfilling these at board meetings and through
engagement with the senior management of the manager. Given the previously described EoD the
board are holding regular meetings with the Credit Provider to keep them updated on matters.

The Trust

The board recognises the importance of working in partnership with the Trust, to successfully deliver a
key public infrastructure asset. On behalf of the company, the manager (see iv. below) fosters this
partnership through regular meetings with the Trust representatives and other key managers. The
manager provides regular monthly reporting to the Trust on the performance of its obligations under the
PFI arrangement.

The directors are fully engaged in working with the client to rectify the current issues surrounding
service provision. The directors are in regular contact with the Trust representatives. An Operational
Development Plan has been developed and the board have appointed a third party to audit this and
monitor its implementation.

The service providers

On behalf of the company, the manager seeks to maintain a constructive relationship with the service
providers by meeting regularly. The service provider reports provided to the company contain service
provision information and relevant information about the performance of the PF| contract. These reports
are reviewed by both the manager and the board. The directors are meeting regularly with the service
providers to discuss how they can support in improving the service provision. As detailed above this has
involved putting in place an Operational Development Plan.

The manager

The company has outsourced the management of the company to Vercity Social Infrastructure (UK)
Limited (“Vercity"), the manager. The delivery by the manager of its services is fundamental to the long
term success of the company. The board seeks to engage regularly with the manager through a number
of forums, including at board meetings, portfolio briefings and through engagement with the manager’s
senior leadership team. Regular reporting is provided to the board by the manager, which will alert the
board to changes to regulation or market practice, which will inform the board’s decision making.




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STRATEGIC REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

Throughout the year the board has made due consideration during its discussions and decision-making of the
matters set out in section 172 and below is a description of how the directors have had regards to these matters
when performing their duties:

a.

The likely consequences of any decision in the long term

The company has outsourced the management of the company to Vercity Social Infrastructure (UK)
Limited ("Vercity"), the manager. The delivery by the manager of its services is fundamental to the long
term success of the company. The board seeks to engage regularly with the manager through a number
of forums, including at board meetings, portfolio briefings and through engagement with the manager's
senior leadership team. Regular reporting is provided to the board by the manager, which will alert the
board to changes to regulation or market practice, which will inform the board's decision making.

The interests of the company’s employees

As an externally managed company, the company’s activities are all outsourced and therefore it does
not have any employees. The company does however, pay due regard to the interests and safety of all
those engaged by contractors to the company to perform services on its behalf. This is performed by
undergoing an external health and safety review and performing regular health and safety inspections.

The need to foster the company’s business relationships with suppliers, customers and others

The company is committed to upholding the underlying principle of PFI of working in partnership with all
parties to the arrangement. As noted above, the company has policies and procedures to ensure regular
communication is maintained between the parties and ensure that the supply chain is managed
effectively in order that company obligations to it public sector client and service providers can be
upheld.

The impact of the company’s operations on the community and the environment

The company has very limited direct impact on the environment. Notwithstanding that the company is
committed to minimising environmental disruption from its activities. The board upholds the company’s
environmental policy in all its activities and is supportive of any measures that our partners take in this
regard.

The board recognises that the company is a key partner in the delivery of public infrastructure and
encourages its partners in considering and delivering Environmental, Social and Governance (ESG)
values and initiatives.

The desirability of the company maintaining a reputation for high standards of business conduct

The company is committed, in its day to day operations and dealings with all affiliates to uphold the
highest standard of business conduct and integrity. The directors are not responsible for setting a
“business culture” in the traditional sense but are committed to understanding the culture of the
manager and service providers and raise any concerns in this regard if necessary.

The need to act fairly between members of the company
The company is wholly owned by Central Nottinghamshire Hospitals (Holdings) Limited and therefore
has no faimess considerations needed to be made during decision making.

The directors are cognisant of their duty under s172 in their deliberation as a board on all matters. Decisions
made by the board take into account the interests of all the company’s key stakeholders and reflect the board’s
belief that the long term sustainable success of the company is linked directly to its key stakeholders.

On behalf of the board

S Bewsdeay

Mr S Beauchamp
Director
24 June 2022




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

DIRECTORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2021

The directors present their annual report and audited financial statements for the year ended 31 December 2021.

Results and dividends
The results for the year are set out on page 16.

No ordinary dividends were paid during the year (2020: nil). The directors do not recommend payment of a final
dividend.

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

Mrs G Birley-Smith (Resigned 27 January 2021)
Ms S Sidhu (Resigned 27 January 2021)
Mr B M Watson (Alternate)

Mr M Fry (Appointed 1 January 2021)
Mr S Beauchamp (Appointed 27 January 2021)
Mr D J Brooking (Appointed 27 January 2021)

COVID-19 risk :

The company is exposed to the COVID-19 risk as a result of the inherent uncertainty around the impact of the
pandemic on UK society and economy. Whilst the company itself is not considered to be significantly exposed,
subcontractors with which it engages are considered to have exposure in relation to availability of labour and
materials and the ability to continue to perform required services. The company is aware of the Government
guidance for public bodies on payment to suppliers to ensure service continuity during and after the coronavirus
outbreak, which provides additional assurance. Nevertheless, performance risk under the Project Agreement and
related contracts are passed on to the service providers and to the building contractor. The obligations of these
subcontractors are underwritten either by performance guarantees issued by banks or by parent company
guarantees. Due to the evolving nature of the risk, the Board continue to actively monitor developments.

Qualifying third party indemnity provisions
Qualifying third party indemnity provisions for the benefit of the directors of the company have been made during
the year. These provisions remain in force at the reporting date.

Supplier payment policy
The company's current policy concerning the payment of trade creditors is to:

+ settle the terms of payment with suppliers when agreeing the terms of each transaction;

« ensure that suppliers are made aware of the terms of payment by inclusion of the relevant terms in contracts;
and

« pay in accordance with the company's contractual and other legal obligations.

Trade creditors of the company at the year end were equivalent to 62 (2020: 75) days purchases, based on the
average daily amount invoiced by suppliers during the year.

Future developments .
The directors are not aware, at the date of this report, of any major changes in the company’s activities in the
next year.

Auditor
In accordance with the company's articles, a resolution proposing that BDO LLP be reappointed as auditor of the
company will be put at a General Meeting.
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DIRECTORS' REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

Energy and carbon report

As the company has not consumed or emitted more than 40,000 kWh of energy in the current or prior reporting
period, the company qualifies as a low energy user and is not required to report on its emissions, energy
consumption or energy efficiency activities.

Statement of disclosure to auditor

So far as each person who was a director at the date of approving this report is aware, there is no relevant audit
information of which the company’s auditor is unaware. Additionally, the directors individually have taken all the
necessary steps that they ought to have taken as directors in order to make themselves aware of all relevant
audit information and to establish that the company’s auditor is aware of that information.

On behalf of the board
g(M Ym&l‘w‘%
Mr S Beauchamp

Director
24 June 2022




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

DIRECTORS' RESPONSIBILITIES STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2021

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

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law). Under company law
the directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the state of affairs of the company and of the profit or loss of the company for that period. In preparing
these financial statements, the directors are required to:

* select suitable accounting policies and then apply them consistently;

* make judgements and accounting estimates that are reasonable and prudent;

+ state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements;

« prepare the financial statements on the going concern basis unless it is inappropriate to presume that
the company wili continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient 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.




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

Opinion on the financial statements
In our opinion the financial statements:

+ give a true and fair view of the state of the Company’s affairs as at 31 December 2021 and of its loss
for the year then ended;

» have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice; and

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

We have audited the financial statements of Central Nottinghamshire Hospitals Plc (the ‘Company’) for the
year ended 31 December 2021 which comprise the Statement of Comprehensive Income, the Balance Sheet,
the Statement of Changes in Equity and notes to the financial statements, including a summary of significant
accounting policies. The financial reporting framework that has been applied in their preparation is applicable
law and United Kingdom accounting standards, including FRS 102 The Financial Reporting Standard
applicable in the UK and Republic of Ireland (United Kingdom Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the Auditor’s
responsibilities for the audit of the financial statements section of our report. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion. Our audit opinion
is consistent with the additional report to the audit committee.

Independence

Following the recommendation of the audit committee, we were appointed by the Board of Directors on 18
February 2021 to audit the financial statements for the year ending 31 December 2020 and subsequent
financial periods. The period of total uninterrupted engagement including retenders and reappointments is
two years, covering the years ending 31 December 2020 to 31 December 2021. We remain independent 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 as applied to listed public interest entities, and we
have fulfilled our other ethical responsibilities in accordance with these requirements. The non-audit services
prohibited by that standard were not provided to the Company.

Material uncertainty related to going concern

We draw attention to note 1.2 in the financial statements concerning the Company’s ability to continue as a
going concern. This states that the Company has been notified of an Event of Default and that as a result
liabilities of approximately £345m have been reclassified as falling due within one year. The directors have
concluded that until the Event of Default has been formally waived or deemed remedied by the Credit
Provider, these events or conditions indicate that material uncertainties exist that may cast significant doubt
on the Company’s ability to continue as a going concern. Our opinion is not modified in respected of this
matter.

We have identified going concern as a Key Audit Matter, with the risks most likely to adversely affect the
Company's ability to continue as a going concern being contract performance and the open Event of Default,
which has been detailed within note 1.2.
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INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of
accounting in the preparation of the financial statements is appropriate. Our evaluation of the Directors’
assessment of the Company’s ability to continue to adopt the going concern basis of accounting and our
response to the key audit matter included:

We obtained a copy of the Directors' cash flow forecast and agreed the inputs to externally sourced
data and signed contractual agreements. The forecast was then recalculated to ensure the
mathematical accuracy of the forecast.

We compared the previous forecast to actual performance of the entity to access the forecasting
abilities of the Directors.

We inspected the forecast to check that sufficient cash reserves were maintained to settle
obligations, after which headroom exists. This forecast was stress tested, with the future lifecycle
costs seen as the key assumption. Furthermore, we recalculated the applicable debt ratios to
determine that debt covenants will continue to be met.

We assessed the recoverability of cash flows by looking at the history of settlement by the Hospital
Trust of the unitary charge and continued settlement in 2022.

We evaluated the achievability of the actions the Directors consider they would take to improve the
current position. This evaluation considered the potential impact of the current conditions on the
counterparty’s contract performance, subcontractor performance and compliance with borrowing
covenants.

We assessed the adequacy of the going concern disclosure to check that it is aligned with the results
of our testing.

We agreed the Service Failure Points awarded and the resuiting implications of the Event of Default
to supporting evidence.

Our responsibilities and the responsibilities of the Directors with respect to going concern are described in the
relevant sections of this report.

Overview

Key audit matters 202% 2020
Going concern v v
Financial model v v
Lifecycis costs v v
Revenug v v
racognition

tAatenality Capvpany finencial ststements as ¢ whoke

£3.8m (2020: £3.8m) based on 1% of total assets (2020: 1%)

-10-



CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

An overview of the 'scope of our audit

Our audit was scoped by obtaining an understanding of the Company and its environment, including the
Company's system of internal control, and assessing the risks of material misstatement in the financial
statements. We also addressed the risk of management override of internal controls, including assessing
whether there was evidence of bias by the Directors that may have represented a risk of material
misstatement.

Key audit matters -

Key audit matters are those matters that, in our professional judgement, were of most significance in our
audit of the financial statements of the current period and include the most significant assessed risks of
material misstatement (whether or not due to fraud) that we identified, including those which had the greatest
effect on: the overall audit strategy, the allocation of resources in the audit, and directing the efforts of the
engagement team. These matters were addressed in the context of our audit of the financial statements as a
whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters. In
addition to the matter described in the Material Uncertainty related to going concern section we have
determined the matters below to be the key audit matters to be communicated in our report.

How the scope of our audit addressed
the key audit matter

Our audit work included. but was not
resirictzd o, the following:

Key audit matter

Financiai Model Management use a financial
model to foreczsf the resulis
of the Privata Finance
tnitiative (PFI) cantract for .

the perod untd completion.

Refer ta the detail in noie.
$.4 We compared the current yeat
actual results with the modetused v

2020 to determine managements

The financizl model drives & forecasting abiity.

number of fransactions and

balances in the financial + Weinvesiigatad key changes made
statements including the to the made! from 2020 to 2021. For

finance deblor, accrued
segvice income and interest
receivabla..

any amendments identfied, we
obfained supporiing evidence to
evidence changes made to inpuls
and methodology in the model.

There & 3 risk ¢hat inpuis in

the mods! are inaccurale, o ‘Al agread the Xey inputs in the

compromising the intagnty
of the model, resulling n
incomrect oufputs and cash
flow projections.

mode! to exfernally sourced data
and signad contractual agreements.
The key inpuis were considered to
be the completeness of the lifecycle
profile and the service mangin

applind. We reperformed the
caloviations ¢o  check  the
msthemstical accurscy of the
model.

We compared the results for the
202% financis! year with the
projected resuliz for 2022, to
identify an anomalies that would be
indicative of maniputstion of the
future profit margin.

We itnspecied the model to check

the financa debtor was forecast to
fully amortise and the debt profile is

-11-




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT (CONTINUED)

TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

settled over ¢he Bfe of the serviee
oconcassion agraement.

Key observations:

Based on the work performed we
consider that the inputs to the
financial model were accurste and
appropriate.

in the financial mode) for
future periods, wihich could
lead fo incorrect
daterminztion  of  profit
margin and recognition of
profits.

Deiemmination of the
lecydde costs over the
duration of the coniract

requires signidicant
management  judgement
and estimata.

As such, lifecycle cosis
sepresent 3 swnificant risk
3nd key area of focus for our
gudit.

*

*

Lifecycle Costs These (5 a fisk that future | Our audd work nchided, but wi@s not
tifacycle costs may not have | resfrictad fo, the following:
Relertonote 2 been accurately forecasted

We challenged management and
reviewed the work of management
experts over the estimates of future
lifecycle cozfs. In pardicular, this
included 3552550 the
reasonabilty of the lonp-term
lifecycle ptan, reviewing Hecyde
budgzts with reference (o costs
incurred to date and the condifion
level of the hospital as per
contractual requirements.  We
assessed the compeiance,
chjectivity and independence of
managements expert.

We tested a sample of tifecycle
cozis to supporiing documantston
and chaileng=d manzgement az to
whether the relsted work was
completed 3t the year-end. This
including testing a sample of
lifecyele costs incurred pre and post
yaar end by apreeing fo sugpornt of
work perormed {o daiermine if
cosis wera tecorded in the comect
pesiod.

Wae assessed the complsteness of
the lifecyclz cost accrusls by
reviewing board minutez  and
discussions with manapement.

We inspecizd the {inancial modelto
ensure that the lates! fifecycde plan
has been appropriately reflectad i
the financia! model.

Kay observations:

*

Based on the work performed we
consider that manapaments. Rey
estimatas in respect of lifecycla
cozis are reasonable.

-12-




CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT (CONTINUED)

TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

Revenue
Recogniton - Service
Margin Applied

Refer 1o note 2

Revenuz &z accounted for
35 dets328 in note 1.3, with
3 service margin 3¢ded to
the relevant cost base. The
margin sppkad is dapendent
on the nature of the cosis.

The determmination of the
sewvice marging is 3 key
area of estmates and
fudgement and we therzfore
consider shis to be an ares
of significant risk and kay |

Our audit work inckded, but was not
restrictad o, the following:

We tested the mark-up applied
within the financial model ard
investigsted differences from that
apglizd in prior year, challenging
and comoborating changes to
supporting dotuments snd Board
apgrovals,

We recalculated revenuz by
agresing the mark-up has been

area of focus. appfied to appropriata costs, and
that i was based on contractusl

entitiements.

o We agreed the allocation of the
untiary charge sccoun: betwieen
revenue, intarest and amortization
of the finance debior with rzference
to the f{inancial model and
compared the total uritasy charge to
contraciual entitiements,

Key observations:

o Bazed on the work performead, we
consides that the service margin
aspplied fo the recopnition of
fevenue is apgropriaie,

Our application of materiality

We apply the concept of materiality both in planning and performing our audit, and in evaluating the effect of
misstatements. We consider materiality to be the magnitude by which misstatements, including omissions,
could influence the economic decisions of reasonable users that are taken on the basis of the financial
statements.

In order to reduce to an appropriately low level the probability that any misstatements exceed materiality, we
use a lower materiality level, performance materiality, to determine the extent of testing needed. Importantly,
misstatements below these levels will not necessarily be evaluated as immaterial as we also take account of
the nature of identified misstatements, and the particular circumstances of their occurrence, when evaluating
their effect on the financial statements as a whole.

Based on our professional judgement, we determined materiality for the financial statements as a whole and
performance materiality as follows:

2021 2020
Em £
tatenality T5.Em £3.8m

-13-



CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

Basis for determining 1% of totat assets 1% of total assets

| materiality '
Rationale for the | The PFI project is asset driven and the succass of the project is
benchmark applied messured through the overall refumn of the project, with the Finance

Debtor reprazenting the righs for future distributions.

[ Performance mateniality — £2.0m ' £2.5m
Basis for determining | 75% of financizl statement | 65% of financizl  ststement
performance materiality | materafity which reflects the | materiality was selectad in 2020 to
. expecied fotal wvalue of likely | refiect that this was ihe first year
misstafementz  based on past| uditad by BDO LLP.
experience and othes faclors, and
manzgemeni’s atfiiude toward
proposed adjusiments,

Reporting threshold

We agreed with the Audit Committee that we would report to them all individual audit differences in excess of
£75,000 (2020: £75,000). We also agreed to report differences below this threshold that, in our view,
warranted reporting on qualitative grounds.

Other information

The directors are responsible for the other information. The other information comprises the information
included in the annual report and financial statements 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 in our report, we do not express any form of assurance conclusion
thereon. 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 course of
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 this gives rise to a material
misstatement in the financial statements themselves. 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 this regard.
Other Companies Act 2006 reporting
Based on the responsibilities described below and our work performed during the course of the audit, we are

.required by the Companies Act 2006 and ISAs (UK) to report on certain opinions and matters as described
below.

Strategic In our opinion, based on the viork undertaken in the course of the zudit:
report and

Directors” « the information givan in the Siratapic report and the Diractors' repost for
report the financial year for which the financial stztemenis are prepared is

consistant with the financial statemenis; and
» the Siratepgic reporl snd the Direclors’ repani have heen preparad in
accordance with apglicable logal requiraments,

In the Bght of the knowledge and undarstanding of the Company and is
environment obtained in the covrse of the audit, we have notidentified maienal
misstatements in the stratagic report or the Directors’ repen
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

Matters  on | We have naothing to report in respect of the following mattars in relstion to

which we are | which the Companizs Act 2006 raquires us to report fo you if, in our opinion:

required to

report by « adequat= acocounting records have not been kept by the Company, or

excepfion retums adequate for our audit have not been received from branches
noi visitad by us; or

+ the financial statemenis are not in agreement with the accounting
records and retums; or

« cantain dizclosures of Directors” remuneration specifiad by law are not
made; or

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

Responsibilities of Directors

As explained more fully in the Directors’ responsibilities statement, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view, and for such
internal control as the Directors determine is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for 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 the Directors either intend to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

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 error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

Extent to which the audit was capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect of
irregularities, including fraud. The extent to which our procedures are capable of detecting irregularities,
including fraud is detailed below:

Based on our understanding of the Company and industry, we identified the principal risk of non-compliance
with laws and regulations that might have a material effect on the financial statements and direct impact on
the preparation of the financial statements, to be the Companies Act 2006 and the applicable accounting
framework.

We evaluated management's incentives and opportunities for fraudulent manipulation of the financial
statements (including the risk of override of controls) and determined that the principal risks were related to
management bias in accounting estimates and posting inappropriate journal entries to manipulate the fair
value of the Company’s assets.

Audit procedures performed by the engagement team included:
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

* We obtained an understanding of the processes and controls that the company has established to
address risks identified, or that otherwise prevent, deter and detect fraud and how management
monitors those processes and controls;

* We reviewed minutes of Board meetings throughout the year for any evidence of non-compliance
with laws and regulations;

+ We challenged assumptions and judgements made by management in areas involving significant
estimates, with the key sources of estimation identified as the determination of service margins and
lifecycle costs (refer to the key audit matters section above);

» We tested journal entries based on identified characteristics the audit team considered could be
indicative of fraud, as well as large and unusual transactions based upon our knowledge of the
business by agreeing to supporting documentation;

* We made enquiries of Management, those charged with governance and those responsible for legal
and compliance procedures as to whether there was any correspondence from relevant regulators in
so far as the correspondence related to financial statements;

« We held discussions with Management and the audit committee to consider any known or suspected
instances of non-compliance with laws and regulations or fraud identified by them; and

+ We also communicated relevant identified laws and regulations and potential fraud risks to all
engagement team members and remained alert to any indications of fraud or non-compliance with
laws and regulations throughout the audit.

Our audit procedures were designed to respond to risks of material misstatement in the financial statements,
recognising that the risk of not detecting a material misstatement due to fraud is higher than the risk of not
detecting one resulting from error, as fraud may involve deliberate concealment by, for example, forgery,
misrepresentations or through collusion. There are inherent limitations in the audit procedures performed and
the further removed non-compliance with laws and regulations is from the events and transactions reflected
in the financial statements, the less likely we are to become aware of it.

A further description of our responsibilities is available on the Financial Reporting Council's website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report.

Use of our report

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

INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

DocusSigned by:

(awra. Pngyee

1A7A4A067A01435...

Laura Pingree (Senior Statutory Auditor)
for and on behalf of BDO LLP, Statutory Auditor
London

24 June 2022

BDO LLP is a limited liability partnership registered in England and Wales (with registered number
0C305127).
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2021

Notes

Turnover 3
Cost of sales

Gross profit

Interest receivable and similar income 7
Interest payable and similar expenses 8
Loss before taxation

Tax on loss 9

Loss for the financial year

2021
£000

43,390
(39,468)

3,922

15,493
(20,438)

(1,023)

362

(661)

2020
£000

40,879
(36,851)

4,028

14,646
(18,782)

(108)

85

(23)

The statement of comprehensive income has been prepared on the basis that all operations are continuing

operations.
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

BALANCE SHEET
AS AT 31 DECEMBER 2021
2021 2020
Notes £000 £000 - £000 £000

Current assets
Debtors falling due after more than one ‘
year 10 326,759 332,983
Debtors falling due within one year 10 8,837 9,168
Short term deposits 11 34,456 31,256
Cash at bank and in hand 1 12,117 12,162

382,169 385,569
Creditors: amounts falling due within
one year 13 (378,717) (381,218)
Net current assets 3,452 4,351
Creditors: amounts falling due after
more than one year 14 (4,809) (5,047)
Net liabilities (1,357) (696)
Capital and reserves
Called up share capital 16 50 50
Profit and loss account 16 (1,407) (746)
Total equity (1,357) (696)

The financial statements were approved by the board of directors and authorised for issue on 24 June 2022 and

are signed on its behalf by:

S Dedeat,

Mr S Beauchamp
Director

Company Registration No. 05462512
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2021

Share Profit and Total
capital loss
account
£000 £000 £000
Balance at 1 January 2020 50 (724) (674)
Year ended 31 December 2020:
Loss and total comprehensive income for the year - (23) (23)
Balance at 31 December 2020 50 (746) . (696)
Year ended 31 December 2021:
Loss and total comprehensive income for the year - 661) (661)
Balance at 31 December 2021 50 (1,407) (1,357)
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2021

1.1

1.2

Accounting policies

Company information

Central Nottinghamshire Hospitals Plc is a public company limited by shares incorporated in England and
Wales (Company Registration No. 05462512). The registered office is 8 White Oak Square, London Road,
Swanley, Kent, BR8 7AG.

Accounting convention

These financial statements have been prepared in accordance with FRS 102 “The Financial Reporting
Standard applicable in the UK and Republic of Ireland” (*FRS 102") and the requirements of the
Companies Act 2006.

The financial statements are prepared in sterling, which is the functional currency of the company.
Monetary amounts in these financial statements are rounded to the nearest £000.

The financial statements have been prepared under the historical cost convention. The principal accounting
policies adopted are set out below.

This company is a qualifying entity for the purposes of FRS 102, being a member of a group where the
parent of that group prepares publicly available consolidated financial statements, including this company,
which are intended to give a true and fair view of the assets, liabilities, financial position and profit or loss of
the group. The company has therefore taken advantage of exemptions from the following disclosure
requirements: ‘

- Section 4 ‘Statement of Financial Position”: Reconciliation of the opening and closing number of
shares,

» Section 7 ‘Statement of Cash Flows'": Presentation of a statement of cash flow and related notes
and disclosures;

» Section 11 ‘Basic Financial Instruments’ and Section 12 ‘Other Financial Instrument Issues'’:
Carrying amounts, interest income/expense and net gains/losses for each category of financial
instrument; basis of determining fair values; details of collateral, loan defaults or breaches, details
of hedges, hedging fair value changes recognised in profit or loss and in other comprehensive
income;

+ Section 33 ‘Related Party Disclosures’: Compensation for key management personnel.

The company's parent undertaking, Central Nottinghamshire Hospitals (Holdings) Limited, includes the
company in its consolidated financial statements. The consolidated financial statements of Central
Nottinghamshire Hospitals (Holdings) Limited are prepared in accordance with FRS 102 and are available
to the public and may be obtained from Companies House, Crown Way, Cardiff, CF14 3UZ.

Going concern

it was identified in 2018 that certain practices of the service providers were not fully aligned with the
systems and processes required by the contract. This has led to a level of self-reported service failure
points (“SFPs”) being reported in 2019, 2020, part of 2021 and occurring again temporarily in early 2022,
that exceeded the Events of Default (“EoD") thresholds under the terms of the Collateral Deed and, at
times, the Project Agreement. As a result, in conjunction with the service providers and with the consent of
the group’s Credit Provider, the group has started to implement an Operational Development Plan (“ODP")
designed to bring the practices in line with contractual requirements, resolve any outstanding issues of
contractual interpretation, and bring SFPs back within contractual threshold levels.

The ODP forms part of a Settlement Agreement that is under discussion and, if executed, will waive historic
SFPs. The directors believe that this would remedy the EoD under the Collateral Deed. The EoD had not
been formally waived or deemed remedied by the Credit Provider at the date of signing these financial
statements. The implications of an EoD are that the Credit Provider has a number of rights/remedies
available to them which includes requiring immediate repayment of the outstanding loans.
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CENTRAL NOTTINGHAMSHIRE HOSPITALS PLC

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

1 Accounting policies (Continued)

The impact of the above circumstances on the balance sheet at 31 December 2021 is to classify the
outstanding amounts of the bond as a current liability because the company does not have an
unconditional right to avoid repayment for at least 12 months at the balance sheet date. As a result,
£318,419,000 of bond which would otherwise be classified as ‘Creditors: Amounts due after more than one
year' have been included in ‘Creditors: Amounts due within one year’.

In addition, under the terms of the subordinated loan notes, as a result of the EoD the company’s
subordinated debt also becomes repayable on demand. Therefore, £26,109,000 of Other Borrowings has
been classified as current at 31 December 2021. Therefore the total bond liability and subordinated loan
note liability immediately repayable on demand is £359,529,000.

The directors are in regular and continuing discussions with the Credit Provider who is aware of the
situation. Based on these discussions and given the processes currently in place the company’s directors
are not aware of any indication that the Credit Provider intends to exercise any of their rights including
immediate repayment of the bond. The Credit Provider remains involved in Settlement Agreement
discussions and is updated regularly by the directors to ensure that they are kept informed of the
company'’s progress in remedying the outstanding EoD.

In addition, the Finance Documents contain covenants with regard to financial performance. The directors
have reviewed cash flow forecasts covering a period of at least 12 months from the date of approval of
these financial statements which indicate that, so long as there is no acceleration of debt, taking account of
severe but plausible downsides, the company will have sufficient funds to meet its liabilities as they fall due
for that period. The downside scenarios have assumed/include the following:

the potential consequences of revenue deductions for service delivery failures;

the associated costs for further operational improvement activity;

the potential costs of a failure of the service provider;

the Credit Provider will not accelerate the repayments of principal as set out above; and,

the Trust will continue to meet its obligations under the Project Agreement which are underwritten
by the Secretary of State for Health.

o o o o o

In making this assessment the directors have considered the potential impact of the emergence and spread
of COVID-19.

The company’s operating cash inflows are largely dependent on unitary charge receipts receivable from the
local NHS Trust and the directors expect these amounts to be received even in severe but plausible
downside scenarios.

The company continues to provide the asset in accordance with the contract and it is available to be used.
As a result, the company does not believe there is any likelihood of a material impact to the unitary
payment.

The directors have assessed the viability of its main sub-contractors (service providers) and reviewed the
contingency plans of the sub-contractors and are satisfied in their ability to provide the services in line with
the contract without significant additional costs to the company, even in downside scenarios, due to the
underlying contractual terms. To date, there has been no adverse impact on the services provided by the
company or its sub-contractors arising from COVID-19 or Brexit. However. in the unlikely event of a
subcontractor failure, the company has its own business continuity plans to ensure that service provision
will continue.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

13

14

Accounting policies (Continued)

The directors have concluded that until the EoD has been formally waived or deemed remedied by the
Credit Provider these issues represent a material uncertainty that could cast significant doubt on the
company’s ability to continue as a going concern and that therefore the company may be unable to realise
its assets and discharge its liabilities in the normal course of business. Nevertheless, after considering the
uncertainties described above and notwithstanding the company having net liabilities of £1,357,000 as at
31 December 2021, the directors have a reasonable expectation that the company will continue in
operational existence for the foreseeable future. For these reasons, the directors consider that it is
appropriate to prepare the accounts on a going concern basis.

Turnover

Turnover is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods and services provided in the normal course of business, net of discounts, VAT and
other sales related taxes.

Income received in respect of the service concession is allocated between revenue and capital repayment
of, and interest income on, the PFI financial asset using the effective interest rate method. Service revenue
is recognised as a margin on non-pass-through operating and maintenance costs.

Pass through income represents the direct pass through of recoverable costs, as specified in the Project
Agreement.

Variation income relates to the recharge of costs incurred for the alteration of the facilities or the services
provided, requested by the Trust.

Financial instruments

The company has elected to apply the provisions of Section 11 ‘Basic Financial Instruments’ and Section
12 ‘Other Financial Instruments Issues’ of FRS 102 to all of its financial instruments.

Financial instruments are recognised in the company's balance sheet when the company becomes party to
the contractual provisions of the instrument.

Financial assets and liabilities are offset, with the net amounts presented in the financial statements, when
there is a legally enforceable right to set off the recognised amounts and there is an intention to settle on a
net basis or to realise the asset and settle the liability simultaneously.

Basic financial assets

Basic financial assets, which include debtors and cash and bank balances, are initially measured at
transaction price including transaction costs and are subsequently carried at amortised cost using the
effective interest method unless the arrangement constitutes a financing transaction, where the transaction
is measured at the present value of the future receipts discounted at a market rate of interest. Financial
assets classified as receivable within one year are not amortised.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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1 Accounting policies (Continued)

Accrued service concession income
Accrued service concession income relates to future periods income for services already performed.

Trade and other debtors

Trade and other debtors are recognised initially at transaction price less attributable transaction costs.
Subsequent to initial recognition they are measured at amortised cost using the effective interest method,
less any impairment losses. If the arrangement constitutes a financing transaction, for example if payment
is deferred beyond normal business terms, then it is measured at the present value of future payments
discounted at a market rate of instrument for a similar debt instrument.

Cash and short term deposits
Cash and cash equivalents comprise cash balances and call deposits with a maturity less than 3 months.
Short term deposits comprise of deposits with a maturity of more than 3 months.

Other financial assets

Other financial assets, including investments in equity instruments which are not subsidiaries, associates or
joint ventures, are initially measured at fair value, which is normally the transaction price. Such assets are
subsequently carried at fair value and the changes in fair value are recognised in profit or loss, except that
investments in equity instruments that are not publicly traded and whose fair values cannot be measured
reliably are measured at cost less impairment.

Loans and receivables

Trade debtors, loans and other receivables that have fixed or determinable payments that are not quoted in
an active market are classified as 'loans and receivables'. Loans and receivables are measured at
amortised cost using the effective interest method, less any impairment.

Interest is recognised by applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial. The effective interest method is a method of calculating the
amortised cost of a debt instrument and of allocating the interest income over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash receipts through the expected
life of the debt instrument to the net carrying amount on initial recognition.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

1 Accounting policies (Continued)

Service concession

The company is an operator of a Private Finance Initiative ("PFI") contract. The company entered into a
project agreement (the "contract”) with the Trust to design, build, finance, operate and maintain Kings Mill
Hospital, Newark General Hospital and Mansfield Community Hospital. The contract negotiations were
successfully completed in November 2005 and construction commenced immediately. The project has
been fully operational since 2011. The concession period ends on 31 March 2043, during this period the
company has contracted to provide hard and soft facilities management services to the Trust. The company
has passed these obligations down to Skanska Rashleigh Weatherfoil Ltd (“Skanska”) and Compass
Contract Services (U.K.) Limited ("Medirest") respectively via subcontracts. The obligation to provide major
maintenance works (lifecycle) is undertaken by Skanska, however, as discussed in the strategic report, the
risk that the costs exceed those forecast in the financial model is borne by the company. The timing and
extent of the major maintenance works is a key assumption that will affect the cashflows of the company,
further information is shown in Note 2. The contract does not entitle the Trust to any share of the profits of
the company. The Trust is entitled to terminate the Contract at any time by giving six months written notice.
If the Trust exercises this right they are liable to pay the company compensation as set out in the Contract,
which would include the senior debt, redundancy costs, subcontractor losses, and the market value of the
subordinated debt.

As the company entered into the contract prior to the date of transition to FRS102, the company has taken
advantage of the exemption in section 35.10 (i) of FRS102 which permits it to continue to account for the
service concession arrangements under the accounting policies adopted under old UK GAAP. In particular,
the underlying asset is not deemed to be an asset of the company under old UK GAAP, because the risks
and rewards of ownership as set out in that standard are deemed to lie principally with the Trust.

During the construction phase of the project, all attributable expenditure was included in amounts
recoverable on contracts and turnover. Upon becoming operational, the costs were transferred to the
finance debtor. During the operational phase the Trust pays the company a fixed Unitary Charge payment,
as determined in the Contract, that is inflated by RPI each year. Income is allocated between interest
receivable and the finance debtor using a project specific interest rate. The remainder of the PFI unitary
charge income is included within turnover in accordance with FRS102 section 23. The company recognises
revenue in respect of the services provided, including lifecycle services (the costs for which are recognised
when incurred), as it fulfils its contractual obligations in respect of those services and in line with the fair
value of the consideration receivable in respect of those services.

Impairment of financial assets
Financial assets, other than those held at fair value through profit or loss, are assessed for indicators of
impairment at each reporting end date.

Financial assets are impaired where there is objective evidence that, as a result of one or more events that
occurred after the initial recognition of the financial asset, the estimated future cash flows have been
affected. If an asset is impaired, the impairment loss is the difference between the carrying amount and the
present value of the estimated cash flows discounted at the assets original effective interest rate. The
impairment loss is recognised in profit or loss.

If there is a decrease in the impairment loss arising from an event occurring after the impairment was
recognised, the impairment is reversed. The reversal is such that the current carrying amount does not
exceed what the carrying amount would have been, had the impairment not previously been recognised.
The impairment reversal is recognised in profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

1.5

1.6

Accounting policies (Continued)

Derecognition of financial assets

Financial assets are derecognised only when the contractual rights to the cash flows from the asset expire
or are settled, or when the company transfers the financial asset and substantially all the risks and rewards
of ownership to another entity, or if some significant risks and rewards of ownership are retained but control
of the asset has transferred to another party that is able to sell the asset in its entirety to an unrelated third

party.

Classification of financial liabilities

Financial liabilities and equity instruments are classified according to the substance of the contractual
arrangements entered into. An equity instrument is any contract that evidences a residual interest in the
assets of the company after deducting all of its liabilities.

Basic financial liabilities

Basic financial liabilities, including trade and other creditors, Bonds and subordinated loans, are initially
recognised at transaction price unless the arrangement constitutes a financing transaction, where the debt
instrument is measured at the present value of the future receipts discounted at a market rate of interest.

Trade and other creditors _
Trade and other creditors are recognised initially at transaction price plus attributable transaction costs.
Subsequent to initial recognition they are measured at amortised cost using the effective interest method.

Interest-bearing borrowings classified as basic financial instruments

Interest-bearing borrowings are recognised initially at the present value of future payments discounted at a
market rate of interest. Subsequent to initial recognition, interest-bearing borrowings are stated at
amortised cost using the effective interest method, less any impairment losses.

Derecognition of financial liabilities
Financial liabilities are derecognised when the company’s contractual obligations expire or are discharged
or cancelled. '

Equity instruments :

Equity instruments issued by the company are recorded at the proceeds received, net of transaction costs.
Dividends payable on equity instruments are recognised as liabilities once they are no longer at the
discretion of the company.

Taxation
The tax expense represents the sum of the tax currently payable 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 statement of comprehensive income because it excludes items of income or expense that
are taxable or deductible in other years and it further excludes items that are never taxable or deductible.
The company'’s liability for current tax is calculated using tax rates that have been enacted or substantively
enacted by the reporting end date.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2021

1 Accounting policies {Continued)

Deferred tax

Deferred tax liabilities are generally recognised for all timing differences and deferred tax assets are
recognised to the extent that it is probable that they will be recovered against the reversal of deferred tax
liabilities or other future taxable profits. Such assets and liabilities are not recognised if the timing difference
arises from goodwill or from the initial recognition of other assets and liabilities in a transaction that affects
neither the tax profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each reporting end date and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the
asset to be recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period
when the liability is settled or the asset is realised. Deferred tax is charged or credited in the statement of
comprehensive income, except when it relates to items charged or credited directly to equity, in which case
the deferred tax is also dealt with in equity. Deferred tax assets and liabilities are offset when the company
has a legally enforceable right to offset current tax assets and liabilities and the deferred tax assets and
liabilities relate to taxes levied by the same tax authority.

2 Judgements and key sources of estimation uncertainty

In the application of the company’s accounting policies, the directors are required to make judgements,
estimates and assumptions about the carrying amount of assets and liabilities that are not readily apparent
from other sources. The estimates and associated assumptions are based on historical experience and
other factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised where the revision affects only that
period, or in the period of the revision and future periods where the revision affects both current and future
periods.

Critical judgements
The estimates and assumptions which have a significant risk of causing a material adjustment to the
carrying amount of assets and liabilities are as follows.

Service concession accounting
Accounting for the service concession contract and finance debtor requires an estimation of service
margins, finance debtor interest rates and associated amortisation profile which is based on forecasted
results of the service concession contract. Lifecycle costs are a significant proportion of future
expenditure. Given the length of the company’s service concession contract, the forecast of lifecycle costs
is subject to significant estimation uncertainty and changes in the amount and timing of expenditure could
have material impacts. As a result, there is a significant level of judgement applied in estimating future
lifecycle costs. To reduce the risk of misstatement, future estimates of lifecycle expenditure are prepared by
maintenance experts on an asset by asset basis and periodic technical evaluations of the physical
condition of the facilities are undertaken. In addition, comparisons of actual expenditure are compared to
the lifecycle forecast. If lifecycle costs cumulatively over the remainder of the concession increase by 5%
the impact on revenue and loss for the year ended 31 December 2021 would be a decrease in revenue of
£229,000 and an increase in the loss of £229,000.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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3 Turnover and other revenue
An analysis of the company's turnover is as follows:
Turnover analysed by class of business
Services Income
Pass Through and Variation Income

Car Parking Income
Rental Income

4 Auditor's remuneration
Fees payable to the company's auditor and associates:

For audit services
Audit of the financial statements of the company

For other services
Audit-related assurance services
5 Employees
The company had no employees during the year (2020: nil).

6 Directors' remuneration

No directors received any remuneration for services to the company during the year (2020: nil).

7 Interest receivable and similar income

Interest income
Interest on bank deposits
Interest receivable on the finance debtor

2021
£000

31,220
10,247
1,691

43,390

33

2021
£000

16
16,477

15,493

2020
£000

29,512
9,475
1,665

40,879

27

w

2020
£000

14,513

14,646
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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8 Interest payable and similar expenses

Interest on financial liabilities measured at amortised cost:
Indexation on bonds

Interest on bonds

Interest on subordinated loans

Other finance costs:
Amortisation of finance arrangement costs
9 Taxation

Deferred tax
Other adjustments

2021
£000

8,936
6,549
4,161

19,646

792

2020
£000

7,577
6,708
3,713

17,998

784

18,782

The actual credit for the year can be reconciled to the expected credit for the year based on the profit or

loss and the standard rate of tax as follows:

Loss before taxation

Expected tax credit based on the standard rate of corporation tax in the UK

of 19.00% (2020: 19.00%)
Tax effect of expenses that are not deductible in determining taxable profit
Deferred tax adjustments in respect of change in tax rate

Taxation credit for the year

2021
£000

(1,023)

(194)

(168)

(362)

2020
£000

(108)
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10

Taxation (Continued)

Factors that may affect the future tax charge
The company has tax losses of £2,795,000 (2020: £1,772,000) which have been carried forward and will
be offset against future profits.

A deferred tax asset in respect of tax losses has been recognised as the directors consider the balance to
be recoverable over the life of the PFI contract.

On 11 March 2021 the UK government published the Finance Bill 2021 in which it confirmed that the main
rate of Corporation Tax would remain at 19% for periods starting 1 April 2021, rising to 25% on profits over
£250,000 from 1 April 2023. The Bill was enacted in June 2021, therefore the deferred tax asset as at 31
December 2021 has been calculated using the future tax rate of 25%.

Debtors
v 2021 © 2020
Amounts falling due within one year: £000 £000
Trade debtors 535 1,133
Finance debtor 7,786 7.424
‘Other debtors - 12
Prepayments and accrued income 516 599
8,837 9,168
2021 2020
Amounts falling due after more than one year: Notes £000 £000
Finance debtor 282,288 290,074
Accrued service concession income 43,772 42,572
326,060 332,646
Deferred tax asset 15 699 337
326,759 332,983
Total debtors 335,596 342,151

All financial assets included above are held at amortised cost.
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11

12

Cash and short term deposits

2021 2020

£000 £000

Cash at bank and in hand 12,117 12,162
Short term deposits 34,456 31,256
46,573 43,418

Restricted cash

The company is obligated to keep separate cash reserves in respect of requirements in the company's
funding agreements. This restricted cash balance, which is shown on the balance sheet within the “short

term deposits” balance, amounts to £34,456,000 at the year end (2020: £31,256,000).

Loans and overdrafts

2021 2020

£000 £000

Bonds 333,420 338,704
Subordinated loans 26,109 25,966
359,529 364,670

Payable within one year 359,629 364,670
359,529 364,670
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12 Loans and overdrafts (Continued)

Index Linked Guaranteed Secured Bonds 2042

The company has created £351,900,000 of 1.8768% Index Linked Guaranteed Secured Bonds 2042
pursuant to a Trust Deed and Collateral Deed dated 4 November 2005, of which £319,900,000 were
issued for cash on 4 November 2005 at par.

The bonds bear interest at 1.8768% which together with their principal repayment is subject to indexation
in accordance with the terms of the Bond Trust Deed. The interest is payable semi-annually in arrears on
31 March and 30 September each year.

The company retained £32,000,000 of bonds (the “variation bonds”) which it may sell, subject to certain
restrictions in the Collateral Deed, to fund variations to the project. The bonds, excluding the variation
bonds, have the benefit of an unconditional and irrevocable financial guarantee issued by Assured
Guaranty (UK) Limited in favour of Deutsche Trustee Company Limited as security trustee over all of the
undertaking and assets of the company and Central Nottinghamshire Hospitals (Holding) Limited.

Unsecured 12.00% Subordinated loan notes 2043

Under the terms of a Deed Poll made on 4 November 2005 (amended and restated on 21 April 2006) both
Central Nottinghamshire Hospitals (Holdings) Limited and the company authorised and approved the issue
by the company of up to £29,873,000 unsecured subordinated loan notes 2043 on like terms. Under the
terms of a Shareholder Support Agreement dated 4 November 2005 (amended and restated on 21 April
2006) the shareholders of Central Nottinghamshire Hospitals (Holdings) Limited each agreed to subscribe
in proportion to their shareholdings for a share of the £29,873,000 of the loan notes issued.

The company has issued £29,873,000 of loan notes at par for cash. The loan notes bear interest at
12.00% which is payable semi-annually on 31 March and 30 September each year. The loan notes are
repayable in instalments on 31 March 2042, 30 September 2042 and 31 March 2043 save that they may
be redeemed early with the consent of Assured Guaranty (UK) Limited. An amount of £800,000 was
redeemed in March 2012.

13  Creditors: amounts falling due within one year

2021 2020

Notes £000 £000

Bonds 12 333,420 338,704
Other borrowings 12 26,109 25,966
Trade creditors 6,730 7,571
Other Taxation 200 418
Deferred income 610 273
Accruals 11,648 8,286
378,717 381,218

As at the balance sheet date, there were Events of Default subsisting pursuance to the Collateral Deed
which the Credit Provider had not formally waived or deemed remedied. Consequently, the company’s
Bonds and Other borrowings are classified as due within 1 year in the balance sheet. Upon remediation of
the Events of Default and receipt of a waiver from the Credit Provider, amounts falling due within one year
of £318,419,000 and £26,109,000 respectively (2020: £323,753,000 and £25,966,000 respectively) will be
transferred to Creditors: amounts falling due after more than one year.

All financial liabilities included above are held at amortised cost.
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14 Creditors: amounts falling due after more than one year

2021 2020
Notes £000 £000
Deferred income ’ 4,809 5,047

15 Deferred taxation

Deferred tax assets and liabilities are offset where the company has a legally enforceable right to do so.
The following is the analysis of the deferred tax balances (after offset) for financial reporting purposes:

Assets Assets

2021 2020

Balances: £000 £000

Tax losses 699 337

2021

Movements in the year: : £000

Asset at 1 January 2021 337

Credit to profit or loss 194

Effect of change in tax rate 168

Asset at 31 December 2021 699

16  Share capital

2021 2020 2021 2020

Ordinary share capital Number Number £000 £000
Issued and fully paid

Ordinary Shares of £1 each 50,000 50,000 50 50

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are
entitled to one vote per share at meetings of the company.

17 Related party transactions

Remuneration of key management personnel
The remuneration of key management personnel is as follows:

2021 2020
£000 £000
Directors services 91 92

The company incurred the above fees from Innisfree Limited.
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.17 Related party transactions (Continued)
Subordinated Debt Interest Management Services

2021 2020 2021 2020

£000 £000 £000 £000

Vercity Social Infrastructure (UK) Ltd - - 1,072 1,056

Innisfree PFI Secondary Fund . 2,746 2,450 - -

Innisfree PF| Secondary Fund 2 LP 1,415 1,262 - -

In November 2005, the company entered into transactions in the ordinary course of business for the duration of
the project agreement with its management service provider Vercity Social Infrastructure (UK) Limited. Vercity
Holdings Limited, the parent company of Vercity Social Infrastructure (UK) Limited, is owned by Innisfree M&G
PPP LP, a fund co-managed by Innisfree Limited and M&G Investment Management Limited. Innisfree Limited
also manages the funds invested in the company.

Innisfree Nominees Limited, acting on behalf of Innisfree PFI Secondary Fund (66%) and Innisfree Secondary
Fund 2 LP (34%), holds legal title to the entire share capital of Central Nottinghamshire Hospitals (Holdings)
Limited.

The following amounts were outstanding at the reporting end date:
Amounts owed to related

parties

2021 2020

£000 £000

Vercity Social Infrastructure (UK) Limited 202 187
Innisfree PFI Secondary Fund 23,009 20,168
Innisfree PFl Secondary Fund 2 LP 11,853 10,390

No guarantees have been given or received.

As per Note 14, other borrowings have been classified as due within 1 year in the balance sheet. Consequently,
the above reflects the subordinated loan note balance (£26,109,000) as well as the interest that was accrued
thereon as at the balance sheet date.
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18

Ultimate controlling party

The company is a wholly owned subsidiary of Central Noftinghamshire Haspitals (Holdings) Limited
incorporated in the United Kingdom, registered at 8 White Oak Square, London Road, Swanley, Kent, BR8
7AG.

Innisfree Nominees Limited, acting on behalf of Innisfree PFlI Secondary Fund (66%) and Innisfree PFI
Secondary Fund 2 LP (34%), holds legal title to the entire issued share capital of Central Nottinghamshire
Hospitals (Holdings) Limited. The registered address of these funds is First floor, Boundary House, 91/93
Charterhouse Street, London, EC1M 6HR.

In the directors' opinion the company's ultimate controlling party is Innisfree PFI Secondary Fund.

The largest and smallest group in which the results of the company are consolidated is that headed by
Central Nottinghamshire Hospitals (Holdings) Limited. The consolidated accounts of this group are
available to the public and may be obtained from Companies House, Crown Way, Cardiff CF14 3UZ.
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