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GH EQUITY UK LIMITED

STRATEGIC REPORT

The Directors present the Strategic Report of the Group and Corhpany {Company No: 10816508) for
the year ended 31 December 2019. )

PRINCIPAL ACTIVITIES

The principal activity of GH Equity UK Limited (the ‘Company’) is that of a holding company. The principal
activity of the Company and its subsidiaries (the ‘Group’) is that of property investment. The investment
property comprises the Group’s long leasehold interest in the Grosvenor House Hotel, Park Lane,
London. '

BUSINESS REVIEW
These financial statements cover the year ended 31 December 2019.

" The financial performance is presented in the consolidated statement of comprehensive income on page
10. The profit for the year was £20,753,907 (2018: £48,304,635), which includes the upward revaluation
of the investment property by £32,600,000 (2018: £67,400,000) and a book loss of £7,880,268 arising
" on fair value of the derivative financial instrument ‘swap’ contract (2018: £3,118,270 gain on fair value).
At the end of the year the consolidated statement of financial position showed total assets of
£761,627,905 (2018: £729,788,727) and equity of £168,317,270 (2018: £147,563,363).

The Group’s external borrowings amount to £435m (2018: £435m), whilst repayments of amounts owed
to group in the year have reduced the group loan to £107.3m at 31 December 2019 (2018: £117.7m).

In view of the Group's long term financing arrangements, the Directors consider it appropriate to prepare
the financial statements on a going concern basis. Further detail of the funding arrangements are given
in note 13 of the financial statements. :

No dividends were paid during the year and the Directors do not recommend a dividend in respect of
2019. : ‘ .

Rent receivable for the year amounted to £29,316,652 (2018: £28,742,800), and interest payable on
loans for the year amounted to £23,924,172 (2018: £22,271,893).

A valuation of the investment property was undertaken by an independent professional valuer as at
January 2020. The leasehold property was valued on an open market basis at that date at £750m and
the Directors have attributed this valuation as the fair value of the investment property at 31 December
2019.

The Directors are satisfied with the Group’s financial performance during the year and with the
investment property valuation at the year end date.



GH EQUITY UK LIMITED

STRATEGIC REPORT (Continued)

KEY PERFORMANCE INDICATORS

The board of Directors reviews and monitors the following key performance indicators:

2019 2018
Investment property valuation 750,000,000 717,400,000
Rental income : 29,316,652 28,742,800
Rental yield o 3.9% 4.0%
Ratio of third party financing to property value . ’ - 58% . 59.8%

The Directors consider that the rental yield and gearing ratio at 31 December 2019 were acceptable.

Going concern )

In their consideration of the appropriateness of the going concern the basis of preparation of these
financial statements, the Directors have performed an assessment of the financial impact of the recent
global pandemic of COVID-19 on the Group. The principal financial impact has been a reduction in 2020
rental income, and forecasted rental reductions for 2021. As a result of the reduced rental income the
group is, in 2020, in breach of financial covenants within its borrowing facilities. Additionally, forecasted
rental income for 2021 is not sufficient to cover loan interest payments on the borrowing facilities in the
short term.

In view of these events, the Directars have put in place measures to enable the Group to continue to
meet its liabilities as they fall due for a period of 12 months from signing these financial statements. The
Group has arranged waivers of the loan covenant breaches which have arisen from the 2020 reduction
in rental income to cover the period to 29 December 2020. The Directors are confident that subsequent
waivers will be approved by the lenders after this date should they be necessary. As part of the loan
covenant waiver arrangements the Katara group has agreed to provide additional cash reserves such
that an amount of £8.5m is on deposit with the Group.at any time in order to sufficiently cover any loan
interest shortfalls. In the 2020 period to date the Katara group has provided cash support of £4.5m. The
Group has also received written confirmation that, in addition to the cash reserves already made
available, the Katara group will provide sufficient financial support, should it be required, for the group
to meet its liabilities as they fall due for a period of at least 12 months from the date of approval of the

2019 financial statements. '

As a result of the cash reserves made available in 2020, the continued availability of support from the
Katara group and the loan covenant waivers expected to be approved by the lenders, the directors
consider that the group will have adequate resources to continue in operational existence for the
foreseeable future. '

Whilst the directors are confident that these actions and their forecast can be achieved, there can be no
certainty because of the trading conditions across the world at present. Based on these forecasts and
action plans the directors consider it is appropriate for the financial statements to be prepared on the
going concern basis. The financial statements do not include any adjustments that would result should
the going concern basis of preparation not be appropriate. In the event that this basis is not appropriate
provisions may be required and assets may need to be written down to their recoverable amount.



GH EQUITY UK LIMITED

STRATEGIC REPORT (Continued)

FUTURE DEVELOPMENTS

The Directors remain alert to good business opportunities within the sector although no opportumtles
for new activities are currently being pursued.

The temporary closure of The Grosvenor House Hotel from March 2020 following the COVID-19
outbreak has impacted the Group's rental income in 2020. The Directors have ensured that measures
are in place to ensure the Group will remain funded by its shareholder group in order to meet all liabilities
as they fall due for payment.

Further details of the events since the balance sheet date, in particular the reduction of rental income
and possible impact on the investment property valuation in 2020, are contained in the Directors Report
" and in note 23.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
The Directors monitor potential areas of business risk and address the risks wherever possible.

The Directors have assessed the key risks to the Group and consider that it is exposed to liquidity risk,
interest rate risk, tenant credit risk, cash flow risk and market value risk, summarised as follows:

Liguidity risk

Liguidity risk is the risk that the Group is unable to meet its financial obligations as they fall due. The
Group seeks to minimise liquidity risk on refinancing by borrowing for as long as possible and at the
lowest acceptable cost. The Group's third-party financing arrangements are repayable in 2024 and the
Directors are confident that there is no foreseeable risk to the Group’s liquidity.

Interest rate risk

At 31 December 2018 the Group is party to-a variable rate loan of £380m (2018: £380m), however an
interest rate swap is in place which fixes the interest rate on the entire loan amount of £380m. The
Group is party to a £55m loan facility (2018: £55m), on which interest is payable at a fixed rate of 6:2%.

Other than the interest rate swap, the Group does not use any other financial instruments to mitigate
interest rate risk.

Tenant credit risk

The Group is exposed to tenant credit risk, which is the risk of the lessee not making agreed rental
payments. The risk has been mitigated by the Group obtaining, by way of the property lease agreement,
a guarantee in respect of rental payments from the lessee’s controlling party, Marriott International Inc.

Cash flow risk

The Group is at risk of not making its interest and other payments if it is unable to collect receivables
when due. The Group minimises cash flow risk by minimising its tenant credit risk and through the use
of a specialist managing agent to ensure collection of rent takes place on time.

Market value risk

The Group is exposed to the risk of a drop in the market value of its investment property. The Group’s
" investment property value is determined by market forces outside of the Group's contral. The Group is
exposed to loan defauit implications resulting from a fall in property values as senior financing
arrangements include loan to value covenants.



GH EQUITY UK LIMITED

STRATEGIC REPORT (Continued)

COVID-19 risk

The Directors have, in their assessment of risks impacting the Group, considered the risks arising from
COVID-19 and also considered the impact of the Covid-19 pandemic on the group’s balance sheet
position as at 31 December 2019. ’

The Director's expectation is that rental income will steadily increase in the post-pandemic period
following the reopening of the hotel. However the period over which rental income volatility will persist
is difficult to predict as the situation is still evolving and, in the meantime, cash flow risk has been
addressed via the availability of financial support from the Katara shareholder group. In addition, the
Group has taken advantage of government approved tax deferral arrangements in the 2020 period.

The breach of financial loan covenants arising as a result of the reduction in rental income in 2020 has
been addressed by the Directors who have arranged waivers of the covenant breaches with the lenders.

The Directors have identified no issues concerning recoverability of assets at the balance sheet date.
Whilst the directors acknowledge that, subsequent to the year end date, there may have been a negative
“impact on the investment property valuation, any such impact is expected to be short term, restricted to
the COVID-19 pandemic period and its immediate aftermath. The directors are confident that, post-
pandemic, the property valuation will return to pre-pandemic levels.

Further details of the Group’s risk and capital management policies can be found in note 17.

ON BEHALF OF THE BOARD
. .




GH EQUITY UK LIMITED
DIRECTORS' REPORT

The Directors present the report and consolidated Financial Statements of the Group and Company
(Company No: 10816508) for the year ended 31 December 2019. The Company is incorporated as a
Limited Company and is domiciled in England, registered under the Companies Act 20086.

DIRECTORS

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

K Rhazali

O Acar - (appointed 16 October 2018)
D Z Eskenazi (appointed 16 October 2019)
| A Gray : (appointed 14 March 2019)
H A Al-Mulla (resigned 10 July 2019)

A L J Fernandes (resigned 10 July 2019)
RESULTS AND DIVIDENDS

The result for the year is set out on page 10. No dividends were paid. The Directors do not recommend
payment of a final dividend.

POST BALANCE SHEET EVENTS

The COVID-19 outbreak that emerged since early 2020 has impacted the Group's rental income in 2020.
This may have had a negative impact on the investment property valuation subsequent to the year-end
date. Further details on these events are contained within note 23.

The Directors have put in place measures to ensure that the Group will be in a position to continue to
operate as-a going concern for the foreseeable future. These measures are set out in detail within the
Strategic Report and the going concern accounting policy.

POLICY ON PAYMENT OF SUPPLIERS

Substantially alf of the supplier payment terms are 30 days (2018: 30 days). The policy is to pay suppliers
by the due date. The current trade creditors days is 8 days (2018: 12 days).

AUDITOR
RSM UK Audit LLP has indicated its willingness to continue in office.

STATEMENT AS TO DISCLOSURE OF INFORMATION TO THE AUDITOR

The Directors confirm that so far as they are aware, there is no relevant audit information of which the
Company’s auditor is unaware; and the Directors have taken all the steps that they ought to have taken
as Directors in order to make themselves aware of any relevant audit information and to establish that
the Company's auditor is aware of that information.



GH EQUITY UK LIMITED

DIRECTORS' REPORT (CONTINUED)

DISCLOSURE OF INFORMATION IN THE STRATEGIC REPORT

Information regarding strategy, financial risk management, principal activity and future developments
are not shown in the Directors' Report as this information is presented in the Strategic Report in
accordance with section 414¢(11) of the Companies Act 2006.

ON BEHALF OF THE BOARD

D Z Eskenazi £
Director

Dated: 28/08/2020



GH EQUITY UK LIMITED

DIRECTORS' RESPONSIBILITIES STATEMENT

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

Company law requires the Directors to prepare Group and Company financial statements for each
financial year. The Directors have elected under company law to prepare the Group financial statements
in accordance with International Financial Reporting. Standards ("IFRS") as adopted by the European
Union (*EU") and to prepare Company financial statements in accordance with UK Accounting
Standards and applicable law - UK Generally Accepted Accounting Practice (“UK GAAP”), including
Financial Reporting Standard 101: Reduced Disclosure Framework (“FRS 101").

The Group financial statements are required by law and IFRS adopted by the EU to present fairly the
financial position and performance of the Group and the Company; the Companies Act 2006 provides
in relation to such financial statements that references in the relevant part of that Act to financial
statements giving a true and fair view are references to their achieving a fair presentation.

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 Group and the Company and of the profit
. or loss of the Group for that period.

In preparing the group and company financial statements, the Directors are required to:
a. select suitable accounting policies and then apply. them consistently;
b. make judgements and accounting estimates that are reasonable and prudent;

c. for the Group financial statements, state whether they have been prepared in accordance with
IFRSs adopted by the EU, and for the-Company financial statements state whether applicable
UK accounting standards have been followed, subject to any material departures disclosed and
explalned in the financial statements; and

d. prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the Group will continue in business.

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



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF GH EQUITY UK LIMITED

Opinion ’

We have audited the financial statements of GH Equity UK Limited (the ‘parent company’) and its subsidiaries (the
‘group’) for the year ended 31 December 2019 which comprise the Consolidated Statement of Comprehensive
Income, Consolidated Statement of Financial Position, Company Statement of Financial Position, Consolidated
Statement of Changes in Equity, Company Statement of Changes in Equity, Consolidated Statement of Cash Flows
and notes to the financial statements, including a summary of significant accounting policies. The financial reporting
framework that has been applied in the preparation of the group financial statements is applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union. The financial reporting
framework that has been applied in the preparation of the parent company financial statements is applicable law
and United Kingdom Accounting Standards including FRS 101 “Reduced Disclosure Framework” (United Kingdom
Generally Accepted Accounting Practice).

In our opinion: )

¢ the financial statements give a true and fair view of the state of the group’s and of the parent company’s
affairs as at 31 December 2019 and of the group'’s profit for the year then ended;

o the group financial statements have been properly prepared in accordance with IFRSs as adopted by the
European Union;

* the parent company financial statements have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice; and .

« the financial statements have been prepared in accordance with the requirements of the Companies Act
2006. :

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

Material uncertainty related to going concern

We draw attention to note 1 in the financial statements, which indicates that the group may be adversely affected
by the impact of the Covid-19 (Coronavirus) outbreak. Whilst the directors are taking action to mitigate the impact,
given the unpredictable nature and impact of the outbreak, and how rapidly the responses to the outbreak are
changing, the directors are unable to predict the full extent of the impact with regards to ongoing rental income and
future discussions with their funders. As stated in note 1, these events or conditions, along with the other matters
as set forth in note 23, indicate that a material uncertainty exists that may cast significant doubt on the group's
ability to continue as a going concern. Our opinion is not modified in respect of this matter.

Other information

The other information comprises the information included in the annual report, other than the financial statements
and our auditor’s report thereon. The directors are responsible for the other information. 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.

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

We have nothing to report in this regard.

Opinions on other matters prescribed by the Companlies Act 2006
In our opinion, based on the work undertaken in the course of the audit:
« the information given in the strategic report and the directors’ report for the financial year for which the
financial statements are prepared is consistent with the financial statements; and
o the strategic report and the directors' report have been prepared in accordance with applicabie legal
requirements.



INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF GH EQUITY UK LIMITED |
(Continued)

Matters on which we are required to report by exception )
In the light of the knowledge and understanding of the group and the parent company and their environment
obtained in the course of the audit, we have not identified material misstatements in the strategic report and
the directors’ report.

We have nothing to report in respect of the following matters in relation to which the Companies Act 2006
requires us to report to you if, in our opinion: )
« adequate accounting records have not been kept by the parent company, or returns adequate for
our audit have not been received from branches not visited by us; or
+ the parent company financial statements are not in agreement with the accounting records and
returns; or
¢ 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; or

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement set out on page 7, 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 group’s and the parent
company'’s ability to continue as a going concern, disclosing, as applicable, matters related to going concemn
and using the going concern basis of accounting unless the directors either intend to liquidate the group or
the parent 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 economlc decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the Financial
Reporting Council's website at: http:/www.frc.org. uk/audxtorsresponabllmes 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 apinions we
have formed.

R LA dedd k. LLE

Jonathan Da Costa (Senior Statutory Auditor)

For and on behalf of RSM UK Audit LLP, Statutory Auditor
Chartered Accountants

Third Floor, One London Square

Cross Lanes

Guildford

Surrey, GU1 1UN

119l 2020



GH EQUITY UK LIMITED

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

for the year ended 31 December 2019

Revenue

Administrative expenses

Increase in fair value of investment property
Impairment losses on financial assets
Operating profit

Fair value (loss)/gain on derivative financial
instruments

Finance costs

Profit before tax

Income tax expense

- Profit and total comprehensive income for
- the year '

The total comprehensive income for the year is entirely attributable to the owners of the parent company.

The Group has elected to take exemption under Section 408 of the Companies Act 2006 to not present

Note

the Company statement of comprehensive income.

10

H oo

2019 2018
£ £
29,977,201 29,450,355
(1,084,940) (1,427,563)
32,600,000 67,400,000

- (8,392,842)

61,492,261 87,029,950

" (7,880,286) 3,118,270
(24,916,897)  (31,236,070)
28,695,078 58,912,150
(7.941171)  (10,607,515)
20,753,907 48,304,635




GH EQUITY UK LIMITED

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as at 31 December 2019

Company No: 10816508

Note
ASSETS

Non-current assets

Investment property : 8
Property, plant and equipment

- Right-of-use assets 9

Current assets

Trade and other receivables 11
Current tax receivable

Cash and cash equivalents

TOTAL ASSETS

EQUITY AND LIABILITIES

Equity .

Share capital ' 18
Retained eamings

Equity attributable to the owners
of the parent

Non-current liabilities ,

Borrowings 13
Lease liabilities 14
Derivative financial instrument 15
Deferred tax liabilities ' 16
Total non-current liabilities

Current liabilities ‘

Trade and other payables . 12
Current tax liabilities

Lease liabilities : 14
Total current liabilities

Total liabilities

" TOTAL EQUITY AND LIABILITIES

The Fmancnal

az‘é.;k;r; “
Director

11

2019 2018
£ £
750,000,000 717,400,000
475301 -
750,475,301 717,400,000
24,211 23,169
- 756,121
11,128393 11,609,437
11,152,604 12,388,727
761,627,905 729,788,727
39,610,979 39,610,979
128,706,291 107,952,384
168,317,270 147,563,363
536,435,757 546,974,744
480,587 -
9,299,535 1,419,249
25,744,053 18,588,357
571,959,932 566,982,350
21,321,157 15,243,014
29,354 -
192 -
21,350,703 15,243,014
593,310,635 582225364
761,627,905 729,788,727

tatements were approved by the Board of Directors and authorised for issue on
......... 2020 and are signed on its behalf by:



GH EQUITY UK LIMITED

COMPANY STATEMENT OF FINANC[AL POSITION

as at 31 December 2019

Company No: 10816508

Note 2019 2018
£ £
ASSETS
Non-current assete
Investments 10 100 100
Trade and other receivables 11 160,594,916 158,208,408
160,595,016 158,208,508

Current assets
Trade and other receivables 11 25,371,297 16,180,827
TOTAL ASSETS 185,966,313 174,389,335
EQUITY AND LIABILITIES
Equity .
Share capital 18 39,610,979 39,610,979
Retained earnings (1,347,863) (4,742,624)
Equity attributable to the owners

of the company 38,263,116 34,868,355
Non-current liabilities :
Borrowings 13 106,175,000 117,675,000
Total non-current Iiabi}lities 106,175,000 117,675,000
Current liabilities
Trade and other payables 12 41,528,197 21,845,980
Total current liabilities 41,528,197 21,845,980
Total liabilities 147,703,197 139,520,980

TOTAL EQUITY AND LIABILITIES 185,966,313 174,389,335

The Company’s profit and total comprehensive income for the year was £3 394 761 (2018: loss of
£3,789,762).

The Financial Statements were approved by the Board of Directors and authorised for issue on
Z8. / C,X/ 222:....2020 and are signed on its behalf by:
/

12



GH EQUITY UK LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2019

Share Retained
capital earnings - Total
£ £ £
Balance at 1 January 2018 1. 59,647,749 59,647,750
Changes in equity for 2018
Profit and total comprehensive income
for the year o - 48,304,635 48,304,635
Transactions with shareholders:
Shares issued 39,610,978 - 39,610,978
‘Balance at 31 December 2018 39,61 0,979 107,952,384 147,563,363
Changes in equity for 2019
Profit and total-comprehensive income
for the year ' , - 20,753,907 20,753,907
Balance at 31 December 2019 39,610,979 128,706,291 168,317,270 .

Share capital
Share capital represents the par value of ordinary shares issued by the parent.

Retained earnings )
Retained earnings represent the cumulative profit and loss of the Group, net of distributions to owners.

13



GH EQUITY UK LIMITED

COMPANY STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2019 :

Share Retained

capital earnings Total
£ £ £
Balance at 1 January 2018 1 (952,862)  (952,861)
Changes in equity for 2018
Loss and total comprehensive loss . - (3,789,762) (3,789,762)
Transactions with shareholders:
Shares issued 39,610,978 - 39,610,978
Balance at 31 December 2018 39,610,979 (4,742,624) 34,868,355
Changes in equity for 2019 .
Profit and total comprehensive income - 3,394,761 3,394,761
" Balance at 31 December 2019 39,610,979 (1,347,863) 38,263,116
Share capital

Share capital represents the par value of ordinary shares issued by the Company.
Retained earnings .

Retained earnings represent the cumulative profit and loss of the Company, net of distributions to
owners. .

14



GH EQUITY UK LIMITED

CONSOLIDATED STATEMENT. OF CASH FLOWS
for the year ended 31 December 2019

) Note

Cash flows from operating activities

Profit for the year before tax

Depreciation - leased assets

Finance costs 5

Increase in fair value of investment property 8
-Fair value loss/(gain) on derivative financial

instrument 15

Operating cash flows before movements in work'ing capital

Decrease in trade and other receivables
Decrease in trade and other payables |

Cash generated from operations

Interest paid
Income tax paid

Net cash generated from/(used by) operatlng
-activities

Cash flows from financing activities
Lease repayments
Repayment of secured Ioan borrowings
Repayment of group loan '
Advance on bank borrowings
Repayment of bank borrowings
Loan arrangement fees
" Net cash flow used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise cash at bank and
in hand and other short term, highly liquid investments with a maturity of less than three months. This is

" (11,500,000)

2019 2018

£ £
28,695,078 58,912,150

A 5,658 -
24,916,897 31,236,070
(32,600,000) (67,400,000)
7,880,286 (3,118,270)
28,897,919 19,629,950
28,959 4,041,892
(1,382,542) (10,416,372)

. 27,544,336 13,255,470
(16,525,199) (15,946,809)
- (468,300)
11,019,137 (3,159,639)

(181)

(13,000,000)

55,000,000

- (40,000,000)

- (8,112,739)

(11,500,187) (6,112,739)

(481,044) (9,272,378)

11,609,437 20,881,815
11,128,393

11,609,437

consistent with the presentatlon in the statement of financial position.

15



GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2019

1. PRINCIPAL ACCOUNTING POLICIES
General information

The principal activity of the Company is that of a holding Company. The principal activity of the
Group is that of property investment in the Grosvenor House Hotel, Park Lane, London.

The Company is a private company limited by shares and it is incorporated and domiciled in
England and Wales. The address of its registered office is Third Floor, One London Square,
Cross Lanes, Guildford, Surrey, GU1 1UN.

Basis of preparation

The financial statements have been prepared on a going concern basis and in accordance with
International Financial Reporting Standards (*IFRS") and International Financial Reporting
Interpretations Committee (“IFRIC”) interpretations as adopted by the EU and the requirements
of the Companies Act 2006 applicable to companies reporting under IFRS.

The financial statements have been prepared on the historical cost basis except for the re-
measurement of investment properties and certain financial instruments that are measured at
fair value.

The preparation of consolidated financial statements in conformity with IFRS requires the use
of certain critical accounting estimates. It also requires management to exercise its judgement
in the process of applying the Group’s accounting policies. The areas involving judgement or
areas where assumptions and estimates are significant to the financial statements are disclosed
in note 2. :

Reduced disclosures

The Company is a qualifying entity for the purposes of FRS 101 Reduced Disclosure Framewaork
(“FRS 101") and has therefore taken the advantage of the following exemptions from the
requirements of IFRS for parent company information presented within the consolidated
financial statements: .

— Presentation of a Company Cash Flow Statement and related notes;

— Inclusion of an explicit and unreserved statement of compliance with IFRS;

— Disclosure of Company key management compensation;

— Comparative period reconciliations for Company share capital, investments, property and
plant and equipment;

-~ Related party disclosures for transactions with the parent or wholly owned members of the
group; and

— Disclosure of the future impact of new International Financial Reporting Standards in issue
but not yet effective at the reporting date. '

Adoption of new and revised Standards

The Group has applied the following standards and amendments for the first time for their
annual reporting period commencing 1 January 2019:

IFRS 16 Leases

- The impact of adopting IFRS 16 is disclosed in note 22.
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_GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

1.

PRINCIPAL ACCOUNTING POLICIES (Continued)
New and revised standards in issue but not yet effective

There are no new standards or amendments in issue but not yet effectlve that are applicable to

" the financial statements of the Group.

Going concern

In their consideration of the appropriateness of the going concern the basis of preparation of
these financial statements, the Directors have performed an assessment of the financial impact
of the recent global pandemic of COVID-19 on the Group. The principal financial impact has
been a reduction in 2020 rental income, and forecasted rental reductions for 2021. As a result
of the reduced rental income the group is, in 2020, in breach of financial covenants within its
borrowing facilities. Additionally, forecasted rental income for 2021 is not sufficient to cover loan
interest payments on the borrowing facilities in the short term.

In view of these events, the Directors have put in place measures to enable the Group to
continue to meet its liabilities as they fall due for a period of 12 months from signing these
financial statements. The Group has arranged waivers of the loan covenant breaches which

have arisen from the 2020 reduction in rental income to cover the period to 29 December

2020. The Directors are confident that subsequent waivers will be approved by the lenders after
this date should they be necessary. As part of the loan covenant waiver arrangements the

*. Katara group has agreed to provide additional cash reserves such that an amount of £8.5m is

on deposit with the Group at any time in order to sufficiently cover any loan interest shortfalls.
In the 2020 period to date the Katara group has provided cash support of £4.5m. The Group
has also received written confirmation that, in addition to the cash reserves already made
available, the Katara group will provide sufficient financial support, should it be required, for the
group to meet its liabilities as they fall due for a period of at least 12 months from the date of
approval of the 2019 financial statements.

As a result of the cash reserves made available in 2020, the continued availability of support
from the Katara group and the loan covenant waivers expected to be approved by the lenders,
the directors consider that the group will have adequate resources to continue in operational
existence for the foreseeable future.

Whilst the directors are confident that these actions and their forecast can be achieved, there
can be no certainty because of the trading conditions across the world at present. Based on
these forecasts and action plans the directors consider it is appropriate for the financial
statements to be prepared on the going concern basis. The financial statements do not include
any adjustments that would result should the going concemn basis of preparation not be
appropriate. In the event that this basis is not appropriate provisions may be required and assets

.may need to be written down to their'recoverable amount.

Audit exemption

The subsidiary undertaking, Reeves Lease Limited, has claimed the audit exemption under
Companies Act 2006 Section 479A with respect to its year ended 31 December 2019. The
Company has given a statement of guarantee under Companies Act Section 479C, to guarantee
all outstanding liabilities to which the subsidiary company is subject as at 31 December 2019.
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
Basis of consolidation

Subsidiaries are all entities over which the Group has control. The Group controls an entity
when the Group is exposed to, or has rights to, variable returns from its involvement with the
entity and has the ability to affect those returns through its power over the entity. Subsidiaries
are fully consolidated from the date on which control is transferred to the Group. They are
deconsolidated from the date that control ceases.

The Group applies the acquisition method to account for business combinations. The
consideration transferred for the acquisition of a subsidiary is the fair values of the assets
transferred, the liabilities incurred to the former owners of the acquiree and the equity interests
issued by the Group. The consideration transferred includes the fair value of any asset or liability
resulting from a contingent consideration arrangement. Identifiable assets acquired, and
liabilities and contingent liabilities assumed in a business combination are measured initially at
their fair values at the acquisition date. The Group recognises any non-controlling interest in the
acquiree on an acquisition-by-acquisition basis, either at fair value or at the non-controlling
interest’s proportionate share of the recognised amounts of acquiree's identifiable net assets.

Acquisition-related costs are expensed as incurred.

Inter-company transactions, balances and unrealised gains on transactions between Group
companies are eliminated. Unrealised losses are also eliminated. When necessary, amounts
reported by subsidiaries have been adjusted to conform with the Group's accounting policies.

Foreign currency translation
The functional and presentational currency of the Group is Sterling. The Group does not enter
into transactions in currencies other than its functional currency.

Revenue recognition

Revenue is measured based on the consideration to which the Group expects to be entitled in
a contract with a tenant and excludes amounts collected on behalf of third parties.

Leasing . .
Rental income from assets leased under operating leases is recognised on a straight-line basis
over the term of the relevant lease in the income statement. Rent free periods and other
incentives given to tenants at the inception of the lease are spread on a straight-line basis over
the relevant lease term and also recognised in the income statement. Rental income received
in advance is deferred to the future period to which it relates.

Other income included within revenue represents insurance commissions receivable and lease
premiums payable by tenants upon surrender of a lease. Insurance commissions are
recognised as income in the income statement over the period of the insurance, based upon
the effective commencement or renewal dates of the related policies. Any timing differences
arising at the reporting date are recognised as either deferred or accrued income in the
statement of financial position as applicable.
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Contlnued)
for the year ended 31 December 2019

A

PRINCIPAL ACCOUNTING POLICIES (Continued)

Leases — as lessee

On commencement of a contract (or part of a contract) which gives the Group the right to use
an asset for a period of time in exchange for consideration, the company recognises a right-of-
use asset and a lease liability unless the lease qualifies as a ‘short-term’ Iease or a ‘low-value’
lease.

Short-term leases

Where the lease term is twelve months or less and the lease does not contaln an option to
purchase the leased asset, lease payments are recognised as an expense on a straight-line
basis over the lease term.

Leases of low-value assets
For leases where the underlying asset is ‘low-value’, lease payments are recognised as an
expense on a straight-line basis over the lease term.

Initial and subsequent measurement of the right-of-use assets

A right-of-use asset is recognised at commencement of the lease and initially measured at the
amount of the lease liability, plus any incremental costs of obtaining the lease and any lease
payments made at or before the leased asset is available for use by the Group.

The right-of-use asset is subsequently measured. at cost less accumulated depreciation and any
accumulated impairment losses. The depreciation methods applied are as follows:

Leased property ) On a straig ht-lin'e basis over the shorter of the
: lease term and the useful life (85 years).

The right-of-use asset is adjusted for any re-measurement of the lease liability and lease

" modifications, as set out below. An estimate of costs to be incurred in restoring the leased asset

to the condition required under the terms and conditions of the lease is recognised as part of
the cost of the right-of-use asset when the Group incurs the obligation for these costs.

The costs are incurred at the start of the lease or over the lease term. The provision is measured
at the best estimate of the expenditure required to settle the obligation.

Initial measurement of the lease liability

The lease liability is initially measured at the present value of the lease payments during the
lease term discounted using the interest rate implicit in the lease, or the incremental borrowing
rate if the interest rate implicit in the lease cannot be readily determined.

The lease term is the non-canceliable period of the lease plus extension periods that the
Company is reasonably certain to exercise and termination periods that the Group is reasonably

- certain not to exercise.
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
Leases — as lessee (continued)

Initial measurement of the lease liability (Continued) )
Lease payments include fixed payments, less any lease incentives receivable, variable lease
payments dependant on an index or a rate and any residual value guarantees. Variable lease
payments are initially measured using the index or rate when the leased asset is available for
use. :

Termination penalties are included in the lease payments if the lease term has been adjusted
because the Group reasonably expects to exercise an option to terminate the lease.

The exercise price of an option to purchase the leased asset is included in the lease liability
when the Group is reasonably certain to exercise that option.

Subsequent measurement of the lease liability

The lease liability is subsequently increased for a constant periodic rate of interest on the
remaining balance of the lease liability and reduced for lease payments. Interest on the lease
liability is recognised in profit or loss, unless interest is directly attributable to qualifying assets,
in which case it is capitalised in accordance with the Group's policy on borrowing costs.

Variable lease payments not included in the measurement of the lease liability as they are not
dependent on an index or rate, are recognised in profit or loss in the period in which the event
or condition that triggers those payments occurs.

Re-measurement of the lease liability

The lease liability is adjusted for changes arising from the original terms and conditions of the
lease that change the lease term, the Group’s assessment of its option to purchase the leased
asset, the amount expected to be payable under a residual value guarantee and/or changes in
lease payments due to a change in an index or rate. The adjustment to the lease liability is
recognised when the change takes effect and is adjusted against the right-of-use asset, unless
the carrying amount of the right-of-use asset is reduced to nil, when any further adjustment is
recognised in profit or loss.

Adjustments to the lease payments arising from a change in the lease term or the lessee’s
assessment of its option to purchase the leased asset are discounted using a revised discount
rate. The revised discount rate is calculated as the interest rate implicit in the lease for the
remainder of the lease term, or if that rate cannot be readily determined, the lessee's
incremental borrowing rate at the date of reassessment.

Changes to the amounts expected to be payable under a residual value guarantee and changes
to lease payments due to a change in an index or rate are recognised when the change takes -
effect, and are discounted at the original discount rate unless the change is due to a change in
floating interest rates, when the discount rate is revised to reflect the changes in interest rate.

20



GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

1.

PRINCIPAL ACCOUNTING POLICIES (Continued)
Leases — as lessee (continued)

Lease modifications

A lease modification is a change that was not part of the original terms and conditions of the
lease and is accounted for as a separate lease if it increases the scope of the lease by adding
the right to use one or more addltlonal assets with a commensurate adjustment to the payments
under the lease.

For a lease modification not accounted for as a separate lease, the lease liability is adjusted for
the revised lease payments, discounted using a revised discount rate. The revised discount

_ rate used is the interest rate implicit in the lease for the remainder of the lease term, or if that

rate cannot be readily determmed the lessee Company's incremental boriowing rate at the date
of the maodification.

Where the lease modification decreases the scope of the lease, the carrying amount of the right-
of-use asset is reduced to reflect the partial or full termination of the lease. Any difference
between the adjustment to the lease liability and the adjustment to the right-of-use asset is
recognised in profit or loss.

For all other lease modiﬁcations,'the,adjustment to the lease liability is récognised as an
adjustment to the right-of-use asset.

Leases — as lessor

Lease income from operating leases is recognised in line with the Group's revenue recognition
accounting policy (see page 18).

Leases under JAS 17

The following accounting policies were applied to leases in the year ended 31 December 2018:

Leases were classified as finance leases when the terms of the lease transferred substantially
all the risks and rewards of ownership to the Group. AII other leases were classified as operating
leases.

Assets held under finance leases were recognised as assets of the Group at their fair value or,
if lower, at the present value of the minimum lease payments, each determined at the inception
of the lease. The corresponding liability to the lessor was recognised as a finance lease
obligation. Lease payments were apportioned between finance charges and the reduction of
lease obligation so as to achieve a constant rate of interest on the remaining balance of the -
liability. Finance charges were charged directly to profit or loss, unless they were directly
attributable to qualifying assets, in which case they were capitalised in accordance with the
Company's policy on borrowing costs.

Rentals payable under operating leases were expensed on a straight-line basis over the term
of the relevant lease. Benefits received and receivable as an incentive to enter into an.operating
lease (such as up-front cash payments and reimbursement of relocation costs or the cost of
lease improvements) were also spread on a straight-line basis over the lease term.,
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
Property, plant and equipment

Where there is no reasonable certainty that ownership of the asset will be transferred to the
Company at the end of the lease term, the asset shall be fully depreciated to residual value,
over the shorter of the lease term and the useful life. If there is reasonable certainty that the
asset will be transferred to the Company at the end of the lease term, the asset will be
depreciated over it's useful life to residual value, in accordance with IAS 16 Property, plant and
equipment. - :

Investment property

Investment property, which is property held either to earn rental income or for capital
appreciation or both, is stated at its fair value at the reporting date. The method of establishing
fair value is stated in note 8. Gains or losses arising from changes in the fair value of investment
property are included in the consolidated statement of comprehensive income for the period in
which they arise.

Gains or losses arising from disposal of investment property, being the difference between the
net disposal proceeds and carrying value, are included in profit or loss in the year of the disposal.

Investments in subsidiaries

Investments in subsidiaries are held at cost less accumulated impairment losses. The Group
assesses investments for impairment whenever events or changes in circumstances indicate
that the carrying value of an investment may not be recoverable. Impairment losses are
recognised in the Statement of Comprehensive income.

Finance costs

Finance costs represent interest expense incurred on financial liabilities held at amortised cost.
These are determined using the effective interest rate method, which is a method of calculating
the amortised cost of a financial asset or financial liability (or group of financial assets or
liabilities) and of allocating the interest income or interest expense over the expected life of the
asset or liability. The effective interest rate is the rate that exactly discounts estimated future
cash flows to the instrument’s initial carrying amount.

Financial instruments

Financial assets and liabilities are recognised on the statement of financial position when the
Company has become party to the contractual provisions of the instrument.

Financial assets
Trade and other receivables

Trade receivables are initially measured at their transaction price. Group and other receivables
are initially measured at fair value plus transaction costs. Receivables are held to collect the
contractual cash flows which are solely payments of principal and interest. Therefore, these
receivables are subsequently measured at amortised cost using the effective interest rate
method.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and other short-term investments held by
the Group with maturities of less than three months. These are highly liquid investments that
are readily convertible into known amounts of cash and are subject to an insignificant risk of
change in value. :
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) '
for the year ended 31 December 2019

1.

PRINCIPAL ACCOUNTING POLICIES (Continued)

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 Group after deducting all its liabilities.

Trade and other payables
Trade and other payables and borrowings are initially recognised at fair value less transaction
costs and subsequently measured at amortised cost using the effective interest rate method,
with all movements being recognised in the statement of comprehensive income. Cost
approximates to fair value.

Derivative financial instruments

The Group enters into derivative financial instruments to manage its exposure to interest rate
risk, which include interest rate swaps. Further details of derivative financial instruments are
disclosed in note 17. Derivatives are initially recognised at fair value at the date a derivative
contract is entered into and are subsequently remeasured to their fair value at each balance
sheet date. The resulting gain or loss is recognised in profit or loss immediately.

A derivative with a positive fair value is recognised as a financial asset whereas a derivative
with a negative fair value is recognised as a financial liability. A derivative is presented as a non-
current asset or a non-current liability if the remaining maturity of the instrument is more than
12 months and it is not expected to be realised or settled within 12 months. Other derivatives
are presented as current assets or current liabilities.

Equity
Equity instruments issued are recorded at fair value on initial recognition net of transaction
costs.

Derecognition of financial assets and liabilities

A financial asset (or part thereof) is derecognised when the contractual rights to cash flows
expire or are settled, or when the contractual rights to receive the cash flows of the financial
asset and substantially all the risks and rewards of ownership are transferred to another party.

When there is no reasonable expectation of recovering a financial asset it is derecognised
(‘'written off’). The gain or loss on derecognition of financial assets measured at amortised cost
is recognised in profit or loss. ’

A financial liability (or part thereof) is derecognised when the obligation specified in the contract

is discharged, cancelled or expires. Any difference between the carrying amount of a financial
liability (or part thereof) that is derecognised and the consideration paid is recognised in profit
or loss.

Impairment of financial assets

An impairment loss is recognised for the expected credit losses on financial assets when there
is an increased probability that the counterparty will be unable to settle an instrument's
contractual cash flows on the contractual due dates, a reduction in the amounts expected to be
recovered, or both.

The probability of default and expected amounts recoverable are assessed using reasonable
and supportable past and forward-looking information that is available without undue cost or
effort. The expected credit loss is & probability-weighted amount determlned from a range of
outcomes and takes into account the time value of money.
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Trade receivables :
For trade receivables, expected credit losses are measured by applying an expected loss rate
to the gross carrying amount. The expected loss rate comprises the risk of a default occurring
and the expected cash flows on default based on the aging of the receivable. The risk of a
default occurring always takes into consideration all possible default events over the expected
life of those receivables (“the lifetime expected credit losses”). Different provision rates and
periods are used based on groupings of historic credit loss experience by product type,
customer type and location.

Impairment of other receivables measured at amortised cost

The measurement of impairment losses depends on whether the financial asset is ‘performing’,

‘underperforming’ or ‘non-performing’ based on the company’s assessment of increases in the .
credit risk of the financial asset since its initial recognition and any events that. have occurred

before the year-end which have a detrimental impact on cash flows. The financial asset moves

from ‘performing’ to ‘underperforming’ when the increase in credit risk since initial recognition

becomes significant. :

In assessing whether credit risk has increased significantly, the company compares the risk of
default at the year-end with the risk of a default when the investment was originally recognised
using reasonable and supportable past and forward-looking information that is available without
undue cost. The risk of a default occurring takes into consideration default events that are
possible within 12 months of the year-end (‘the 12-month expected credit losses”) for
‘performing’ financial assets, and all possible default events over the expected life of those
receivables (“the lifetime expected credit losses”) for ‘underperforming’ financial assets.

Impairment losses and any subsequent reversals of impairment losses, are adjusted against
the carrying amount of the receivable and are recognised in profit or loss.

Impairment of non-financial assets

Non-financial assets are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for
the amount by which the asset's carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs of disposal and value in use.
For the purposes of assessing impairment, assets are grouped at the lowest levels for which
there are largely independent cash inflows (cash-generating units). Prior impairments of non-
financial assets (other than goodwill) are reviewed for possible reversal at each reporting date.

Segmental reporting
The Directors consider there to be only one operating segment, being the rental of the Group's:

long leasehold interest in the Grosvenor House Hotel, Park Lane, London, and accordingly no
separate segmental analysis is disclosed.



GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
‘for the year ended 31 December 2019

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
Taxation

The tax expense represents the sum of the current tax expense and deferred tax expense.
Current tax assets are recognised when tax paid exceeds the tax payable.

Current tax is based on taxable profit for the year. Current tax assets and liabilities are measured
using tax rates that have been enacted or substantively enacted by the reporting date.

Current and deferred tax is charged or credited in the consolidated statement of comprehensive
income, except when it relates to items charged or credited directly to other comprehensive
income, in which case the current or deferred tax is also recognised in other comprehensive
income.

Deferred tax is the fax expected to be payable or recoverable on differences between the
carrying amount of assets and liabilities in the Financial Statements and the corresponding tax
bases used in the computation of taxable profit, and is accounted for using the statement of
financial position liability method. Deferred tax liabilities are recognised for all taxable temporary
differences and deferred tax assets are recognised to the extent that it is probable that taxable
profits will be available in the future against which deductible temporary differences. can be
utilised. Such assets and liabilities are not recognised if the temporary difference arises from
the initial recognition of goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction which affects neither the taxable
profit nor the accounting profit.

Deferred tax-is calculated at the tax rates that are expected to apply to the period when the
asset is realised or the liability is settled based upon tax rates that have been enacted or
substantively enacted by the reporting date.

Deferred tax assets and liabilities are offset where there is a legally enforceable right to offset
current tax assets and liabilities and the deferred tax relates to income tax levied by the same
tax authorities on either:

¢ the same taxable entity; or

o different taxable entities which intend to settle current tax assets and liabilities on a net basis
or to realise and settle them simuitaneously in each future period when the significant
deferred tax assets and liabilities are expected to be realised or settled.

2. CRITICAL ACCOUNTING ESTIMATES AND AREAS OF JUDGEMENT

Estimates and judgements are cohtinually evaluated and are based on historical experience,
internal controls, advice from external experts and other factors, including expectations of future
events that are believed to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting
judgements will, by definition, seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are discussed below:
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

2. CRITICAL ACCOUNTING ESTIMATES AND AREAS OF JUDGEMENT (CONTINUED)

Investment property

The key accounting estimate in preparing these consolidated Financial Statements relates to
the carrying value of the investment property which is stated at fair value. The valuation of the
Group’s investment property is inherently subjective as it is made on the basis of. valuation
assumptions which may in future not prove to be accurate. The property valuation included in
these financial statements was performed by a third party professional valuer. Details of the
valuation of the investment property are set aut in note 8. .

Deferred taxation

Deferred tax liabilities are assessed on the basis of assumptions regarding the future, the
likelihood that assets will be realised, and liabilities will be settled and estimates as to the timing
of those future events and as to the future tax rates that will be applicable.

Interest rate swap

The fair value of the interest rate swap is based on valuation techniques that are consistent with
generally accepted valuation methodologies for pricing financial instruments and they
.incorporate all factors and assumptions that market participants would consider in setting the
price. The fair value is determined on the basis of the current value of the difference between
the contractual interest rate and the market rate at the reporting: date. The inputs used in
determining the fair value of the interest rate swap fall within Level 2 of the fair value hierarchy
(note 17).

Leases

The Group uses judgement to assess whether the interest rate implicit in the lease is readily
determinable. When the interest rate implicit in the lease is not readily determinable, the Group
estimates the incremental borrowing rate based on its external borrowings secured against
similar assets, adjusted for the term of the lease. On this basis, the Group has estimated its
incremental borrowing rate to be 6.2%.
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GH EQUITY UK LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {Continued)
for the year ended 31 December 2019

3, REVENUE ' 2019 2018

£ £
Rental income 29,316,652 28,742,800
Other property related income 660,549 707,555

29,977,201 29,450,355

All rental income is generated from the investment property in the United Kingdom. Rental
income consists of £29,266,652 and £50,000 (2018: £28,692,800 and £50,000) derived from
two external tenants respectively.

4. PROFIT BEFORE TAX 2019 - 2018
£ £

The profit before tax is stated after charging:

Depreciation — right-of-use assets 5,658

Rentals under operating leases ' ' ' - - 30,000
Amounts payable to the auditor:

- for audit services to the company 3,750 3,750 .
- for audit services to the company’s subsidiaries 46,250 46,250
- for tax compliance services 22,000 22,000
- for other non-audit services 86,863 197,500

Administrative expenses by nature:

Property management, hotel management '
and insurance costs 860,607 806,392

Operating lease payments - 30,000
Other expenses : 224,333 591,171

1,084,940 1,427,563

Impairment of related pérty receivable (note 11) . ‘ - 8,392,842

Included within administrative expenses are non-recurring costs in respect of non-audit services
provided by related entities of the auditor totalling £20,260 (2018: £54,250).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

5. FINANCE COSTS 2019 2018
£ £

Interest payable on bank loans . 16,542,472 16,494,731
Interest payable on other loan - - - 4,657,799
Interest payable on group loan 7,381,700 1,119,363
Refinancing transaction costs — amortisation 961,013 1,093,842
Refinancing transaction costs — exceptional - 7,868,868
Interest on lease liabilities 29,819 -

.Bank charges ) 1,893 1,467

24,916,897 31,236,070

Exceptional costs occur in the normal course of business but are disclosed in order for the
financial statements to give a true and fair view due to their size. Included within exceptional
refinancing transaction costs in 2018 were previously capitalised un-amortised loan
arrangement fees expensed and other loan arrangement fees incurred in relation to refinancing
arrangements.

6. EMPLOYEES AND DIRECTORS

There were no employees during the year (2018: none) apart from the Directors of the Company
and Group. :

‘Directors remuneration comprised:

2019 2018

£ £
Remuneration for qualifying services ) 12,833 -

No directors are accruing benefits under defined contribution pension schemes (2018: none)
and no directors received payments under long term incentive schemes (2018: none).

Some director's remuneration is borne by another group entity.
Key management personnel compensation
Key management personnel are those persons having authority and responsibility for planning,

directing and controlling the activities of the Group. In the opinion of the Directors there were no
key management personnel other than the Directors in the year.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

7. INCOME TAX _
2019 2018
£ £
Current taxation :
Current tax for the year : 972,011 186,536
Adjustment in respect of prior periods (186,536) -
Total current tax 785,475 186,536
Deferred taxation (note 16) ‘
Origination and reversal of temporary differences ’ 7,379,832 13,254,643
Adjustments in respect of previous periods 552,689 (1,438,438)
Effect of tax rate change on opening balances (776,825) (1,395,226)
Total deferred tax 7,155,696 10,420,979
Total income tax charge - 7.941,171 10,607,515

T'he actual tax charge differs from the expected tax charge computed by applying the UK
corporation tax rate of 19% as follows:

2019 2018
£ £
Profit before téxation 28,695,078 58,912,150
2019 2018
£ £
Profit before taxation, multiplied by standard rate of UK :
corporation tax of 19% (2018: 19%) 5,452,065 11,193,375
‘ Effects of: ‘
Non-deductible items . 3,819,391 3,182,463
Income not taxable ) (919,614) (14,012,097)
Chargeable gains - 12,806,000
Transfer pricing adjustments 270,825

Adjustments to tax charge in respect of previous periods 366,153 (1,438,438)
Effects of changes in rates and laws (776,824) (1,395,226)

Other tax adjustments 613
2,489,106 (585,860)
Total income tax expense , ' 7941171 10,607,515

The UK main corporation tax rate will reduce to 17% from 1 April 2020, announced in the
Finance Bill 2018, which was substantively enacted on 12 September 2016. As the change has

been substantively enacted at the reporting date, the deferred tax assets and liabilities reflect
this rate.

The Group has estimated trading losses and management expenses of £61,728,798 (2018:
£69,738,069) available to carry forward against future taxable praofits.
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. 8. INVESTMENT PROPERTY . 2019 2018
Group Group
£ £
Fair value: ,
Opening balance for the year 717,400,000 650,000,000
Fair value adjustment : 32,600,000 67,400,000

Closing balance for the year 750,000,000 717,400,000

The investment property comprises a long leasehold over the Grosvenor House Hotel, Park
Lane, London, expiring in 2104.

A valuation of the investment property was undertaken by an independent professional valuer
in_January 2020 which valued the leasehold property at £750m on an open market basis and
the property has been included in these financial statements by the Directors as this represents
their best estimate of the investment property’s fair value at 31 December 2019.

The valuation method represents a level 2 valuation, as defined in IFRS 13: Fair Value
Measurement, including both direct and indirect observable inputs for the investment property.

The professional valuation was on an open market basis and was arrived at by reference to
market evidence and discounted cash flows. The valuation projects income to increase by 2%

~ per annum over the period of the lease agreement, including the reversionary lease up to 2052,
discounted at a rate of 6%. The valuation is based on a capitalisation rate of 4.0%. The only
fixed charges considered to arrive at the opinion of value are nonoperating expenses such as
property taxes, and property insurance. Other valuation considerations applied in the valuation
include consideration of recent survey reports, the London hotel market, local hotel competition
and comparable transactions.

The property rental income earned by the Group from its investment property during the year
under review amounted to £29,316,652 (2018: £28,742,800).

The lessee, Marriott International Inc., bears the contractual obligation to maintain the

investment property. Neither the Group nor the lessee has a contractual obligation to purchase
or develop the property.
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8. . PROPERTY, PLANT AND EQUIPMENT - GROUP

Right-of-use
asset -
Buildings
£
Cost: i
At 31 December 2018 ‘ -
Right-of-use assets on transition’
to IFRS 16 ' : 480,959
At 1 January 2019 and 31 ‘ :
December 2019 : K 480,959
Accumulated depreciation:
At 31 December 2018 ‘ -
Charge for the year - _ 5,658
At 31 December 2019 , , 5,658
Net book value: :
At 31 December 2019 ' 475,301
At 31 December 2018 -

The net book value of the Group's property, plant and equipment relates entirely to right-of-use
assets which consist of buildings with a net book value of £475,301. The lease term is for 85
years. No borrowing costs were capitalised (2018: £Nil).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)
for the year ended 31 December 2019

10. INVESTMENTS

Company
£

Investments in subsidiaries:
At 1 January 2019 and 31 December 2019 ' 100

The Company has investments in the following subsidiaries:

Proportion of
ownership &
-Name of subsidiary  Place of incorporation  voting power %  Nature of business

GH Equity Limited Jersey 100 Holding company
Registered office: IFC 5, St Helier, Jersey, JE1 1ST

GH Mezz | Limited* Jersey . 100 Holding company
Registered office: IFC 5, St Helier, Jersey, JE1 1ST

GH Mezz |l Limited* Jersey 100 Holding company
Registered office: IFC 5, St Helier, Jersey, JE1 1ST

GHH Holdings Limited* ’ - UK 100  Property investment
Registered office: Third Floor, One London Square, Cross Lanes, Guildford, Surrey, GU1 1TUN

Reeves Lease Limited* UK 100  Property investment
Registered office: Third Floor, One London Square, Cross Lanes, Guildford, Surrey, GU1 1UN

*Subsidiary undertakings owned indirectly.

Reeves Lease Limited is exempt from audit under Section 479(a) of Companies Act 2016.
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1.

12.

TRADE AND OTHER RECEIVABLES

-2019 2019 2018 2018
Group Company Group  Company
£ £ £ £
Current -
Prepayments and :
accrued income 24,211 25,371,297 - 23,169 16,180,827
Non-current )
Group receivables - 160,594,916 - 158,208,408

The Directors consider that the carrying amount of trade and other receivables approximates to
their fair value. All receivables are denominated in Sterling. At 31 December 2019 no

receivables were past due or impaired.

Group receivables owed to the Company include loan notes issued to a subsidiary undertaking.

‘Interest accrues on the loan notes at 7.25% of which 1.5% is rolled up and included within the

loan note balance. The balance is unsecured and due for repayment in 2022. The balance on
the loan notes at 31 December 2019 was £160,594,916 (2018: £158,208,408) which included
rolled up interest of £2,386,508 (2018: £3,138,157). Unpaid interest of £25,371,297 (2018:
£16,180,827) is mcluded in the Company's prepayments and accrued income at 31 December
2019.

A receivables balance of £8,392,842 owed by a former related party of the Group was impaired
in full in the prior year, prior to the acquisition of the group by the current owners.

TRADE AND OTHER PAYABLES

2019 -2019. 2018 2018

Group Company _ Group  Company

£ £ £ £

Trade payables 24,536 - 49,110 -

Group payables - 32,227,278 1,532,567 20,218,032
Accruals and

deferred income 19,974 416 9,300,919 12,441,339 1,627,948

Other payables 1,322,205 - 1,219,998 Co-

21,321,157 41,628,197 15'243'014 21,845,980

The group payables are owed to an entity owned by the ultimate controllmg party and are
unsecured, interest free and repayable on demand.

The Company’s group payables are unsecured and repayable on demand. Interest accrues at
3.43% (2018: 3.43%)

The Directors consider that the carrying amount of trade and other payables approximates to

. their fair value. All payables are denominated in Sterling.
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13.

BORROWINGS - NON-CURRENT

2019 2019 2018 2018

Group Company Group Company

£ , £ - £ £

Bank loans 430,260,757 - 429,299,744 . -
Loan from group 106,175,000 106,175,000 117,675,000 117,675,000

536,435,757 106,175,000 546,974,744 117,675,000

The senior bank loan is £380m. The loan is secured with fixed and floating charges over the
assets of the Group. The loan is repayable in full in December 2024, and interest is payable
quarterly in arrears at a margin of 2.08% over 3 month LIBOR. The Group continues to be party
to an interest rate swap which fixes the variable element of the interest on the entire senior loan
amount of £380m at 1.373% (2018: 1.373%).

- The bank loan was initially recognised at fair value, net of transaction costs. At 31 December

2019 the loan is stated net of amortised transaction costs of £3,496,621 (2018: £4,205,658).

During the prior year the Group arranged a £55m ‘Mezzanine’ bank loan facility agreement. The
loan is secured with fixed and floating charges over the assets of the Group, is repayable in
2024 and interest is payable in arrears at 6.2%. The loan was initially recognised at fair value,
net of transaction costs. At 31 December 2019 the loan is stated net of amortised transaction
costs of £1,242,622 (2018: £1,494,598).

The group loan is unsecured, and due for repayment on 31 December 2022. Interest is charged
at 6.2%.

Reconciliation of liabilities arising from financing activities:

1 January Cash Non-cash 31 December

Group 2019 flows changes 2019
£ £ £ £

Bank loans 429,299,744 961,013 430,260,757

Loan from group 117,675,000 (11,500,000) - 106,175,000
Lease liability : - (181) 480,960 480,779

546,974,744  (11,500,181) 1,441,973 536,916,536
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14. LEASE LIABILITIES

The maturity of the gross contractual undiscounted cash flows due on the Group's lease
liabilities is set out below based on the period between 31 December 2019 and the contractual
maturity date. ,

Group
31 December 2019 Less than 1 Between1 Laterthan § ~ Total
year and 5 years years
£ £
Right-of-use asset - Buildings 30,000 120,000 2,370,000 2,520,000
Future finance charges :
on lease liabilities (29,808) (119,107)  (1,890,306) (2,039,221)
Present value of lease .
liabilities. 192 893 479,694 480,779
1 January 2019 Less than 1 Between1 Laterthan 5 Total
year and 5years years
y £ £
Right-of-use asset - Buildings 30,000 120,000 2,400,000 2,550,000
Future finance charges .
on lease liabilities (29,819) (119,159}  (1,920,083) (2,069,041)
Present value of lease
liabilities 181 841 479,937 480,959
Total
£
Minimum lease payments under lease liabilities: .
Non-current 480,587
Current ) 192
480,779

The rates of interest implicit in the Group's lease arrangements is not readily determinable and '
the incremental borrowing rate applied in calculating the lease liability is 6.2%. The fair value of
the Group'’s lease obligations is approximately equal to their carrying amount. ’
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14.

15.

LEASE LIABILITIES (CONTINUED)

Effect of leases on financial performance - Group 2019 2018
£ £
Depreciation charge for the year included in
‘administrative expenses’ for right-of-use assets:
~ - Buildings 5,658 -
" Interest expense for the year on lease liabilities
recognised in finance costs’ 29,819 -
Effect of leases on cash flows:
Total cash outflow for leases in the year 30,000 -
Company
" The Company has no lease liabilities.
DERIVATIVE FINANCIAL INSTRUMENTS
2019 2018
Group Group
£ £
Interest rate swap 9,299,635 1,419,249

The fair value of the interest rate swap at 31 December 2019 represents the conversion of
£380m of variable rate borrowings to a fixed rate exposure of 1.373% ending in December 2024

(2018: £380m fixed at 1.373%).

The interest rate swap is not traded in an active market. As a result, the fair value is based on
valuation techniques that are consistent with generally accepted valuation methodologies for
pricing financial instruments and they incorporate all factors and assumptions that market
participants would consider in setting the price. The fair value is determined on the basis of the
current value of the difference between the contractual interest rate and the market rate at the

reporting date.
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16. DEFERRED TAX LIABILITIES
Provision for deferred taxation has been made as follows:

Chargeable Accumulated - Accelerated

Group gains tax losses depreciation Total
£ £ £ £

At1 Jahuary 2019 22,120,225 (11,855,472) 8,323,604 18,588,357

Charge to

statement of

comprehensive income 5,542,000 1,422,382 191,314 7,155,696

At 31 December 2019 27,662,225  (10,433,090) 8,514,918 25,744,053

Company
There is no deferred tax arising. -

17. FINANCIAL INSTRUMENTS

The totals for each category of financial instrument, measured in accordance with IFRS 9 as
detailed in the accounting policies, are as follows:

Loans and receivables 2019 2019 2018 2018 .
Group Company - Group Company
£ £ £ £

Current assets .
Trade and other receivables 1,675 25,371,297 506 16,180,827

Cash and cash equivalents 11,128,393 11,609,437
Non-current assets
Trade and other receivables - 160,594,916 - - 158,208,408
Total ﬂnancial assets 11,130,068 185,966,213 11,609,943 174,389.235
Other liabilities held at amortised cost
2019 2019 2018 2018
Group Company Group  Company
£ £ £ £

Current liabilities )
Trade and other payables 12,532,041 41,528,197 6,671,215 21,845,980
Lease liabilities 192 - i - -

Non-current liabilities
Loans and borrowings 536,435,757 106,175,000 546,974,744 117,675,000
Lease liabilities 480,587 - - -

Total financial liabilities 549,448,577 147,703,197 553,645,959 139,520,980
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17.

FINANCIAL INSTRUMENTS (Continued)

.Financial instruments measured at fair value

2019 2019 2018 2018

Group Company Group Company

£ £ £ £

Interest rate swap (9,299,535) - (1,419,249) -

In relation to the nature of the financial instruments that are measured in the Statement of
Financial Position at fair value, IFRS 7 requires them to be put into a fair value measurement
hierarchy, based on the lowest level of input significant to the overall fair value, as follows:

Level 1 — quoted prices for similar instruments
Level 2 — directly observable market inputs other than Level 1 inputs
Level 3 — inputs not based oh observable market data

The inputs used in determining the fair value of the interest rate swap fall within Level 2 of the
fair value hierarchy.

The Directors consider the book value of all financial instruments to equate to their fair value.

The Directors monitor the Group’s financial risk management policies and exposure and
approve financial transactions. The Director's overall risk management strategy seeks to assist
the Group in meeting its financial targets whilst minimising potential adverse effects on financial .
performance. ’ '

Specific financial risk exposures and management

The Group’s activities expose it to a variety of financial risks, including interest rate risk, liquidity
risk and credit risk. Details of these risks and the Group's policies for managing these risks are
included below:

Interest rate nisk

The Group’s‘ interest rate risk exposure arises from its external borrowings, some of which are
charged at a variable rate of interest.

The Group manages interest rate risk by way of an interest swap arrangement which has
effectively fixed the variable rate interest at 1.373% on the entire £380m loan as at 31 December
2019 (2018: 1.373%).

Credit risk

The objective of credit risk management is to enable the Group to achieve appropriate risk

versus reward performance whilst maintaining credit risk exposure in line with the approved
appetite for the risk that tenants will be unable to meet their obligations to the Group.
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17.

FINANCIAL INSTRUMENTS (Continued)

Credit risk (continued)

Tenant credit risk is mitigated as rental payments are due on the first day of each rental quarter,
and-the tenant’s rental commitments are supported by a guarartee provided by its controlling
party, Marriott International Inc. The property lease can be terminated if rent becomes more
than 14 days overdue, or if the guarantor fails to provide the agreed rental guarantee.

The maximum exposure to credit risk is represented by the carrying amount of each financial
asset in the balance sheet. The Group only deposits cash with well-established financial
institutions of high quality credit standing.

Liquidity risk

Liquidity risk is the risk that the Group is unable to meet its financial obligations as they fall due. -
The Group seeks to minimise liquidity risk on refinancing by borrowing for as long as possible
and at the lowest acceptable cost. Efficient cash management, strict credit control and the
Group's low-cost base minimise liquidity risk and ensure that funds are available to meet
commitments as they fall due.

An entity owned by the ultimate controlling party has confirmed that they will not recall the grou'p
loan and accrued interest unless sufficient resources are available.

The fair value of denvatlve financial liabilities held by the Group at 31 December 2019 was
£9, 299 535 (2018: £1,419,249).

The table below analyses the Group s non-derivative financial liabilities on a contractual gross
undiscounted cash flow basis into their relevant maturity groupings based on the remaining
period at the consolidated statement of financial position date to the contractual maturity date.

Between Between Over
Less than 1and 2 2and 5 - 5
1 year years years . years
: £ ’ £ £
At 31 December 2019

Group }
Trade and other payables 12,532,041 ) - - -
Bank loans - - 430,260,757 -
Loan from group : - - 106,175,000 -

At 31 December 2019
Company :
Trade and other payables 41,528,197 - - -
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17. FINANCIAL INSTRUMENTS (Continued)

Liquidity risk (Continued)

Between Between Over
Less than 1and 2 2and5 5
1 year years years years
£ £
At 31 December 2018
Group
Trade and other payables 6,671,215 - - -
Bank loans - - - 429,299,744
Loan from group - - 117,675,000 -
At 31 December 2018
Company .
Trade and other payables 21,845,980 - ‘ - -

Capital management

The Company's capital is managed at group level. At a Group level, capital is monitored using
a gearing ratio which is calculated as net debt (bank borrowings and loan notes less cash and
cash equivalents) over capital (equity attributable to owners of the Company) plus net debt.

2019 2019 2018 2018

Group  Company Group Company

£ £ £ £

Borrowings 536,435,757 106,175,000 546,974,744 117,675,000
Cash and cash equivalents (11,128,393) - (11,609,437) -

Net debt 525,307,364 106,175,000 535,365,307 117,675,000

Equity 143,748,441 38,263,116 147,563,362 34,868,355

Equity plus net debt 669,055,805 144,438,116 682,928,669 152,543,355

Gearing ratio 78.5% 73.5% 78.4% 771%

In view of the financing arrangements in place, and that capital is managed as part of the wider
finance function, the' Directors consider that the gearing ratio at 31 December 2019 was

acceptable.
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18.

19.

SHARE CAPITAL
2019 2018
£ £
Issued and fully paid:
39,610,979 Ordinary shares of £1 each 39,610,979 39,610,979

The ordinary shares, which carry no right to fixed income, carry the right to vote at general
meetings of the Company.

OPERATING LEASE COMMITMENTS

Group as a lessee

The Group holds the long leasehold on its investment prdperty, Grosvenor House Hotel, Park
Lane, London, which expires in 2104, and on which the Group pays head rent of £30,000 per
annum. , :

The future aggregate minimum lease payments under this operating lease at 31 December 2018
disclosed in accordance with IAS 17 were as follows:

2018

£

Less than one year 30,000
Between one and five years - 120,000
After five years . 2,400,000
2,550,000

No operating lease commitments are disclosed for 31 December 2019. The equivalent
information is disclosed within note 14 in accordance with IFRS 16.

Group as a lessor

The Group has contracted with a tenant, under a non-cancellable operating lease arrangement
for a term of 30 years, expiring on 30 January 2034, with a reversionary lease extension to 30
January 2052 under the same terms. Rental income earned in the period under this agreement
amounted to £29,266,652 (2018: £28,692,800). Rent is subject to annual inflationary increases,
subject to the achievement of certain performance criteria by the tenant.

The Group has contracted with another tenant, under a non-cancellable operating lease
arrangement expiring in the year 2104. Rental income earned in the period under this
agreement amounted to £50,000 (2018: £50,000). The rental income is fixed until 2026 when
fixed rent uplifts are applied.
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19.

20.

21.

22,

OPERATING LEASE COMMITMENTS (Continued)

There were no differences between the operating lease commitments disclosed at 31 December
2018 under |AS 17 discounted at the incremental borrowing rate at 1 January 2019 and lease
liabilities recognised at 1 January 2019, as set out below:

Operating Incremental Discounted Lease

, lease borrowing lease liability

commitments rate commitment recognised

£ £ £ £

Buildings 2,550,000 6.2% 480,959 480,959

CONTROL

The Company's immediate holding company is KH Holding BV, an entity registered in
Netherlands, and the ultimate controlling party is the Qatar Investment Authority. The Company
is the parent of the smallest group to consolidate these financial statements. The parent of the
largest group to consolidate these financial statements is Katara Hospitality Limited, a company
incorporated in Qatar.

RELATED PARTY TRANSACTIONS

The group is party to a loan facility from an entity owned by the ultimate controlling party. Interest

of £7,381,700 (2018: £1,119,363) was charged on this facility during the year The interest
outstanding at 31 December 2018 was £8,501,063 (2018: 1,119,363) and is included in accruals
and deferred -income. The loan balance outstanding at 31 December 2019 was £106,175,000
(2018: £117,675,000) included in long term borrowings.

During the prior year the Group also received short term funding from the same wholly owned
group entity. No interest was charged on this balance and the amount owed at 31 December
2018 was £1,532,567. This amount was repaid during 2019 and no balance remained at 31
December 2018.

INITIAL APPLICATION OF IFRS 16

On 1 January 2019, the Group adopted IFRS 16 ‘Leases’ (IFRS 16) for the first time. IFRS 16
replaces IAS 17 ‘Leases’. The Group previously only had ‘operating leases’. The main change
on application of IFRS 16 is the accounting for ‘operating leases’ where rentals payable (as
adjusted for lease incentives) were previously expensed under IAS 17 on a straight-line basis
over the lease term.

Under IFRS 16 a right-of-use asset and a lease liability are recognised for all leases except
‘low-value’ and ‘short term’ leases where lease payments are recognised on a straight-line basis
aver the lease term.

The accounting for leases previously accounted for as finance leases under IAS 17 has not
changed substantially, except that residual value guarantees are recognised under IFRS 16 at
amounts expected to be payable rather than the maximum amount guaranteed, as required by
IAS 17.
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22,

INITIAL APPLICATION OF IFRS 16 (CONTINUED)

The Group has taken advantage of the practical expedient to recognise the right-of-use asset
on the date of initial application at an amount equal to the lease liability. At 1 January 2019 a
right-of-use asset and corresponding lease liability of £480,959 has been recognised. The net -
impact on the income statement of additional depreciation and interest expense for the year
ended 31 December 2019 in excess of the rental expense is £5,477.

The Groub has applied the modified retrospective approach on adoption of IFRS 16. There was
no impact on opening reserves at 1 January 2019. The comparative figures are as previously
reported under IAS 17. o i :

Impact of transition

The incremental borrowing rate applied to lease liabilities recognised by the group at 1 January
2019 was 6.2%.

At 31 December 2018 the Group's operating lease commitments totalled £2,550,000 and a
lease liability of £480,959 was recognised at 1 January 2019. Further details of the differences
are illustrated in note 18.

Impact on the statement of cashflows

Whilst the cash flows of the Group have not been affected by the adoption of IFRS 186, during
the year ended 31 December 2019 cash outflows from financing activities presented with the
Consolidated Statement of Cash Flows amounted to £181 representing cash repayments of the
principal portion of leases recognised within lease liabilities under IFRS 16. A corresponding
increase in cash inflows from operating activities was due to a reduction in cash outflows for
cash payments for IAS 17 ‘operating leases’ of £30,000, net of additional cash outflows £28,819
for cash payments of the interest portion of leases recognised within lease liabilities under IFRS
16. In summary, the adjustments to the Statement of Cash Flows were £(181), £30,000 and
£(29,819), which had no impact on net cash flows for the year.
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23.

POST BALANCE SHEET EVENTS

The financial impact of COVID-19 on the group has principally been a reduction in 2020 rental
income following the temporary closure of The Grosvenor House Hotel in March 2020, and
forecasted rental reductions for 2021. At the time of approval of these financial statements the
hotel remains temporarily closed as a result of the pandemic, scheduled to reopen for business
in September 2020. '

As a result of the reduced rental income the Group is, in 2020, in breach of certain financial
covenants of its borrowing facilities. A waiver of the breach has been agreed until 29 December
2020 and financial support is to be provided to the Group by its shareholder group to allow the
Group to meet its external liabilities as they fall due until rental income increases in the post-
pandemic period.

The Directors are aware that, as a result of the rent reductions in 2020, there may have been a
negative impact on the investment property valuation subsequent to the year-end date. Any
such impact is expected to be short term, restricted to the COVID-19 pandemic period and its
immediate aftermath, and the directors are confident that, post-pandemic, the property valuation
will return to pre-pandemic levels.

The period over which rental income volatility will persist is difficult to predict as the situation is
still evalving. The potential risks impacting the Group ‘have been disclosed further in the
Strategic Report and the accounting policies include the Directors’ assessment of the going
concern basis of preparation of these financial statements. '
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